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UNITED STATES

iu which the Bu wiliseek to sm.pt profifors
tibr of weapons of mass destaisction; wili
press dran o sign antiterradiorn conven-
dong: and will refrain from retalinging
against Ameriean firms, Clearly, American
energy frms would love to got involved in
lran; bust it seems clear that the Europeans,
phas Russia and Malayzia, ate Bet tting waive
ess from the rigours of a sanctions law that
will rernain, !

Hesides, the administration can hardiy
take domestic support for granted. Con-
gress, which has §mpm¢d sunctions no
fower than 63 times in the pasg fewyeanion
regirnes that offend i1, can hardly be e
pected to dead more gently with fean. Firsy,
this is an election year. Second, fran has
been demonised (of:e:n with relson) 4s an
ezporier of ervorism, 3n avowed encnsy of
israel and an azpirant 1o acquire nuciear
and other weapons of mass deswruction:

witness, say the suspiciows, the Bushehy nu-
clear reactor being built with Russian help
o the Gulf coast,

On June 2318, Fresiden Clinton an-
nounced Mt he was vetoing keghslation
which would impose sanctions on suppli-

-ere of missile technology 10 Tran. The presi-

dents argument was that the bili would
“maka it more difficult” 1o deal with Russia
onasangeof issues, and does not reflecithe
progress made by Bussia “to sever links bee
fween Rusgian entities and fran's ballistin
migsiie programme”, Mr Clinion may he
right, but the fact is that the bill was passed
in the House by 192 voies 10 22 and in the
Senate by o vous 10 4. (Fhewants kg wo
1o stick. hewilthave to praduse convinging
syidence thathe has found abetterway 1o 2
better Irar. And, a5 he knows only 100 well,
drawing -maps in the Middie East is far
from easy.

Community development finance
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Banking on the poor

HOATH PRELATHIPHIA
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church groups. Privaw invesion, founda-
tiong, banks-and pow the feders) govern
mient-lend the coms money 3t bolow-
market rates, oF put in grant of ity
finance, which is then invested. Most QDpts
have concentrated on firaneing low-in-
some housing: othors provide consuner
credit fsee box) or, increasingly, tovest in
businesses in poor districs.

Delaware Valley is one of the Jarger and
more dynamic Coris. Run by jeremy No-
wak, arn indefatigable forraer community
orgasniser, with the help of several gradu-
ates from Wharton husiness school, # has
hecome an imporiant force in Phileded
phis goorer communities. Since 1985 it
bas iovesied more thas $30m, leveraging 2
further b2gom, which has financed 3,000
unite of Jowdmeome housing and created
{or preserved)g,oon jobs The investmens in
Allegheny Child Cars comes from ifs new
venture-capital fund,

Few ©pras are a5 big as #hm but—afler
chugging along for devades—these uncon-
veptional fnasciers have boomed in the
15508, thanks in large pont to the publicity
generated by the Clinton administration.

. Bincethay mostly sscape regulation, noone

&nows exactly how many cows therearc or

The Clinton administration has poured millions of dollars into commumty how much money they control Matk
financial insticstions, Has it been money well spene

A(:KGSS hee street from 2 dhsused factory
in the hear? of North Philadelphin, 2
few blocks from some of the worst srban
decay in America, 15 2 sight 10 muke Bill
Clinton’s heant beat 2 little Raster. Sprawlad
contentedly on plastic mats and covered
with light blankets, more than soo children
are spking their midday nap. Bright yellow

partitions divide ther inte different age

groups, The infants have cots; the pre-
schoolers shage 2 computer, A milkcooler
huns in the corridor; there s s television
in the place, 1

This is the North Broad Street

created the CDFL fund, houssd in the Teen-
sury Deportnient, with an authorisation to
spend $382n over four years on CoFs and
on basks that invested in them,

Pmsicy head of the Navonal Commu mty
Capital Association, the biggest association
af oroms, recksns there dre abowt 480 such
organisations in the country, with between
2 bitlion and $3 billion in capital avail-
able forlending. Hisown members’ capital

the ugly acronym covers a swarm of  hasgrown by almost 40% a yesr during the

different institutions—including commu-
nity credit unions, loan fynds and
microfinance fundy—whose goal is 10 pro-
vide credit and capital v poor prople whio
inck access 1o coaventional financiat ser-
vices, such as banks, These instingions ane
genveatly unmgu!ated anel are often none-
pmfit organisations whiose angms Jie with

branch of the Aliegheny Child Care
Acadeny, a sparkling new day-care
ceatrefor 130 childeen, 7% of whose
mothers ere on welfareto-wark pro-
grammes. 1t is one of six new come

mercial chikd-care contres in Phile- [y

delphia, owned by an entreprencur
from Pittsburgh (where there ars
muore such centres), and financed by
venture capitalists together with the
Delaware  Valley  Reinvestment
fund, Philadelphia’s biggest com-
munity devefopment financiat inst-
tation [CHFIL

LoFs are the latest fashion in
America's efforie to fight rural and
urbiart poverty, In 1993 candidate
Clintan vowed to spend # billion
greating 160 community lenders i
office, he decided 3 butter approach
wastofinance existing asweil as new
cows Bipurtisan legisiation in 1994

Wt it

Baliars wated

19905,

Measured against & $23 trillion Bnan-
cial services indosizy, these numbers are
paltry, Bust in an e7a of bank consslidation
and dramatic change in federal sociad assis-
tanee, £0F1s do an impmtam job in pre-
viding finance for projects in poor areos.
That, a1 leass, is the opinion of My Clinton
and his treasuey secretary, Robert
Rubin. And, in theory, federad &
nanciag for Corts makes 3 Jot of
sense. instead of cresting big cew
goveemment progrymmes and pro-
Jeets, federal money 0ps up privaie
channels. This cuts buresutaaey and
waste, and can ensare fhough not
infallibly) thas padstic capital is effi-
ciently alfocated among the desers
g,

Unborunately, the cron fund's
reputation in Washington i less
sparkling. A bigshare of its hrst fund
ing round in 1996 wer to Srganisy-
tions connected with South Shore
Hank, 2 commumnity lender though
also a Fully regulated bank) with
¢lose Bes to Hillary Clinton. Spencer
Bachus, a Republican congressiman
who leads the congressional sub-
commites that aversees the fund,
seelt g pofitical rar arsd guickly hee
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* gan to frvestigate. -

Hin findings, first publicised ia.i.t yoar
and formaliy published this momh, donot
B make pretty readiog. Alihaugh there is no
-feal evidence of peditically motivated lend
ing fand in the industry few qusbble with
the choite of institations that seeeived

B moneyl the Corl fund o itscartyyears was
wastetul, politically naive and, atfimes, in-
tompetent, Too much money wasspent on
high-powered consultanis: there wete in-
$ adequate records of why panicular corss
A

_ ware financed; and, most egregiously, se.
by nior ot people tried 10 cover their tracks

‘ by adding (undated; memos © their files
just befors congressions! siaffers came
foxk at thens.,

All this has now changed. The CoF
fund is under tew muanagement and is
witking hard to sort iself out. S fay, ithas
inwessed $77.6m in 81 coFs and $30m in
g2 barks that lend 1o thery, and seursently
assessing 244 applications for this vear it
wifl hand our about $40m) Although its
reputation s wenished,  partcularly
amang some Republicans, the fund will at-
most certainly get its zppropristien from
Congress this year, though probiably not as
much 24 the administration weuld like. (it
has received $az5m singe 1995 and is ashe
ing {m‘ B1zsen this year; much mesner pro-
posals are now being mooted in vaticm:s
congressional committees)

A bit less eash might not be Siith 2 bad
thing. One ofthe biggest &szzgerscm‘zs face
is excessively rapid growth, Delawarg Val-
fey hag doubled ity Jending in the past two
years. Many others are growing & similar
rares. Mr Pinsky hopes that Chms can be-
some & $23 billion industry within a de
cagde. For small ¢DFs, in panicular, such
massive expansion can be dangerous. Ine
vesting in poor areas I8 a Uime-consunting,
shourintensive buginess, atid mest CoPs
are senall players. Many Buve never boen
through a recession, As with ail banks, oo
much eagy money 100 quickly will soon
spell bad investments,

Anather risk 1s that CoFis may become
cavght up in & knot of fedeal reguiations.
Some overstght is necessaty, 1o make suse
public money is nol misused Bt the
s strength today lies in their div{frszty
B and independence. 1t would be a pity if
they becnrae fust another govemmerat -
1 pramme for the poor.

Ferhaps the biggest danger is dashcd

expectations, Listen to Mr Clinton enthus-
ing about community banks, and i & casy
R t0 56 them asa Great New Panacea for dis-
tressed communities, They are ot They
B are soall, # pmmnsmg, Helpers. As the §i-
M nancial-services  indusiry  conssiidates,
they have the potential—if propery man-
sged—t1o play 3 more inporam role B
they ate not a miraculous answer o one of
Armnerica’s most intractabic problems.
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1 DENIM dungarees and s blue bage-
ball cap, with well-worn work boos
an his fees, Stove Neeley is assolid as the
Appatachisn Jolls amang which he lives,
He drives a pickup truck, lives in a 70-
foot mobile borss with his myvearold
daughter, and works for $6.40 an hourat
a wooderalt plant in Jacksan County.
e ¥ aleo one of the most stalwan
members of the Central Appaiachian
Feople's Federa! Credit Union{arsou) a
financial institution set up o serve the
_poor of Appalachis. Over the vears Mr
Meeley reckons he has borrowed 339,000
fmm the Cl'eﬁii union: kis megt yecent
loan, for $350, was 10 repair his wactor
and buy a side of beef for the freezer.
‘The arFcu, which received $urs.000
froun the cowt fund in 1957, is the only
gredit wdon specifically designed w

sumer and some morgsge lending w
oneof America’s most distressed rural ze
eas Jackson County, where Mr Neeley
lives, has a 38% poverty rate. Its typical
famnily incame is less than half the na-
tional average Aimost haif of the credit
ugin’s members arn s than 1,000
gross o montl 2% earn less than $500,
The average loan in 1097 was just over
f£4.000 (usually to pay for & carl, bint
many are mueh smaller. fim Roland,
head of the credit union’s Jackson
Coauny brpach, recently lent a couple
$315 10 pay their electricivye hill.

Saking loans of thissize to 01 peo-
ple is an expensive and risky business.
The crodit union writes off aboit 1.4% of

Credit in the hollows

hefp Appalachia's poor, It provides con- -

its Ions a year, a much higher rate than
the industyy’s average {though not s
murch higher than the wiiaoff on, say,
credit cards} Hs administrative costs and
sprezds are bigiger thas those of crdinary
baviks, But it reaches people swhom those
banks largely ignore, teaching them
abomt managing mongy, encouraging
thems to suve, end keeping them from
falling for the loan sharks and finance
companies it are often the only other
soarce of credis. In Appalachia, thatis no
mean achigvement

The APFCU viin pay herbills

»

Boll-weevi trouble

Jes' a- Ieokm for
a home

EOXDILONVLLL, LOUISIAPNA

Ifs? YHE rain-thirsty cotton fields of cone
tral Louisiana, g series of green plasiic
cones, hoisted on poles, stangd among this
season's newly planted shoots. They are
traps, marking the sites where state officials
check the progress of their latest pest<on-
erol programme: & chemical massacre of
the boll weevil ¥fall goes well, the traps will
also mark the end of an erac the final defeat
ofthe mightiest insect around, -

When it comes o destruction, nothing
compares to the weevil, which hopped
from Meéxien toTexazin 1892, snd into Lo
isiana soon afier that, With its protradisg
snosst and stunred wings, the holl weevi

looks part beetle, part aandvark, and Bigs no
natural enemies in the American South. Ag
it worked is way stowly across the refiion,
ravaging cotton felds and ruining sotton
farmers, i radicaily changed the economy.

it brought g diversification of crops,

helped the studvof prsticidos, and speeded
the northward migration of black frm
workers. Cotton, though hurt, survived: itis
s}t one of Louisiana’s chief agriculiumi
products, second in value anly to umber.
But many farmers long ago converied their
fields 10 safer, less lucrative crops, such as
sovabeans snd com. And. thanks to the
weevil, the 5000 stare Brmers who sl
produse tatton wwst drench their ficlds
with chemicals up 1o 26 times each year.
for decades, the federal governmen:
has suetiad the bell weevil, hoping o de-
stray it {n the late 19708, researchers uas
vetled a fiveyear progranme that actuslly
seems 10 work. 1t has the ambiticus title of
Boll Weeysl Eradiession. Hs weapon is a

i
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BIGHLIGHTS OF CDFI PROPOSAL
CREATION OF FUND/GOVERNANCE A Fund will be created to provide assistance to
community development financial institutions (CDFIs). A corporate board of directors 1o establish
policy will in¢lede the Secretaries of HUD, Treasury, Commerse, Agniculture, and the Administrator
of the Small Business Administration and individuals appointed by the President who collectively
represent community groups and have ¢xpertise in community development lending and commercial
banking. A CEQ appointed by the board will manage the Fund.

FUND A FULL RANGE OF CDFlLs. Al types of existing and new CDFls will be aligible for
sssistance, e.g., Community Development Banks, Community Development Credit Unions, Revolving
Loan Funds, Micro-Loan Funds, Minority~Owned Banks, and Community Development Corporations,
No et aside of funds is &208@{5 for any ope fype of CDFI.

MISSION. To be eligible ?’c:sz assistance, 2 CDF! must have a primary mission of lending to and
developing an underserved itarget area or population that is Jow income or disadvantaged. All CDFls
must present a siralegic plan i their application which clearly states how they will meet the economic
dgevelopment needs of their targeted communities.

NON-FEDERAL MATCH. A minimum of 1 to 1 match for investment in insured depository CDFls
will be required. For investment in other CDFIs, & match will be required but the amount is Jeft the
discretion of the Fund. Technical assistance to any CDF] from the Fund will not require a maich.

TYPES OF ASSISTARCE. The types of assistance provided by the Fund will include capital and
technical and raining assistance, with the specific aliotationg of types of assistance left 1o the
discretion of the Fund.

CRITERIA FOR RECEIVING ASSISTANCE. Three key criteriz for receiving assisiance from the
Fung are: (1) Community . Representation -- the extent of community ipvolvemen! in the CDFL (2)
Community Lending -~ the extent of community financing and lending that will result from federal

support: {3} Promotion #f Self-sustaining Institutions - the likelihood of becoming self-sustaining.

LIMITS ON ASSISTANCE. Each insured depository CDFI can receive @ maximum of $5 million in
assistance. while assistance to other types of CDFIs will be capped at $2 million per application.

; :
FUNDING. The initiative will be funded at $382 million over four years or such greater sums »s may
be appiopriated, which wil) enable the President to mest his goal of creating 3 network of 100 or more
CD Banks and CDFIs. In addition, the Fund will be authorized io incorporate privatz entitics that can
receive conitibutions and investments from the private sector to support CDFIs. Al private funds will
be entirely off of the federal budget.

SAFETY AND SOUNDNESS. All insured depository CUFIs are subject to the laws and regulations
set forth by Congress and the banking regulators. No separate system of segulation or banking will be
crested,

CLEARINGHOUSE. T‘he Fund will esiablish an infosmation end service network in order 1o help
CDFls provide commumt} and economic development assistance.

\
ESTIMATED IMPAC’I' . Accounting for the Jeveraging capability of CDFls, Treasury conservatively
estimates that between $2.and $2.5 billion in new credit will be made available for jow~ and
moderate~ income cemmgnizies and the initiative will create between 40,000 and 80,000 new jobs.

.



PROBLEMS FACED BY CREDIT-DEPRIVED RURAL AND URBAN COMMUNITIES

INADEQUATE BASIC BANKING SERVICES. Millions of podr Americans have no access to nor
relationship with a bank. Without easy access fo a checking or savings account, they are forced o

deal with cash-checking operations that charge an exorbitant fee for a simple service. Between 1877

and 1982, the number of banks in low-income areas shrank by 10% relative (o high~income areas,

thrift institutions in Jow~income and in mostly minority areas shrank by nearly one~third relative to .
population; and the pumber of loan and mortgage companies in Jow~ipcome areas shrank by nearly

half. At the same time the numbers of these mainsiream financial instituwiions grew by 10 to 20% o
mure affluent argas while the number of check—cashing companies in bow~intome areas more than
tripled {going from .22 per 10,000 people 1o low—income areas in 1977 10 .73 in 1989).

NO LOANS FOR SMALL BORROWERS, Most commercial Jenders shun low-income
communities because small foans have higher transaction costs and ower profit margins, and require
more labor amd attention, if not more fisk. A recent Federal Reserve Board study bas shown that
banks are the most important sourze for nearly every financial product for small- and medium- sized
business. A recent National Small Business United Survey found that banks are the primary source of
long~term capital for small businesses apd the primary source of start-up capital aside from personal
capital. Yet. a Woodstock Institvte Study of the Chicago banking market found that Jarge banks and
banks locasted in the downlown area were more likely 1o lend in the suburbs and downtown area, while
banks located in neighborhoods were more likely o lend in those neighborhoods.

LACK OF EXPERTISE AMONG LENDERS. Leading in distressed comumunities, particularly for
small business, can be complicated. 1t can require specialized underwriting expertise and knowledge,
credit products, subsidies, and secondary markets,

LACK OF ACCESS TO TECHNICAL INFORMATION AMONG BORROWERS. Small
businesses, particularly those in distressed areas where commercial jenders are absent, often find no
piace 1o turn for essential counseling and information in the basics of small business management,
including accounting. borrowing, managing and repaying money, '

L]
DISCRIMINATION AND REDLINING. The Home Morigage Disclosure Act (HMDA) data for
199G showed substantially higher Joan denial rates for sminorities than for white applicants. A 1992
Federal Reserve Bank of Boston stody found that black and Hispanic applicants in Boston were 60%
mure likely 10 be turned down than white applicants with similar financial, employment, and
neighbarhood ¢haracteristics. A recent General Accounting Office study revealed that the number of
mongage loans purchased by Fannic Mae and Freddic Mac per bomeowner declines as the percentage
of minorities in the neighberhood increases. Anecdotal and other evidence suggests that the situstion
is even worse for commercial and consumer Joans, A recent Woodstock Insiituie study of business
lending in the Chicago area found that two-thirds of all comumercial loan dollars went to the more
prosperous suburbs and that commercial loan doliars that remained in the city were highly
concentrated in or near the central business disirict.

SHORTAGE OF CREDIT AND CAPITAL. The unmes demand for credit and capital in poor
communities is therefore substantial. The Treaswry Department estimates that the unmet credit peeds
I lew-income American communities are on e order of 313 billion. In too many jow- and
moderste~income neighborhoods, loans are unavailable for even the mos! credit-worthy housing and
business purposes. Ecaromic sevitalizalion cannot 1ake root in these communities where good risks
#nd sound businesses cannot get Joans.



L)

|
|
j

|
COMMUNITY DEVELOPMENT FINANCIAL INSTTTUTIONS and
COMMUNITY REINVESTMENT ACT REFORM

President Clinton is committed to making more credit available to unleash the private sector
and creaie jobs in all American communsties,  His push for real deficit reduction that will Jower
interest rates, his championing of tax incentives like increased expensing that reward small business
investment, and his March 10 announcement of a deregulatory initiative to reduce the ¢redit crunch
foit by small businesses are all 3 part of that commitment.  Yet more is peeded to ensure that this
comumitment reaches communities where credit deprivation is particularly acute,

Across the country, many rural and arban communitizs are starved for affordable credit,
capilal, and basic banking services, Millions of Americans i fow- and moderate~income
neighborhoods have no bank where they can cash 2 check, borrow money 10 buy a home, or get a
small loan to start g business or keep one going.

During the campaign. then-candidate Clinton offered three approaches to help empower people
and businesses in underserved areas to join the economic mamsiream:; communily development banks,
teforming Community Relpvestment Act enforcement, and micro~enterprise loan funds. Today the
President announces rwo initiatives to begin implementing those commitmenis.  Building & network of
communin: development banks and financial institetions (CDFIs), including micro-enterprise Joan
funds, and moving o a performance~based Community Keinvestment Act (CRA) system that will
focus on resulis rather then process and paperwork will catalyze both communities and the mainstream
banking sector 10 invest in pecple and businesses in low- and moderate-income neighborhoods.

These new approaches use the private sector 1o help communities grow from ihe boom up —-
with more opportunity, oot more bursaucracy.

1. GROWING THE CD BANK INDUSTRY: The President’s proposal calls for a
Commuonity Development Banking and Financial Instimstions Fund that will invest in e national
network of CD Banks and CDFis which have » primary mission of community development,
knding. equity investment, and loan counseling services in distressed, underserved
communities. The Fund will promote the COFI industry by serving ¢ an information
clearinghouse and provide assistance to CDFIs i the form of capital, grants, deposits, or
technical services, Capital assistance will serve only a8 #s seed capital that must be matched
with private funds. Al types of new and existing CDFls will be eligible for assistance,
including community development banks and credit unions, micro~enterprise and revolving
loan funds, minority~owned banks and community development corporations. With §382
million over 4 years, and 2 maximum of between $2 and $5 million awarded per application,
the President will meet his pledge of creating a setwork of 100 CD Banks ang CDFis,

2. REQUIRING PERFORMANCE NUT PAPERWORK YROM BANKS: Low- and
maoderate~income communities and people will never have full economic opportunity without
the involvement and tnvestment of major banks. The Community Reipvestment Act of 1977
requires hanks snd thrifts to meet the credit needs of the entire community in which they do
business. Yet, the' current systom has focused too much on documentation and not enough on
Iending performance. The President has requested the four bank regulators, by Janvary 1,
1994, to issue new regulations for CRA enforcement that will grade performance based upon
actual lending and basking services to low~ and moderate~-income people.
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xx;mmm;:s OF COMMUNITY REINVESTMENT ACT REFORM

{
The Community Reinvestment Act (CRA), enacted in 1977, requires banks and thrifts
to help meet the credit needs of the communities in which they do business. In recent years,
this statute has come to play an increasingly tmportant role in making credit opportunities
available 10 underserved communities, both urban and rural, across America.

%

i
But despite its successes, the Community Reinvestment Acts true potential remains
unrealized. Its implemeniation has focused 100 much on documentation and not enough on
actual lending performance. Banks complain about excessive paperwork and inconsistent
implementation of the law. Community groups complain that thelr communitics remain
unserved, and that CRA evaluations often fail to reflect actual commaunity reinvestment
activities. :

L
N

By giving our banks and thrifts clearer guidance as to how the regulatory agencies will
evaluate performance under the Community Reinvestment Act, we can reduce the need for
meaningless documentation. By focusing that guidance on the provision of real investments
and seTvices, we can increasc support to communitics that need 1.

’fé;cchi}ze, the President is requesting the banking regulators ~~ the Office of the
Compiroller of the Currency, the Office of Thrift Supervision, the Federal Reserve Board, the
Federal Deposit Insurance Corporation —- 10 take the following actions:

. Reform CRA Enforcement by January 1, 1994 -- In consultation with the
banking industry, the thnft industry, congressional leaders, and community
groups acrnss the country, work togethes o reform CRA enforcement system
by developing new regulations and procedures that replace paperwork and
uncertaimy with greater performance, clanity and objectivity;

. Train a Corps of CRA Examiners ~~ Develop a well-trained corps of regulators
who specialize in CRA examiniations;

. Implement More E{fective Sanctions ~~ Institute more effective sanctions
against banks and thrifts with consistently poor performance;

» Develop More Objective, Performance-Based CRA Assessment Standards
-~ Reform CRA standards fo focus on more objective, performance~based
criteria that will minimize the compliance burden on financial institutions while
stimulaling improved CRA performance. These new standards might
appropriately focus op three types of communily reinvestment activities: (1)
Lending to low~ and moderate~income individuals and neighborhoods, small
businesses, and small firms; (2) investments in Jow- and moderate~incoms
neighborhoods; {3} provision of banking services to residents of low- and
modcralwincomci neighborhoods.
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THE COMMUNITY DEVELOPMENT BANKING INDUSTRY

Many enterprising communities have come up with their own ways (¢ fill the void in
community development and banking services and serve as a catalyst for the economic revitalization of
the communities they srve. A vaniety of propsising alternatives are under way around the country.

COMMUNITY DEVELOPMENT BANKS (CDBs) are federally insured and regulated depository
institotions that exist specifically to provide capital to rebuild lower~income communities. South
Shore Bank in Chicago, Elk Hom Bank and Trust in Arkansas, and Community Capital Bank in
Brooklyp offer a comptehensive range of assistance to the communities they serve. Through for-
profil and non-profit affiliates, they provide basic deposit, saving, checking, and consumer and
morigage lending services; venture capital for small business; microenterprise loans; and technical
assistance.  They also develop remtal and cooperative housing for low-income residents and
commercial real estale for small businesses. Three soch integrated, fulleservice community
development bapk holding companies have emerged over the Jast twenty years,

COMMUNITY DEVELOPMENT CREDIT UNIONS {CDCUs) are regulated financia) cooperatives
owned and operated by lower-income persons o scrve the deposit, check-cashing, and small
consumet Joan peeds of thelr members. A& growing mumber of CDCUs are making development loans
for smail busingss expansion and stari~up. Like CIxBs, TDCUS can offer federal deposit insurance up
te $100.000. The largest CDCU is the Self~Help Credit Union in North Carolina.  With more than
$£40 million in assets, i1 is second only in size to South Shore Bank among commuaity lending
institutions. Like Shore Bank, Sel-Help is part of a larger holding company that includes
independent, non~depository affilistes that provide venture capital, development loans, and fechnical
assitance. There are over 100 TDCUs across the nation. One the newest was chantered in South
Central Los Angeles Jast November.

COMMUNITY DEVELOPMENRT CORPORATIONS (CDCs). Over 1000 CDCs have been created
by civic and commurity groups, Jocal or state deveiopment authoriiies, and banks to provide small
business of micro-emerprise lending. large community development projects, or affordable housing.
Their sources of capital and loans include other banks, federal small business and housing programs,
local corporations and foundations, and major national assistance corporations such as LISC of
Enterprise.

COMMUNITY DEVELOPMENT LOAN FUNDS (CDLFs). Scores of CDLFs, both for-profit and
non-profit, aggregate Capital and contributions from socially conscious banks, investors, and
foundations 1o provide equily. bridge Joans, of below-market financing for affordable housing,
revitalization of retail stores, of small businesses in distressed communities.

COMMUNITY DEVELOPMENT INTERMEDIARIES. A number of state and jocal govemments,
community groups, and financial consortia pravide specialized services that link communitiss, CDBs,
and CDFIs 10 mainstream banking, credn, capital, and government insurance and subsidy programs
and secondary markets. These intermediaries underwrile, guarantee, o7 repackage Joans to credit-
worthy businesses and individoals in distressed areas.

COMMURNITY REINVESTMENT BY MAINSTREAM BANKS, Several mainstream commercial
banks and thrifts have begun to increase their activities in distressed communties. Some have formed

loar consortia, koan Joss reserve funds, and community lending networks; others provide capital, loans,
ot confributions to the community development institutions described above,

1
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HEMORANDUM FOR: THE HONORABLE EUGENE ALLAN LUDWIG
COMPTROLLER OF THE CURRENCY

THE HONORABLE ANDREW (. HOVE
ACTING CHAIRPERSON
FEDERAL DEPOSIT IRSURANCE CORPORATION

; THE HONORABLE ALAN GREENSPAN
' CHATR, BOARD OF GOVERNORS
FEDERAL RESERVE SYSTEM |
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. THE HONORABLE JONATHAN FIECHTER
§ ACTING DIRECTOR

; OFFICE OF THRIFT SUPERVISION

The Community Reinvestment Act ("CRA"™), enacted in 1877,
regquires banks and thrifts to help meet the credit needs of

the communities in which they do business. In recent years,

the statute has come to play an increasingly laportant role in
making credit opportunities available to underserved communities
both urban and rural, across America.

Despite its successes, I believe the CRA’s full potential
remains unrealized. Its implementation has fooused too

much on documentation and process, and not enough on actual
performance. Banks complain about excessive paperwork and
inconsistent implementation ¢of the law. Community groups
complain that their communities remain unserved, and the CRA
evaluations often fail to reflect actual community reinvestpent
activities.

We can do hetter. By glving our banks and thrifts clearer
guidance ag to how the regulatory agencies will evaluate CRa
verformance, we can 2liminate much meaningless documentation
and improve consistency in CRA enforcement. By focusing that
gquidance on the provision of real investment and services, we
can increase support to commpunities that need it,

}

i
l
;



;

%
!
; 2

i
CRA ewaluations cannot be totally objective. A systenm
too inflexible to recognize the real differences among the
circumstances in which our banks and thrifts operate would
poorly serve both our financial system and our communities.
The system we have today leaves great room for improvement --
improvement that would serve both communities and financial
institutions.

Accordingly, I am writing to make four reguests., First, %
ask your agencies ~- in close consultation with the banking
industry, the thrift industry, congressional leaders, and
community groups acyross the country == to work together to
reform the CRA enforcement system by developing new regulations
amdd procedures that replace paperwork and uncertalnty with
greater performance, ¢larity, and ¢bjectivity. Second, I
ask that you seek to complete this effort by January 1, 1994.
Third, .that you develop a well-trained corps ¢f regulators
who specialize' in CRA examinations. Finally, I ask that, in
undertaking this effort, you work to promote consistency and
even~handedness, improve public CRA performance evaluations,
institute more effective sanctions against banks and thrifts
with consistently poor performance, and, most significantly,
develop and set forth more oObjective, performance-hasesd,

CRA assessment standards that minimize the compliance burden
on financial institutions while stimulating improved CRaA
performance. The new standards might appropriately focus

an three types of community reinvestment activities in both
urbhan and rural areas:

. Lending to low~ and soderate-~income individuals and
neighborhocds, small businesses, and small farus;

. Investments in low- and mederate~income neighborhoods;

. Provision of banking services to residents of low~ and
mederate~income neighborhoods.

By refocusing the CRA enforcement system in this manner,

I believe we can reduce confugsion and uncertainty in CRA
evaluations, increase access to lending and banking services
and recapture the true spirit and purpose of the Cammunlty
Reinvestment Act.
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Descriptions by Tim Bazemore, Beverly Ross, and Joseph
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enterprises. .
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Institution Legislation.
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Chicago, IL
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RIEGLE APPLAUDS PRESIDENT'S COMMUNITY DEVELOPMENT PLAN

WASHINGTON, D.C. - Statement of Senator Donald W. Riegle, Jr. on
President Clinton’s Community Development Lending Initiatives:

“I applaud the President for proposing two bold initiatives to promote access to capital
in order to rebuild our distressed communities.

During the past two sessions of Congress, the Senate Banking Comumittee held a series
of hearings on the dire conditions in our cities and the need to find innovative strategies
for revitalization, including increasing access to capital among low income and minerity
communities, These hearings made clear that our inner cities and depressed rural
areas need help if they are to offer real economic opportunities to their residents.

The President today announced two promising new efforts to revitalize and increase the
flow of capital to distressed communities. The first builds on the Community
Reinvestment Act, which requires federally-insured banks and thrifts to help meet the
credit needs of all communities in which they are chartered to do business. The second
builds on the network of community development banks and other community
development finaneial institutions that has grown up from the grass roots to meet the'
capital needs in areas under-served by mainstream lenders and investors.

T commend President Clinton for these significant initiatives, This nation needs
innovative strategies like these to begin the process to rebuild our inner cities and
depressed rural communities. Although we will need more funding to fully address the
problems of these communities, these initiatives are a good start.
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I have consistently advocated a strong Community Reinvestment Act, the cornerstone of
Federal community lending policy. In 1989, as part of the Financial Institutions
Reform, Recovery and Enforcement Act, Congress strengthened the Act by requiring
public disclosure of ratings and the basis for ratings. The strengthened Community
Reinvestment Act has achieved notable successes. Community groups estimate that
banks and thrifts have committed more than $35 billion for investment in traditionally

under-served communities as result of the Act.

Nonetheless, financial institutions and community advocates alike agree that the Act’s
full potential has not been realized, mostly because of problems in implementation. A
report by the Banking Committee’s Housing Subcommittee issued last fall confirmed
problems in implementation, such as emphasis on process rather than performance,
uneven exam quality, inflated ratings, and insufficient use of sanctions. I am confident
that the regulatory review process that the President is announcing today will go far
toward solving these problems.

|
Strengthening enforcement of the Community Reinvestment Act will be a powerful
impetus for increased credit availability in distressed areas. But we must also explore
new ways to rebuild distressed urban neighborhoods and rural areas. President
Clinton’s proposal to create a national network of community-oriented financial
institutions offers a promising new way.

I am a long-time supporter of community development financial institutions. Last year,
as part of the Housing and Community Development Act of 1992, I authored a
demonstration program to.seed new institutions that have a primary mission of
community revitalization. The key strengths of this innovative proposal are that it
builds on the existing foundation of successful community-oriented lending institutions
and that it focusses on community-building and comprehensive development strategies.

I commend the President for the bold thinking and commitment to communities
evidenced by the initiatives he has announced today."

Hi#
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.« » A Microloan Bucossp Btory

MNineral Springs, Oblo

Buverly Ross, a single puarent, is s0le owner of Lakeview Btakles
in Mineral Springe, Ohio, a popular tourist ares nssr Atwood Lake
in Tumscarawas County, $Shia.

An avid horpe lover, Beverly worked for Lakeview Stables to
support her family, befors juck and hard work mads it possible
for her to purchase the stadles ~« along with a few horsss and
accompanying equipment -- from the owner.

After & yoar of ‘opsration, Beveriy realiced she had
undercapalized her venture and was having to turn custoners away
becsuse she 4idn’t have snough horsse oY egquipment to ssyvé tham,
Because of a divorce, she 4id not have a stabla oredit history
and literslly no financing options.

Bevarly applied to the Micreloesn program available through the
Athens 5pall Businsst Canter, Bhe resceived intensive help in
completing s business plan and loan package., This involved
soaling down her original loan regquost, which she found she could
not have afforded - a8 well ax developing croeative options for
sllesviating some of her sxpenscs.

Bevarly recsived & §$3,780 loarn from the Hicroloan progran that
would be ussd to purchase sguipment such as horseas and saddles
and to provide working capital for the opsration., The loan was
maéaiin tima for this year’s summer trado -=- and husiness is
beooming! ‘
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* SUCCESS STORIES

New York City .
Joseph Holland is the president and owner of Harlem’s Ben & Jerry's Ice Cream
franchise—-the first Ben & lerry’s franchise to be located in an inner city.

As a graduate of Harvard Law School, Holland gave up a lucrative law practice in 1982
to return to Harlem to counsel it's "street people.” There he founded Harlem Arsk of
Freedom, a non-profit community organization which operates a homeless shelter for
men, i

In 1992, Holland wanted 1o start a business in Harlem--an ice ¢ream store-- but because
big banks were wary of the risks of {financing new businesses in inner cities, he could not
secure the capital needed for the start up costs,

But with the help of 2 $100,000 construction loan from New York’s Community Capital
Bank of Brooklyn--a young, community development bank which provides community
development loans to new ventures that create jobs and affordable housing within
neighborhoods like Harlem-- Holland launched a partnership venture with Ben & Jerrys
and Marlem Ask of Freedom.

The result was the first Ben & Jerry's franchise established in a distressed community--
and it employs primarily Harlem homeless men. :

Located on West 125th streer, in the heart of Harlem's commercial and cultural corridor,
today, the 10 person ice cream shop not only employs 8 residents from the HARKHome
shelter for men but it donates much of its profits to the sheler where the men reside.



North Carolina E

Tim Bazemore is the president of the Workers Owned Sewing Company (WOSCO), a
employee-owned manufacturer of women's and children’s clothes, located in Bertie
County, a low income rural area in Eastern North Carolina.

When the company started, it’s business came primarily from contracts with other
apparel companies for their overflow work, This type of business proved sporadic,
unpredictable, and highly competitive, operating on very thin margins.

In 1985, WOSCO was in trouble. The company needed to grow, and to grow they needed
to by-pass the middieman and bid directly to retailers. This required credit for necessary
materials and supplies. The company managed its exisiting businesss with a $10,000 line
of credit fror & small i!acai bank. :

The Jocal bank, however, was purchased by a large regional bank, which cut off
WOSCO's line of credit—-without which the company could not continue its work, let
alone expand. .
8¢ Bazemore turned to the Center for Community Seif-Help and through its credit union
and ventures fund, he secured a $50,000 loan and assistance in marketing, financial
management and business planning.

Today, with 80 workers, WOSCO is the second largest private employer in the county. It
has secured contracts with Sears and K-Mart and sales are increasing. The company has
been able o distnibute profits each year back w0 its workers, who are its owners,

J



SUCCESS STORIES: CD BANKS AND CDFIs MAKING A DIFFERENCE

HARLEM'S BEN & JERRY'S ICE CREAM FRANCHISE -- AN EMPLOYER TO
THE HOMELESS: In 1982, Joseph Holiand, a graduate of Harvard Law School, gave up a
fucrative law practice to retum to Harlem and help the homeless, He founded the Harlem
Ask of Freedom, a non-profit community organization which operates a homeless shelter for
men. In 1992, Holland wanted to start & business in Harlem -~ an ice ¢ream store -— but
because big banks were wary, he could not secure capital for the start up costs. New York's
Community Capital Bank of Brooklyn, a community development bank which provides
development loans to new venturces that create jobs and affordable housing in underserved
neighborhoods, stepped in an gave Holland's idea a chance. With the help of a $100,060
construction ican from Community Capital, Holland launched a partnership venture between
Ben & Jerry's and the Harlem Ask of Freedom. The result is the first Ben & Jerry's franchise
to be established in a low~income community. And most of its employees are homeless .men.
Located on West 125th street, in the heart of Harlem's commercial and cultural corridor, the
10-person ice ¢ream shop employs B residents of the HARKHome shelter for men and it
donates much of its profits to the shelter.

RURAL EASTERN NORTH CAROLINA'S WOSCO «« A WORKER OWNED
SEWING COMPANY: The Workers Owned Sewing Company (WOSCO) is located in
Bertic County, a low-income rural arca in Eastern Neorth Carolina. When the company
started, its business came primarily from contracts with other apparel companies for their
overflow work. This type of business proved sporadic, unpredictabic, and highly competitive,
operating on very thin margins, In 1985, WOSCO was in trouble. In osder to survive the
company necded grow and by-pass middiemen to bid directly to retailers. But they needed
credit for necessary materials and supplies. A small, local bank had helped WOSCO manage
its business with a $18,000 line of credit. This small line of credit was cut off, however,
when a large regional bank acquired ihe local bank. WOSCQ's President, Tim Bazemore,
turned to the Center for Community Self~Help. Self-Help's credit union and ventures fund
gave WOSCO s $50.000 loan and assistance in marketing, financial management and business
planning. Teday, WOSCOQ's 80 working women are all proud owners of the second largest
private employer in Bertie county. WOSCO has secured contracts with Sears and K~Marnt
and sales are increasing. ‘{éach year the company has been able (0 distribute profits back to

s owner—workers.
z

BEVERLY ROSS IN MINERAL SPRINGS OHIO ~~ A MICRO-LOAN SUCCESS
STORY: Beverly Ross, a single parent, is a sole owner of Lakeview Stables in Mineral
Springs, Ohio, a popular tourist area in Tuscaraws County. Beverly worked for Lakeview
Stables to support her family before luck and hard work made it possible for ber to purchase
the stables, After a year of operation, she realized she had undercapitalized her venture and
had to turn customers away because she didn't have enough horses of equipment (o serve
themn. Because of a divorce, she did not have a stable credit history and literally o financing
options. She tumed to a Microloan program sponsored by the Athens Small Business Center.
There, she received intensive help in complating a business plan and loan package. She was
given a $5780 loan to purchase equipment and horses and to provide working capital for
operation. The joan was made just in time for this year'’s summer trade —— an business is
booming. .
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Cormments of Irvin Henderson
Chair, National Community Reinvestment Coalition

Mr. President, Mr. Vice-President, Congressional Leaders,
Distinguished Guest. The distressed and underserved communities and
neighborhoods of this country are at a critical point.  The challenges and
neecds of the Americans that live in these American neighborhoods in some
cases is as great as those of some third work! populations. We all know
the statistics of despair, but 100 few of us understand the formulae and
projections for hope, Despite their challenges, the poor and underserved
of this nation have great potential. They need training, they need access
to capital, they need leadership and they need a chance to participate in
the American Dream, a dream that is not dead, but must be revived. The
membership of the National Community Reinvestment Coalition understand
these needs. The Americans that have these needs are not strangers to us.
They are our friends, our cousins, our brothers, our mothers, our
colleagues, and curselves. Their struggle is our struggle. The formulae
for success for these Arpericans is still being designed. However, we
know it includes having 2 strong banking community as a partner in
investmant with federal, state, and local government, the non-profit
community and the rest of the private sector. As the President has
stated, and as we have demonstrated for years, helping people become
productive in our society helps all Americans. As the poor and
underserved became a part of our great economic engine, they became
taxpayers and consumers that help shoulder the burdens of modern society.
Our greatest natural resource are our people and as many others have said,
we cannot afford to waste anyone.

The Cammumty Development Financial Institution Legislation is an
important beginning for federal investment in those communities that
have great potential and this investment will generate jobs and hope that
can be sustained by a strong economy. The legislation , with Rit's
protections, provides for the experts on c¢ommunity economic
developrent, those individuals and organizations that have been doing it,
the much needed catalyst support to carry this battle to the next level.
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The National Community Reinvestment Coalition, with over 250
members nationwide is a diverse group of advocates and development
organizations that seek to increase equal access to credit and banking
services because it Is essential to the economic growth and well being of
our society. From the very beginning, we have stressed perfonmance in
Lending as the true measure of a financial institutions compliance with
the Community Reinvestment Act. Cormmitments and planning become
substantive only when they lead to the lending and services needed to
balance the scales of opportunity for ali Americans. The emphasis on
performance moves the debate of an Institutions commitment to it's
communities into the correct arena utilzing the correct criteria.  Clearly,
a reduction of unnecessary or duplicative paperwork would be a benefit to
lenders, however, reduction of vital information and data, measuring the
true commitment of any given lender in 3 given area, must not be
sacrificed in the name of regulatory relief. We are especially interested
in additional small business lending. The new dicection championed by
Comptrolier Ludwig and others gives us hope that the regulatory
community will emphasize the importance of comprehensive reinvestment
and encourage lenders 10 embrace the benefits of the act. As John Taylor,
the Executive Director of our coalition has noted, "it is refreshing to have
an Administration that views community development and development
financing institutions as American assets™.

We applaud President Clinton for his leadership and foresight in
creating this mechanism for change.
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The North Camden Land Trust (NCLYT) is a non-profit housing
developer that is dedicated to the revitalization of North
Camden, one of Camden's poorest nelghborheods. In a neighborhood
with hun&reds of wvacant housing units, no supermarket, 25%
unemployment and no conventional banking services, NCLT is
gradually re-~claining and re~building the nelghborhood ~ building
by building and family by family. It has been responsible for the
re-developnent of forty abandoned bulldings and the enployment of
a mneighborhood ceonstructien oxew of 15 residenits. The Land Trust
hag borrowved millions of dollars from the Delaware Valley
Community Reinvestment Fund and has never missed a payment. Along
with other neighborhood groups and churches as well as the City
of Camden and the Delaware Valley Community Reinvestment Fund,
HCLT has recently authored a comprehensive renewal plan that
calls for $10¢ ﬁillion of new investment inte the community. The
plan addresses a wide range of housing, business, social service,
and Job training concerns.

The story of the Land Trust is the story of its nesighborhood
based stsaff and leaders ~ people like Luis Gallndez and Rick
Montes. Luis is the director of day to day operations and has
chief respongibility for the management of properties. Luls iz a
Canmden resident and has been with the Land Trust since its
inception. Another Camden resident - Nick Montes - is now the
director of the HCLT construction crew. Nick rose up through the
ranks of the construction crew to begome its director during the
past several years. The construction crew is widely racognized
within the State of New Jersecy as a fine example of a
neighborhood based econonic development project.
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COMMUNITY DEVELOPMENT BANKS AND FINANCIAL INSTITUTIONS
E - l I -Q[n E ) -

There are more than 350 community development financial institutions (CDFIs) in 45
states with a track rccord of lending and investing morc than $3 billion with loan loss rates
comparable to the best banks The $500 million CDBFI Act will greatly expand the capacity
of the CDFI industry and will:

® Create approximately $S billion in new credit for economlcally distressed
communities. (Trcasury)

) Every dollar loaned by a CDFI will attract $7.50 in non—Federal financing
to projects in distressed communities. The total amount of development
activity generated could reach approximately $22 billion. (CDFI Coalition)

. Provide ﬁnanciél and technical support for as many as 75 new insured

. community development banks — The combination of the equity investment
and technical assistance grants by the CDFI Fund and the matching investment
by traditional lenders yields a total investment of $346. million in insured
CDFIs (Community Development Banks and Credit Unions). Assuming $4 to
$5 million required to capitalize a new institution, this investment could create

. as many as 75 new insured CDFlIs. (Source: Treasury)

. Support as many as 916 new well-capitalized community development
corporations and over 4,000 community development loan funds -- There
are two sources fof investment in these institutions, from the CDFI Fund and
from traditional lenders. The CDFI Fund divides its uninsured CDFI
investment (with traditional lender match) among larger community supported
CDCs (start-up capital nceds of about $500,000); smaller CDCs (start-up
capital necds of about $100,000); and CDLFs (qtart-up capital needs of perhaps
$25,000 in seed money). Traditional lenders invest in larger bank—supported
CDCs (start—up capital nceds of about 32 million), smaller CDCs (start-up
neceds of about $750,000) and CDLFs (secd moncy nceds of about $25,000).
Applying these assumptions to the assumed investment totals suggests the
investment in uninsured institutions could yield as many as 916 CDCs, with

_ secd moncey for more than 4,000 loan funds. (Source: Treasury)
!

] Support nearly 40,000 in new loans to individuals and small businesses —-
Under the leveraging assumptions, the investment in insured CDFls allows
them to extend additional credit of $3.08 billion. With loan sizes ranging from
$25,000 to $1 million and an average loan size of about $200,000-$300,000,
bascd on data from HUD Profiles, insured CDFIs will make nearly 10,300 new
loans. The investment in uninsured institutions by the CDFI Fund and by -
traditional lenders allows them to extend additional credit of about $600
million. Assume, as indicated in HUD Profiles that community-supported
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CDCs make loan?s averaging about $25,000 bank~supported CDCs make loans
averaging about $150,000, and CDLFs make loans averaging about $40,00.
Then the investment in uninsured institutions could yield as many as 10,700
new CDC loans and 3,700 new CDLF loans. Combined with the 15,000 ncw
loans expected to be generated through the Flake Assessment Credit Program,
Treasury estimates 39,700 new loans supported under the CDBFI Act. (Source:
- Treasury) E

Tt

Result in 150,000 new full-time jobs in low—income communities —— An
increase in the credit availability is assumed to support new full-time jobs at
the average rate of approximately $30,000 in salary and bencfits for one year.
Thus, a $5 billion increase could mean 150,000 new jobs (cach lasting onc
year). (Source: Treasury)

NationsBank has pledged $25 million and Bank of America has earmarked
$50 million for CDFI investments as part of the partnership with the CDFI
Fund.
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Background

Across the country, many rural and urban communitics arc starved for affordable
credit, capital, and basic banking services. Millions of Americans in low- and moderate—
income neighborhoods have no bank where they can cash a check, borrow money to buy a
home, or get a small loan to start a busincss or kecp onc going.

" During the 1992 Presidential campaign, the President pmmlscd to creatc a national
network of commumty dcvclopment banks to provide access to capital, credit, and basic
banking services in low, and moderate income communities. Two of the models for these
institutions was the South Shore Bank of Chicago and the Grameen Bank of Bangladesh. This
new democrat approach to economic development uscs the private sector to help communities
grow from the bottom up -- with more oppertunity, not more burcaucracy.

By the Summer of 1994, within two years of entering office, the legislation to create a
network of community development banks and financial institutions to spur entreprencurship,
.assist small and microbusinesses to low- and moderate-income communitics became law and
is well on its way to being implemented. Passage of the "Community. Development Banking
and Financial Institutions Act of 1994" (CDBFI Act) fulfills the President’s campaign
commitment to support the creation of a nctwork of community development banks to stcer
private capital to distressed communities and to empower low-income entrepreneurs to create
jobs and start new businesses. Along with reform of the Community Reinvestment Act
(CRA) and the Empowerment Zone/Enterprise Community Initiative, the CDBFI Act serves
as the foundation for your economic development strategy for low-income communities.

{

The Administration has requested $500 million and the legislation authorizes $382
million or such higher sums as necessary over four ycars. Thesc funds will be used to
support a network of new and existing Community Development Banks and Financial
Institutions (CDBFI) across the country. These institutions will be based in low- to
modcrate—income communitics. CDBFIs specialize in providing to underserved communitics
basic banking services, credit, and capital. A new agency, the CDBFI Fund will be created to
provide equity capital, grants, loans, technical and training assistance to CDBFIs that qualify
for funding. When fully leveraged, this new program will create over $5 billion in new -
investments in low and moderate income communitics. The Federal government's investment
will be leveraged with private resources.

The legislation passed by Congress would establish a Community Development
Financial Institutions Fund ("Fund") that will invest in community development banks and
other community development financial institutions (CDFI) which have a primary mission of
community development, lending, equity investment, and- loan counseling services in
distressed, underserved communities. The Fund will promote the CDFI industry by scrving as
an information clearinghouse and provide assistance to CDFls in the form of capital, grants,
deposits, or technical services. Capital assistance will serve only as seed capital that must be
matched with private funds. All types of new and existing CDFlIs will be eligible for
assistance, including community development banks and credit unions, micro-enterprise and

1
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revolving loan funds, m'inori‘ty—owrncd banks and community development corporations. Your
budget requests funding of $500 million over four years for this program. Congress has
appropnatcd $125 million for FY95., '

The bill also authorizes a new déposit. insurance assessment ‘credit program, built
largely on the Congressman Flake's Bank Enterprise Act, to award credit to traditional lenders -
and CDFIs based on increases in qualifying lending and services in economically distressed
communities and equity investments in CDFIs.

1
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Talking Points On Compromise To Pass Community Development Bank
Legislation Last Congress

Last year, Democrats and Republicans came together to pass
overwhelmingly the Community Development and Regulatory .
Improvements Act! This legislation was adopted by unanimous
congent in the Senate and by a vote of 410-12 in the House. This
Act does the following:

» Establish'a Community Development Financial

Institutions (CDFI) Fund to create a network of
*community development banks and financial institutions

-- meeting the President's campaign commitment. i

I .
=+ Create a small business loan gecuritization and
secondary market enhancement act -- proposed by Senator
D'Amato -- to remove impediments (statutory and
regulatory) created by Federal securities laws to the
securitization of small business lcans.

»+ Create the Bank Enterprise Act (BEA) to provide
financial incentives for banks and thrifts to pursue
community lending and investment activities which
complement their CRA activities. This proposal was
pushed by House Republicans (especially Chairman Leach
and then-Representative Ridge) and Congressman Floyd
Flake of N31 York.
. Regulatorﬁ Relief -- Provided a package of itemg that
modified or repealed a number of complex, burdensome,
and unnecessary statutory banking regulations. This
legislation was reguested by all the major banking
organizations, including the American Banker's

- Association ‘(ABA) and the Independent Banker's
Association of America (IBAA). The relief measures
included in the Act drew heavily from bills offered by
Senators Shelby and Mack, and Representative Bereuter.

Despite passing this legislation in a bipartisan manner last
year, the Republicans are now trying to renege on their ‘o
commitment to support the CDFI Fund by proposing to rescind the
programs FY 95 appropriation of $125 million. They are taking ,
this action despite the widespread support for this program, '
including the backing of major banks such as NationsBank and Bank
of America, which have pledged to invest $75 million in CDFIs as
a partner with the Federal government.
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'l'he nlc rax SPECIAL NATIONAL SERVICE
’ EDITION

The Democratic Loaders! p Council o Thureday March 30, 1995

Top Five Reasons To Rescue National Service From Recision

A grous of New Damﬂcrat Sanators arg expected to offer an amandment to the recision package to restore in
tull FY 1885 tunding for naticnal service, the President’s cormerstone dormestic policy inftiative. Urgs your
Senators o vote yea for the following reasons:

1. Excessive luxuries and unneeded government services should be the focus of the FY 1895 recision package.
The Infant AmeriCorps program falls into nelther category. Rather, it Is the one recent domestic policy that
embodies the nation of reciprocal responsibility. National service allows Amaerica’s youth 1o earn & post-
secondary education by serving their country,

2. National service was ihe target of deep culs in the House, motlvated purely by power politics, not by any
carefidl assesement of the associated cosis or benefits. As was made dedr on the House Bour, natlonal servics
ook a 72 percent ot becauss it was perceived as the President’s favorite domestic initistive, House leaders set
up & vote that requirsd o direct choice between veterans' hogpital benefits and national service—nardly o far
measuwre of he value of nalons! service,

3. The ircrease in apg&z‘;pr& ations from FY 1994 1o FY 1998 drom 3378 million 16 $575 million] reflects fisenl
prudence ard closs adherence (o the original national service authorization in which a bipartisan Congress
agread to phasa in Amerilorps over three years. The FY 1995 appropriations tevel is squarsly within t?‘zzs
agraement not to mention wel be*aw the initial appropriations reguesied by the President.

4, National sarvice is mgt & iuxury or an example of unzontrolled domastic spencing the public was o sonverred
with during the 1994 elsctions. [t reflects the new approaches to government that voters are demanding:

* Programs that reflect American values, Tha AmaeriCorps initiative is imbued with the New Democrat
values of opportunity, responsibility, and community, it rejects the entilement mentality, insisting that
participants earn benelits by serving their country. it embodies the principle of citizenship as a recipracal
olligation, rot a free ride. |t applies the lessons learned from our nations most powerful forze for the
molding of character and values—the armed forces—ardd it replicates our most successiul investment in
the skilis and sdudation of our peopie  the (3 Bil.

* Services st do not depend on bioated burenucracies, National service can ba viewsd a8 #n
experiment in non-buresucratic methods for sddrassing many of our maost pressing sociad problems,
AmeriCorps members are working in education, public safely, human needs, and the envirenment-not
through aditional government programs, but In parinershin with private non-profit organizations and
commurily based efforig”

* Proagrams open to all citizens, not just profarred categories, AmeriCorps has succeeded impressively
in recruiting participants from every background. Each member does the same work. receives the same
penefits, ang agually benefits trom exposure to thage rom different backgrounds just like the military, |

* Programs that achieve results, The entive Corporation for National Service is organized around
achieving tangible results: improving tast scores for our ¢hildren, buitding hornes for working famities,
reducing the incidence of crime and drug related activities in our comrmunities, and corsarving. restoring
and sustaining our natural hatitats.

Thera is no program anywhere i1 the federal govemment with anything like AmeriCorps’ obsession with measunng
the outeomes of its members” efforts.,

5. National service is & "triple investment”® for both taxpayers end our country, We are investing in:

{13, the lrrpact of service on the participant  oritizally important In an era where service In the miitary is not|
svaitable (o ofl, and when few pecple from different backgrounds ever mix;’

1) the oot Q‘f the serdce on the community;

{1, the Impact on both the participant and the communily of the post-sendce eduz:qtzoﬁ bensfit  an upward
meb}fiiy track, especlally important it college ald continues to lag behind coltege costs, and i alternative
compensalory educaiional opportunities are pared back,

Support national service. Call your Senators’ offices and toll them to vate *“YES” for full ﬁmeriﬁarps

funding. Please re-fax this document to friends and colleagues,
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THE WHITE HOUSE
WASHINGTON

September 23, 1994

H

MEMORANDUM FOR FRANK NEWMAN

: PAUL WEINSTEIN
FROM: 2 PAUL DIMOND
SUBJECT: : CDF! AND CAMPAIGN TO INVEST IN REBUILDING
AMERICA
ce: GENE SPERLING, ELLEN SEIDMAN, SHERYLL CASHIN
BRUCE REED :

Congratulations, again!  But, enough back—patting, already......We nced to get back 1o work:
f .

. to catalyze a larger, complementary private fund (or funds) from the unregulated
financial institutions
- i

. 0 catalyze Ta national campaign to invest in local CDFIs that are safe, sound, effective
and for regulated and unregulated financial institutions to use CDFIs as intermediaries
and partners to find good credit and investment opportunities

» to make the CDFI Fund (and the related National Economic Partnership Act and
similar HUD programs) work ~~ not only to expand existing and to start new
CDBanks and CDCUs, but also to challenge the larger numbers of CDCs and
Revolving Loan Funds to become more entrepreneurial, 1o establish profit~naking
bank holding subsidiarics or allics, and to become better bridges to the larger
resourees in the reguolated and unreguolated financial institutions

We ought to begin'preliminary thinking and work now —— among oursclves and with a fow
key players in the CDFL, banking, and various financial services industrics. | belicve this i s
way to huild on the President’s compelling private sector message today in a way that will
resonate throughout the country,

I properly understood the substance and message of the new CRA proposal offers a
complementary theme and platform for moving forward in this way., The timing and
orchestration of this arc crucial in order that we gain the high ground of engaging the private
sector with good eredit, character loan and investment opportunities, rather than coercing bad
mvestments for naive socal or invidious racial purposcs.

Will you two take charge of moving this forward? [l be glad to play my usual cheerleading
role!



: TKE PRESIGENT :
SIGNiEG OF COMMUNITY DEVELOPMENT BANK LEGIS&RTIQH
SOUTH LAWN
SEPTEMBER 23, 1933%4

Thank you Rev, Lawson and Dave Lawless fox your wmnd&r;ul
star*es .

. Anvone who ‘ezzowed me durlng the campaign in 1%9%2 heard me
tell my story about the South Shore Bank of .Chicagsc. How it
steers private znvestm&ﬁt into needy nelghborhoods to stimulate
conmunity renewal, rebuild hOuszng, jump start new businesses,
and create }Qbs o aii whlle proving to e a financial success.

L.ong befors tha;campaign, when I was Governor of my state,
the founders ¢f Shorebank helped uUs launch the Southern ’
Development Bancorporation in south Arkansas. We took an idea

rhat worked for an urban community in the North, and adjusted, it
. to make it work for rural communities in the Zouth.

In 1992, I travelled through places where I knew thege
successes in Chicago and Arkansas could be repeated. zoday, when
1 put my pen to this bill, we begin to repeat these local Buccess
stories by the hundreds -- to expand opportunity, rebnmi&
comrunities and make our sconomy grow.

‘T ran for President to get America’s economic house in
order, at a time when our seconomy was adrift, when our leaders
sat on the gid ;&nes*wandheuzmpecplemgufhere& as a result. I
wanteg vernment to be an engine of - ecvﬁﬁgigmgxawth xnﬁtead of a
specta anem&e-daallneaﬂwwwm_“““

Secretary Bentsen and I, and mtberg, have worked hard to put !
chat strategy into action. We've brought the deficit down, to-
shift our budget priorities from ccnsumptlon ©0 investment.
We've expanded trade and opened markets, te sell more Ameridan ‘ v
products overseas. We've built a foundation for long term
progsperity, and we've begun to prepare our N¥ation and our people. -
to.conpete and win in the economy of the 21st Centuxy.

Bafartunately, aome of .our people ar They live CVv&f -

in places with littfle economic activity, gy LY & t o
investment in thelr community, a”d too. little hopsa. h #wuuﬁh4\
Our national goonomy can’t $ﬁay strong if our local . bcﬁzwu

economies ave not.strong. And we cannot secure the future of the

great american middle ¢lass if a widening gap between the yich-

and the poor threatens to divide more of us with every passing . *
day. We've got to make the markstplace work for every sector in’

socciety. . We don’ t have a gerson Lo waste. .

zp every cowmun&tgi now matter how demrassed its market may
be, we have people sager to work. - We have lots of good people,”
with good ideas and & good work ethic. They could bacome

s - : -
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praduca;ve mnstraw&nws of COmmu”lty renewal if only semeone stood
banind chem, with conf&d& e in t @&r ralent t¢ gec them suaraea.

Today, we're startzﬁg hundreds of new community development
bankg, credit unions and other private lenders.. We're bringing
people together from all walks of life to put capital in tHe
handg of motivated antrepreneurs and would-be homeownsrs., To
spread pride in praparty owﬁers ip and to build a sense of hope.

This is & wise new iﬁvestment inh the American people.
That’/s why it hasg received such cveywhelming support from both

‘parties in Congress and from America’s most respected banks.

Since we put this fgsue on the Nation’s -agenda last year,
private sector -involvement in community development f£inancial
inscicutions ig up ailmost a third.

Today, I am proud to announce commitments from two of the
Nation's laadlng banks te help ug build new community development
financial institutions: 525 million from NatlongBank and 50
millicn from Bank of America over the next five yaavs . .

Let’s thank their representatives here and those from all of
the generous institutions that have already entered into this
long-taerm, public sector-private sector partnership..

This bill I am about to sigs is an example of government at
its best. It’s not aboul bureaucracieg distributing ‘hand outs.
fe's abcuh=getting goocd ideas off the ground. ITt's about
encouraging market-driven investors Lo ﬁ&& market Fforces to give
pecple more control over their lives. ‘g aboub getting people
Lo share a greater stake in the future c their cemmunltlﬁa.a

o

o We have to do thzs, bhecause gavarmment here in Washington

can’t solve all our problems. - But it gan set the right dzreatmon .

for moving us past our problems, and it can help build tne
bridges that pecople nead to get over them. '

" Like o many of the innovative zé&as thig administration has
passed so far, this idea puts people -~ not buyrsaucrats -- in
charge. Iz’'s the same approach behind the Crime Bill, our
national service program, Amerilorps, and the empowermant zones
we will designate this fall. All of them sesx to change America
at the grass roots, from the grass roots up. i

I am proud £o 51gn this bill today and be a gart of the

pioneering spirit and vision of leadérs here in Washington. = But
the ultimate success of this idea, like all of the ideas that our
entrepreneurs have pursued down through the years, is up to the
imagination and detgrmination ¢f the American people. My thanks
to all of you who h§vé helped me give them this chance.

-4
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EXECUTTIVE OFFICE OF THE PRESIDENTT
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22-Sep-1994 12:50pm

TO: Carter Wilkie
FROM: Pa§1 R. Dimond
National Economlc Councill
CC: Paul J. Welnsteln, Jr
Ce: Gene B. Sperling
CCs Brice N. Reed

SUBJECT: COFY SPEECH

Carter,
Two suggestions:

1. elimate the sentence about the government becoming an engine of economic
growth. Instead, at the end of paragraph about putting our house in order, you
can talk about how how oux economic plan has enbaled the private sector once
again to become an angina of economic growth -- in fact x% of y million new jobs
created over the last 18 months are in the private sector. This will provide
you with the transition to talk about how CDFI act will help the private sector
get back to work in becoming an engine of growth in those communities that are
5till being left behindgd,

2. Could you add a line or two to the investment by Nations Bank and Bank of
America about how business investors, churches, and foundations are also coming
togather to invest in UDBanks. In fact, Reggie White, the all-time NFL
defensive sack leader has decided to go on the offense: with other investors,
he's leading & charge to invest in (CDBanks to help build business, home
ownership, and credit to help people rebuild communities in rural and urban
Americsa.

Just a couple suggestions. If they make sense, your great skill can turn my
inartful prose into something that sings.

bBimond aka Paul

)



THE WHITE HOUSE

GEfice of the Press Secretary

For Immediate Release August 106, 1984

STATEMENT OF THE PRESIDENT

I an pleased that Congress passed the Community Development
and Regulatory Imyrava&ent Act of 1994. Passage of thig act
fulfills an&th&r major campaign commitment by authorizing the
creation of a network of community development banks and
financial institutions that will unleash billions in private
investment into low-income urban and rural communities., This new
law will make it possibkle for thousands of entrepreneurs in low-
income communities to start new businesses and create jobs.
Along with the Empowerment Zone/Enterprise Community law adopted
last year and the ongoing reform of the Community Reinvestment
Act, this legislation constitutes a major foundation of my
community empowerment strategy.

Since my days as Governor of Arkansas, where I helped to
establish one of the nation’s first community developnment banks,
community development banking has been one of my signature
goonomic development ideas therefore I am particularly pleased by
the passage of this legislation. .

This act will also provide vital regulatory relief to the
banking industry that will stimulate economic growth and increase
access to capital. I look forward to Congress completing action
on the Interstate Banking legislation now pending before the
Senate.

¥
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THE WHITE HOUSE

WASHINGTON

March 3, 1994

MEMORANDUM FOR GENE SPERLING

FROM: Paul Weinstein
Paul Dimond
Sheryll Cashin
1
SUBJECT: Commlunity Development Bank and Financial Institutions
Legislation

Despitc our best efforts, we still have not been able to secure floor time in the Senate
for consideration of the President’s Community Development Bank and Financial Institutions
legislation (S. 1275) ~~ otherwise known as the Community Development, Credit
Enhancement, and Regulatory Improvement Act of 1993. As you know, this legislation
passed out of the Senate Banking Committee 18 to 1 last September and was approved by
voice vote in the Housc of Representatives last November. We had been told to expect
consideration in the Senate in February, however nothing has happened yet. We almost had a
vote this week, but apparently the Republicans are playing hardball on any allowing any
Presidential initiatives to reach the floor, including bills with bipartisan support like the
CDBFI bill (both Chairman Reigle and Ranking Minority Member D'Amato support this S.
1275).

We are closc to passing this Presidential initiative, but Majority Leader Mitchell has
been hesitant to bring the legislation to the floor because he is under the mistaken impression
that the bill will take several days of floor time. In fact, the legislation could be passed in a
few hours.

At our request, Steve Ricchetti called John Hilley of the Majority Leader's office to
securc a time commitment, but was not successful. Bruce Recd belicves that a call from
George S., reiterating the President's strong support of this legiglation and his desire that the
bill be acted upon quickly, would go along way in insuring passage in the next week or so.
We cannot afford to let this window of opportunity pass. With the defeat of the Balanced
Budget Amendment and passage of Goals 2000, there is a short period during which the
Senate could act, before the onset of the crime bill, the budget, and several other major pieces
of legislation. In addition, in order to insure that the Appropriations Committees fund the
program, we need the authorization language to be enacted before the summer.

By the way, if wé can pass S. 1275 in the next month and a half, the President could
sign the bill on the anniversary of the Los Angeles riots.



THE WHITE HOUSE

WASHINGTON

January 24, 1994

MEMORANDUM FORiCAROL RASCO
' BOB RUBIN
BRUCE REED
GENE SPERLING
PAUL DAIMOND

FROM: Paul Weinstein

SUBJECT: Update On Community Development Banks And
Financial Institutions

It is my understanding from the majority staff at the Senate Banking Commitiee and
from the Treasury Department’s Office of Legislative Affairs that the President's Community
Development Bank and Finsocial Institutions (CDBFI) legislation is being cued up for
consideration in the full Senate sometime in February, This raiscs the possibility that we will
have legisiation on the President's desk sometime in late March, assuming that any
outstanding issucs such as the Flake Amendment can be resolved guickly.

Because we want to get this program off the ground running, Paul Dimond and [ have
asked Treasury 1o prepare a draft application that the Administrator of the CDBFI Fund
{"Fund”} could publish soon after the legislation is passed and the Fund cstablished. This will
allow communitics to begin the process of developing their applications and putting together
their matching private investments this year, The application would be similar to the one
developed for the Empowerment Zone/Enterprise Community (BZ/EQ) initiative. |t will
include an application guide that is casy to understand, inpovative, and emphasizes the
President’s commitment to the program.

In order to further ensure that we ¢an get the CDBFI program off o a quick and
successful start, both Paul Dimond and 1 believe we should start to focus on who we want to
run the Fund. 1 have been talking with Undersceretary of Agriculture Bob Nash and we both
agree that the ideal person for the job of Administrator of the CDBFI Fund is Mahion Martin,
President of the Winthrop Rockefeller Foundation. An ideal Administrator of the CDBFI
Fund would be sameone who bas experience in banking, community development, knowledge
of the foundation world, and a background in government at the local and State level,

Mahlon meets all those criteria: he served on the board of the Arkansas Federal Reserve Bank
and was dircctor of the Arkansas Department of Finance and Administration; he is a board
member of the Southern Development Bancorporation, one of the three existing community
development banks in the country; he heads the Winthrop Rockefeller Foundation which
works closely with community organizations; and he was City Manager for Little Rock and
served as chairman of then~Governor Clinton's state cabinet.  On top of all that, he has the



trust and respect of the Piesident. Bob Nash advises me that Mahlon would be hesitant to
take the position -~ because he is happy where he is -~ but that if the President asked, he
would very likely accept.

cc:  Sheryll Cashin

i
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! THE WHITE MOUSE

WASHINGTON
December 17, 1993

MEMORANDUM FOR CAROL RASCO

GENE SPERLING
BRUCE REED
FROM: Paul Weinstein

SURIECT: Additional Budget Authority For
< Community Development Banks
and Financial Institutions (CDBFls)

During the campaign, the President commitied 1o creating a network of 100
community development banks to provide capital and basic banking services to our inner
citics and distressed rural communities. During the transition, we estimated that $850 million
over five years would be more than adequate to meet the President's campaign commitment.
However, last year's budget provided only $382 million over four years. Many of our
supporters in Congress criticized this small amount of funding for what had been viewed as a
major Presidential initiative. The news media stated that the President was retreating on his
campaign promise. Through some creative accounting, which included counting uninsured
community developmcent financial institutions (CDFIs) ~- such as revolving loan funds,
micro-toan funds, and community development corporations - a3 members of the network,
and by adjusting the private sector match, we werr able to argue that you could create 100
new Community Development Banks and Financial Institutions (CDBFIS) with the $382
million. Unfortunately, we now have only enough funds to capifalize 45 CDBFls ~- 206
communily development banks and 25 CDFls.

Due to 1) Representative Flake's amendment 16 divert once~third of the funding for the
initiative ($127 million) to the Bank Enterprise Act (BEA) and 2) the inability to get the
President’s bill authorized and the $60 million for FY94 appropriated before the Congressional
recess (Sine Die), the funding for the President's CDBFI program has now dwindled 10 $193
million through FY97. Since community development banks is a high profile presidential
initiative, and because it is politically popular with certain Members of Congress who have
been critical of the Administration's initiatives in the area of community development, 1
recommend that we increase the budget for the CDBFI program to $500 million through
FY97 with approximately 25% going to fund the BEA.

New insured community development banks require a capitalization level of on
average of 312 million if they are to effectively leverage their resources, be self-sustaining,
and pmfzzabie Sauth Sh{}r& Bank in Chicago was only capitalized at $3.5 million when it
first opened in 1973, i: took ten years before the bank became self-sustaining and able to
lend at any substantial level {present lending levels are approximately $40 million per year



with capital of about $20 million}. Elk Horn Bank and Trust, on the other hand, was
capitalized at approximately $12 million, giving it the resources to have a much greater
impact right away, and allowing it to reach profitability afier five years. CDBFlIs are capital-
starved. A capital infusion of $500 million ($100 million going w Flake's BEA) would create
biilions of new lending in distressed communities and would make it possible to adequately
captfalize 100 CDBFIs over the next four years.



Numerical Workout

$500 million authorization ($400 million to CDBFIs, $100 million to Rep. Flakes BEA)

Assume 322 million reduction for administrative expenses and a 10% reduction for technical
assistance and training for institutions and borrowers. Leaves $338.5 million for
capitalization. ;

Assume insured community development banks and credit unions need $12 million per
institution for initial capitalization, $7 million of which is provided by private sector.* The
Federal Government contribution is capped at $5 million per institution.

Assume uninsured CDFIs need $1 to $5 million per institution for initial capitalization
(Senate bill). Thc Federal Government will probably provide most of the investment since
these institutions have difficulty finding private sources of investment capital. Average cost
to the Federal Government is estimated at $2 million per institution.

$338.5 million could provide enough investment capital for 45 insured community

development banks and/or credit unions ($225.6 million) and 56 uninsured CDFIs
($112.8 million). Total CDBFIs capitalized = 101

$195 million authorization (Current Level)

Assume $22 million reduction for administrative expenses and a 10% reduction for technical
assistance and training for institutions and borrowers. Leaves $153 million for capitalization.

Assume insured community development banks and credit unions need $12 million per
institution for initial capitalization, $7 miltion of which is provided by private sector.* The
Federal Government contribution is capped at $5 million per institution.

Assume uninsured CDFls need $1 to $5 million per institution for initial capitalization
(Senate bill). The Federal Government will probably provide most of the investment since
these institutions have difficulty finding private sources of investment capital. Assume cost to
Federal Government will average $2 million per institution.

$153 million could provide enough investment capital for 20 insured community

development banks and credit unions ($102 million) and 25 uninsured CDFIs ($51
million). Total CDBFIs capitalized = 45

* Based on the experience of Elk Hom Bank & Trust



THE WHITE HOUSE

WASHINGTON

November 21, 1993
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MEMORANDUM FOR THE PRESIDENT

FROM: Paul Weinstein (DPC)
Paul Dimond (NEC)
Sheryll Cashin (NEC)

SUBJECT:  Community development bank and financial institutions
legislation

On Sunday, November 21, the House of Representatives adopted your community
development bank and financial institutions initiative (H.R. 3474) by voice vote. H.R. 3474
also includes a package of regulatory reforms designed to reduce administrative requirements
for insured depository institutions. No significant changes were made in the bill since its
passage out of the House Banking Committee on November 10. As you know, the Senate
Banking Committce, by a vote of 18 to 1, agreed to similar legislation on September 21. We
arc hopeful the full Senate will take up thls legislation upon its return in January.

|

cC: Carol Rasco
Bob Rubin
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Ervins Waits Patiently
To Regain Spot on Team

REDSKINE, From G

slay well in the game.” he said ves-
-erday. "1 kind of knew [playing time

sorskd be Himited against Dallasl. |t .

was knd of mentioned when | wag
widing out that it might be goubtfid
hat I'é play in the Dallas game, Bt
eing on the special teams is cool,
ecause I got a chanes i help the
secial teams. | know that we've got
e guys that have been in training
smp and that are heiping the tecam
1. Se 've just got to wait my torn,
hen they yet tired, Tl be i |
He did pick 8 bad year 10 be the
ssking” only late arrival for trains
.2 tamp, He missed almost three
ks of camp frying to get a new
atract, aad while his contract de-
s came down from the original
napd of $2.5 millisn 3 year, the
<k of Brogks, the second-round
X from Notre Dame, went up,
rvins finally reported Aug. 5, af-
agreeing {6 & oae-year deal
“th $450,000, with incentives
: eould get him up to 370090@
:hen, he was behind -

w——t "

get on the defersive script are reaily
helping me out and onee | get in the
game, that's going to be refiected.
When you give jthe defense! a jook,
they're really paing for the Rall,

“% T'm trying to be the best rup-
ner T can. 1 had 20 emulate Epsmt
Serivh. 1 think ! gave them a pretty
good Joak It was fun helping the
team out. IU's a0t about being 2n in.
dividual, Right now we've got a fudl
Joad up there and I have to bide my

‘t}me.

szd since none of the Redsésms
batks are of the Craig lronhead”
Heyward build and bulk, Washington
stili anticipates that it will have to
uoe all of its backs befm the season
is out.

2 think you've got to get them al
involved,” Coach Richie Petithon
said. “That's what we have to do.
Sometimes it's difficult to do, espe-
cially when one or two of them are
geing real good. You pest can't take
Ruys that are hat out. it%e ¥
W‘ L 2.3 !

mmg.m'
} WHITE INVESTING: DE Reg-

e RAERARHIEIC
" on seliing the Patricts to~
loca! ewnership in Boston
“while remaining a Bmited
partner and 2 mz;:pmw of -

the group in St. Louls. |

NFL mources eaid Qr»
thwein's decision to tuke 2,
secondary vole in St Louis
_would pot hurt that city's
chances of getting a2 team,

. The St Louis effort will be
headed by Jerry Clinton, a
beer distritutor whe alw
will agssime the role of ma-
gty investor and chairman. |
Tlhinton said hig group sl
has the necessary fipancing
“to gnter the NFL. ™

. 8t Louis, Baltimore and
Charlotte, N.C,, are consid-
ered the leading contenders
1o get ape of (wo {eams to
be swarded next month ty
the league. Memphis and

among the five fnalists,

MONTANA DOUBTFUL: QB
Joe Monzana threw with on-
by shight discomfort in his |
infred wrist yesterilay, but
the Chiefs kept his status in

 tdoubt for Sunday's game
against Houston, Moniana,
who hert bis right wrist dur-
ing last week's wvictory at
Tampa Bay, sdmitted he felt
tentative after resting the
wrist ali week,

MAXIE OUT: Saints 5 Brest
Maxie is out for the season
after tearing the anterior
creciste Hgaments in his
right knee vesterday, Mazie,

- who had reconstructive sur-
gery on His feft kaee for the
same injury in November,
will also Bave surgery on his

ge White of the Packers
intends to deveiop 20 invest-

ment banks to work with
mner-city commupities
scross the country. White,
who playved college foothall
8t Tennesses, expects the
first of the banks to open in
Kmxvz!!e, a:amta%mﬁ with

Iacisonvilie, Fia,, alss are

& sign of the te-

o pat tabaracel, 24, arr
Winnipeg in 2 trade last 1
- played well snough in &
games {3-2-0, 1.75 goal
ayerage} that Murray cho
acci o start the plavoifs &;
New York Islanders, In w
longer shocking pews, the
. Jost that senies, 4-2, but go
was not the principal ca;
Mmyaays’faba:mhola
vRmtage,

*They are going in even,”
said. *7 dadn’t sit back afte;
s2id andt dore and think th
oot of thase didn't do their §
expected. B wil be fair ang |
an opportunity for those g
ticularly Tabaracei and Beay
ghow googd things in the sorh,
and exhibition games. Who
the best guy will start. And
oot talking about this as
starting quarterback. With ni.
hibition games, 84 regular
games, we're going o need
goabies performing at their p
we're going to get the gond

_ we want this season”

Tabaracei was acquired for
Jim Hrivaak {later traded to §t
s} and 2 second-round pick,

© gummer, Mwray sent a leu

Hrivnak, Olie Kolzip (the 1989

round pick), Byron Dafoe and |

Derksen saving that the No. .
behind Beaupre was up for 3
Hrivnak kept #t, it never g
Murray's confidence, Thig 1
there was no Jetter offering hoy
Kolrig, Dafoe and Derksen, ¢
Kolrg—after a poor campe-i:
great season while op joan to R
ester (Buffalo’s farm tearn) and
Capitals gave Kolgig $250,000 2
son 1o keep him from signing
Boston. Dafoe, wha was i Balun
most of last season. mlsy was

“With Tabarzcei and Beauy;
there are two good goglies, so

- more or less, Dafoe, Derksen.

me trying to pufl &n upset,” Ko
said, "But every year there are :
prises and shocks. Hopetully, on
us is the surprise of fyaining can
While the future, however
sure, is ahead of those thy
Beaupre i nearer the end of hug
reer, His record with Washingto
104-80-19 with 2 3.18 GAA and
piavofl mark ¥ 13-13 with & 3
GAA. Beaupre has been a No ¥
a Z‘lo 2 _pgiaticem
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September 11, 1993

To: Leon Panetta
Alice Riviin
i
From: Christopher Edley, Ir,

Re:  Financial Sector Reform

Bob Rubin, on behalf of the President, invited Treasury Undersecretary Frank Newman
and Comptroller of the Currency Gene Ludwig to writs a memorandum concerning financial
sector reform for the President, and then to have 3 small group discussion with the President.
Newman and Ludwig are working on the memo. I want to report a fow developments.

I had a very long dinner with Newman and Ludwig last night 1o discuss substantive
strategies and the process. [ believe we reached agreement on the following points:

I CDFI Bitl, The {L‘z}mmmhy Development Financial Institutions {CD Banks, or CDFIs)
bill will move forward in the Senate only if linked to some modest set of generally
unobjectionable rcgzziazaz}* relief provisions, plus Damato’s proposal to foster securitization of
small business loans — a proposal we haszcaliy support. The Damato provistons will have
hellishly complicated jurisdictional problems in the House, I fear, In any case, | still haven't
heard a convincing story about how we get CDFIs through the House and to conference in a
timely way.

2. - Beyond CDFIs. There is considerable rumbling on the Hill conceming (a) interstate
branching and (b) agency consolidation, although only the latter has yet 1o be translated into
draft legislation. Each will be the subject of hearings in the next foew weeks. It will be
embarrassing for the Administration, after nine months, to still have no position. We must get
our act together.
I

None of the three of us (Newman, Ludwig, Edley) wants 1o complicate CDFI legislation
with broader banking reform matters, but each of us wants significant banking reform to be part
of the Clinton legacy. I assume you share our sense that a significantly healthier financial sector
1s important (o growth and competitiveness, and that more efficient intermediation is a cnitical
part of that.. So, how 1o move ahead on a reform agenda while recognizing that CDFIs are the
President’s first priority in the area, and that the White House must force itself to have a focused
legislative agenda? |



H . *

i Packaging Interstate with Consolidation. Although Frank’s initial instinct was for the
Admunistration 10 press for action on injerstate branching this fall,-and move other items
sometime later, 1 persuaded him that we should attempt to move forward with both interstate
branching and agency consolidation as a package. Ludwig agreed, and even believes that
Greenspan will be supportive if the structure gives the Fed a couple of seats on 2 National
Banking Commission board, plus access to bank information. Ludwig further argues that the
two Banking Committee chairmen are strongly supportive of broad consolidation, and that
consolidation will have more Hill support than interstate branching, which will forever be at-
least scary and perhaps anathema to small banks. The great risk for the Administration is that
in creating a powerfull consolidated regulator, Congress will insist that there be more political
separation from Treasury and even Presidential contrpl.  We believe there are some plausible
strategies to minimizejthe risk of losing control of the legislative situation, but this is a definite
problem to watch,

4, The Form of Consolidation, The consolidation we have in mind is sweeping: OCC,
OTS, FDIC and Fed holding company oversight. (Greenspan's critical concem is the payments
system and monetary policy, not examination of banks or holding companies. The good
possibility of his cooperation in consolidation is a truly historic opportunity, which we must not
Iot stip by.] Budgetanly, the outyear savings could be significant’in FTEs. For depositoty
institutions, regulatory burdens would be rationalized and inefficient oversight hassles eliminated.
For public policy, developing coherent policy would be vastly simplified, and the regulator
would be far more agile in the face of increasingly dynamic market forces. In sum, this would
be a significant Clinton achievement, although appreciated in only limited circles.

3. Still Broader \Banking Reform. On the other hand, broader reform questions related
to insurance and securities powers strike us as too hot 1o handle legislatively. (a) Ludwig is very
interested in preserving and marginally expanding the “towns of 5000" exemption for insurance
powers. This should not be too mig a deal. (b) All three of us are interested in expanding the
Section 20 authority for equity investments through more generous regulation - something now
in the Fed's domain, but within our reach after consolidation. In short, Newman, Ludwig and
I agreed on a legislative strategy of "bold incrementalism” “rather than "sweeping vision,”
because we’d like to actually get something enacted.

6. Small Business, Newman is interested in another wrinkie: giving banks some limited
powers (o take equily positions in small businesses, within certain guidelines. The model is
Smali Business Development Corporations (SBDCs). He believes that local banks, especially
when sensitive to Ludwig's reformed Community Reinvestment Act regime, would provide
vast new pool of needed equity capital, We are exploring this further, and I have specifically
urged Newman to 1alk at length with Erskine Bowles, who s fabulous. Indeed, Ludwig and
Newman ageeed to recruit Erskine.as a supporter of a threg-glement recommendation to the
President, covering (a) interstate branching, (b) regulatory consolidation, and (¢) small business
securities powers.,

7. Procvess. If, afier sleeping on it, Frank and Gene remain happy with our dinner
conclusion, their memo to the President this coming week will provide background and seek
preliminary approval of that three-part strategy, With the President’s nod, they would then



attempt to get Greenspan on board, and then consult informally on the Hill. At gither of these
steps, it may prove politically necessary to jeftison the consolidation element. The Hill may also
object 1o the small business element because of jurisdictional complications, But, if all goes
well, we would have an exciting initiative. ‘

8. NEC Role. What pets guite murky is the role of the core NEC group. Bob Rubin’s
invitation seems somehow related to a round of golf between Ludwig and the President on

farthas Vineyard, From the description of the invitation, it sounded like 2 memorandum
intended to flow ouside the NEC core process, [ pointed out to Newman and Ludwig that,
while I can certainly understand the appeal of & direct relationship with the Pregident on these
matters, some discussion by the NEC core group {plus Erskine} would probably have high value-
added. For example, Sperling would note the populist value of the small business piece, and
George would note the Reinventing Government/Government-off-our-backs quality of the
consolidation; OMB could reinforce the huge FTE savings potential, ete. {FDIC is bloated,
with 22.800 FTEs.) They agreed, I think. Rubin is the key.

9. Small and Growing Businesses.  In the interagency discussions of the Damate bill,
everyone has agreed that (a) Damato's securitization initiative will probably be harmiess but
ingffective in stimulating icnding to small businesses; .and (b) the Administration should
formulate something bolder. ‘Newman's idea for a limited expansion of bank powers is one
msszbzlzty, but | %zope it will not derail other policy development. In particular, 1 continue to
believe that some form of secondary market intervention analogous 10 FNMA could be a major
boost to small businesses by creating new vehicles for intermediation.
{

10.  Conclusion. As you know, this is a'subject about which I care a great deal because 1
view it as 4 concrete opportunity to promote long term growth, My Financial Institutions
Branch, led by Alan Rhinesmith, together with my Special Studies Division, led by Harry
Mevyers, i§ 2 weil»mspected source of intellectual capital on these matters. I believe OMB has
made important contributions to Clinton Administration policy development in this realm, and
on far more than narrowly budget-related questions. With your support, T think we ¢an continue
to contribute as this develops.

Stay tuned.
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Clinton Looks toa Bankin Bangl&&es:ﬁ
For Model to Help U.S. Poor Get Loans

By KevewtrH H. Bacony

Staff Mapertar &f THE Wail STREET JoOTRMAL

WASHINGTON — Frw Americans jook
to Bangladesh for models of economic
deveiopmienl, but President Clinton wants
1 fransplant an investment idea from thal
pooe Aalan nation to the U.S.

Congresy Ly debuting 1 Clinton plan to

« eptablish a £382 milbon government fund to
. expand lepding In poor {rner-city and rural
mmercial

ArMeRl, where o0 banks find it too
coktly o rky 10 knd. When the president
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T Four-Week Moving Average

Of Jobless Benefits Falls
By Wars Pracyy Joumpal Scafl Reperet
WAEHINGTON = A tentative mearoe

While tnica) daims for state uwnem-

benefits rose this pas week,

Lhe (our-week average of clams

fell 15,756 to X31.500, ity Jowest levet stnee

September 1585, the Labor Department

sakl The average wis a revised 347,250
In the previous week.

For Luet week 2lone, caims rose 8,000,
15 XA2.000.

Even though all the fgures are ad-
Justed far sessonal changes, they lend to
bounce around from week o weel be-
cayse of [Actors that are pometimes local-
Lzt and short-lived. For thai reason. the
four-week averuge i considered a better
indication of labor market tremxis.

1's tar frowmn definitive. however. For
oo LRINE, MOt everybody 13 covered by
ihe unemployment cOmpensation pro-
graam. LD the week ended Aug, 14, 1782,
000 people were tlate mem-
ployment benefits, while the latest unem-
ployment report thowed 43 million peo-
phe out of work.

M those covered by umemphoyTeal

"~ L% were recelving benetits
=i, down from 21% Lhe

enl Taie was
A, 1 comes out a

~N_

Grameen bends without collatersl or
written egreemsnts. To get 4 Joan, a
woman must find four friends who will
ugree 10 he!p her pay the loan back, if
necesaary. Inatead of ecllateral, the bank's
security i s group of friends working
together.” Mr. Yunus explained during &
vigit here eariier this year, [f one woman
defaults on principal or interest, the others
In t group £an't borrow wntl) the loan s

Microloan funds find Lhat the Gramezn
“porrowing circle’ approach works in the
(.5, The Women's Self-Ernployment Proj-
#ct Lo Chucags and the Lakota Fund on the
Pirw Ridge tndian Reservation, Lo South
Dakota, tor instance, both lend to women
wha have formed peer JToups to belp each
other cuTy and repay the boan. Like

that has besn abte to grow beyond several
humired borrowers, " saya Alex Counts, an
American aide to Mr. Yunus who is writing
2 book oo lhe impact of Grameen Bank,
By contrast. the typiaal Grameen Bank
brapch=there are about S00—lends to be-
tween [500 and 2.000 people al Ay one
tune.

i the U5, “wellare aws realty nct aa 4

Bven though the default Tate on devel:

opinen! loans (n the U.S. I8 kow, commer-

Towery, “banin coutdn't alford b do what
thwe funds do abd maks money,” the says.

In Bangpladesh. Grameen seeks put bor-
rowers. “People shouldn't come ip the
bank; banks should g0 to the people,™ Mr.
Yunus says. explaining that Grameen
makes Joams o homed And businesses n
12,000 villagea in Bangiadesh. “We work on
their doorsteps.”

Developraent lenders 1o the U.S. arent
&3 Aggresatve, "Many areas, induding my
awn home cistrict city of San Antenio,
cannot even absort credit becaioe the
Tates of unetnployment are 3o high snd the
job creations sre o Jow,” aays House
Banking Commitiee Chatrman Henry Goo-
wmlet {D., Texas),

But Mr, Yunuy sees 00 (eas0n Wity the
Gramesn mode] won't wTek in poor neigh-
bortends of the wealtiiiest comiries. *“Tie
rght ko credit ahouid be conndered &
Botan right,” he says. “Traditdonal banky
fay, ‘The more money you Rave, the more
you can et We say, "Bven I you have
pothing, you £a0 borTow something.' The
rue meaning of the word cradil is rust.”
This ty one of the reasons why Grameen's
defsull rate is no worse than the %
bad-loxn rate of U.5. commercial banks.
Moreaver, Grameen's periormence in-
cludes one small area in which the defauit
rate bas recenily aoared to about 3%, the
rezuit of heavy Nomis and poor local man-
agement, Mr, Counts zays.

Microican hmdd based o¢ the Gramsen
model are just ooe of the oommunity
developmen! financisl instiubons  the
Clintoa plan woukd apport. Much of the
mooey would po inw bents and credit
unions that concentrate on rebulkding
blighted communities with houting and
rmal-nmines expantion loans that ooo-
venrtional commercisl bans won't make.

Bul when Mr, Clinko iks of develop-
meat, be often stresses tw importance of
e Grameen approach of lending o the
very poorest. "' think Muhammed Yunus
should be given & Nobel Prize,” Mr. Clin-
Won sald In wn intérview [ast year with
Reiling Stone maguzine. ""He made enter-
prise work. He promoted independence,
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April 19, 1993

MEMORANDUM

FROM: THE NEC-DPC INTERAGENCY WORKING GROUP ON
COMMUNITY DEVELOPMENT AND EMPOWERMENT

SUBJECT: COMMUNITY LENDING PROPOSAL

.  ACTION-FORCING EVENT

Across the country, rural and urban communitics are starved for affordable credit,
capital, and basic banking services. Millions of Americans in low—income neighborhoods
have no bank where they can cash a cheek, borrow moncy to buy a home, or get a small loan
to start a business or kecp one going, Perhaps more than any other proposal, the network of
community development banks you promised in the campaign —— coupled with reform of the
Community Reinvestment Act (CRA)Y ~- have the potential fo transform these communitics
by empowering people and businesses to join the economic mainstrcatn.

iI.  BACKGROUND

Over the last two months, the NEC-DPC Interagency Working Group on Community
Development and Empowerment has been developing a community banking initiative that
tries to fulfill the basic principles you outlined during your campaign. This memorandum
reflects ideas from HUD, Treasury, Agriculture, Commerce, OMB, NEC, and DPC, as well a8
outreach efforts to community groups and the banking industry,

A. The Problem. As you know, low-income communitics face several chronic banking
prablems:

: C -- Millions of poor Americans have no access
1o nor rciazz&nsth wzzh a bank. ’f’fwy live in ncighborhoods with no ATM machines,
no drive-through windows, no checking or savings accounts. Instead, they are forced




to deal with unregulated cash~checking concerns that charge an exorbitant fee for a
stmple service.

pan: amall Borrowers —~ Most commercial lenders shun low-income
ccmmumncs bccausc small loans have higher transaction costs and lower profit
margins, and require more labor and attention, if not more risk.

» lﬂgk_gf_ﬁxpmnwlengjgndgm ~~ Lending in distressed communitics,
particularly for small business, is difficult. It requires specialized underwriting
expertise, credit products, packaging, subsidies, secondary markets, and knowledge of
the community,

pertise Among Borrowers —- Small businesses, particularly those in
cizstrcseczi areas, fsi’éczz lack cxpcmse in the basics of small business management,
including borrowing, managing and repaying moncy. When commercial lenders
abandon these communitics, there is often no place to tumn for essential capital, credit
or information,

# Disgrimination - Home Mortgage Disclosure Act (HMDA) data suggest that,
deliberately or sot, home mortgage lenders deny loans 1o mididie~ and upper~income
minority borrowers morc often than to moderate— and lower~income whites,
Anecdotal evidence suggests that the situation is even worse for commorcial and
consumer loans.

« Shortage of Credit and Capital -~ The unmet demand for credit and capital in poor

communities is therefore substantial. In too many low- and moderaie-income
neighborhoods, loans are unavailable for even the most credit~worthy housing and
business purposes. A recent study found $360 million in unmet demand for credit—
worthy small business loans in the City of Oakland alone. In New York City's
distressed communitics, more than a $30 billion in demand for housing loans that
would qualify for federal insurance went begging.  Economic revitalization cannot take
oot in these communities where good risks and sound businesses cannot get loans.

B. Promising Responses to the Problem. Many enterprising communitics have come up
with their pwn ways to fill the void in community development and banking services. We
have looked at a variety of promising alternatives under way around the country, including
community development banks; community development credit unions, corporations, and loan
funds; loan consortia and other community devclopment intermediarics; and community
rcinvestment by mainstream commercial banks,

1. Community Development Banks (CD Banks)y: Zouth Shore Bank in
Chicago, Elkborn Bank and Trust in Arkansas, and Community Capital Bank in
Brooklyn offer a comprehensive range of assistance to the communitics they serve.
Through for-profit and non-profit affiliates, they provide basic deposit, saving,

-2



checking, and consumer and mortgage lending services; venture capital for small
busingss; microenterprise loans; and technical assistance. They also develop rental and
cooperative housing for low-income residenmts and commercial real estate for small
businesses, Three such integrated, full-service financial community development bank
holding companies have emerged over the last twenty years.

2. Community Development Financial Institutions {CDFI's): A varicty of
other community~-based organizations have found their own financial scrvice niche:

+ Community Development Credit Unions (CDCU'S) are regulated financial

cooperatives owned and operated by lower~income persons to serve the
deposit, check-cashing, and small consumer loan needs of their members. A
growing number of CDCUs are making development loans for small business
zx;;az}sz{m azzé start-up. Like CD Banks, CDCUs can offer foderal deposit
insurance up to $100,000. The largest CDCU is the Self-Help Credit Union in
North Carolina. With more than $40 million in assets, it is second only in size
to South Shore Bank among community lending institutions,  Self-Help is part
of a larger holding company that includes independent, non-depository credit
and support mechanisms. There are over 100 CDCUs across the nation, one
the newest was chartered in South Central Los Angeles last November.

¢ Over 1000 Community Revelopment Corporations (CIC's) have been

created by civic and community groups, local or state development authoritics,
and banks to provide small business or micro-cnterprise lending, large
community development projects, or affordable housing. Their sources of
capital and loans include other banks, federal small business and housing
programs, local corporations and foundations, and major national assistance
corporations such as LISC or Enterprise.

» Scores of specialized Commur evelopm a0 Funds
for=profit and non-profit, agg,rcga:c c&zpztai arzii comrz%}unens frem socially
conscious banks, investors, and foundations to provide equity, bridge loans, or
below-market financing for affordable housing, revitalization of retail stores, of
small businesses in distressed communities.

3. Community Development Intermediaries (CDI's): A number of statc and
tocal governments, community groups, and financial consortia provide specialized
services that link communities, CDB's, and CDFI's to mainstream banking, credit,
capital, and government insurance and subsidy programs and secondary markets.
These intermediaries underwrite, guarantee, or repackage loans to credit-worthy
businesses and individuals in distressed arcas,

4. Community Reinvestment by Mainstream Banks: Either in response to



pressure from community groups 0 meet thelr obligations under the Community
Reinvestment Act or out of their own self-interest to learn how to better serve
underserved markets, many mainstream commercial banks and thrifis have begun 10
provide cssential financial services to distressed communities. Somce have formed loan
consortia, loan foss reserve funds, and community lending networks; others provide
capital, loans, or contributions to the community development institutions described
above, A few Bank Holding Companies (BHC's} have recently created and capitalized
Community Development Banking subsidiarics to serve the financial needs of
distressed commupitics.‘

L]
%

HL. PROPOSALS

Given the variety and promise of these local efforts, we advise against mandating any
single mode! for community development ~~ although the program would cncourage CDFls
which have reached a certain size and level of sophistication to eventually become chartered
depository institutions. Instead, we recommend a flexible, bottom~up community lending
initiative based on the principles you outlined during your campaign.

The community empowerment strategy we have proposed includes four pieces:
cconomic empowerment zoncs; community development financial institutions (CDFI);
strengthened Conununity Reinvestment Act and Fair Lending laws; and community
partnerships against crime. These four initiatives are the first in a scries of proposals to
address the unique needs of urban and rural America.

In this memorandum, we present detailed options to 1) strengthen CRA by demanding
performance instead of paperwork, and 2) develop a national network of community financial

P ORA focuses only on a limited set of financial
institutions, but there is a considerable amount of basic
banking, lending and other financial services done by other
entities, including

« gar loans extended by the credit arms of car companies

» personal and home loans by consumer finance firms

« commercial loans by commercial finance agencles

+ basgic deposit and checking by money market funds.

The total of such non-bank financing exceeds §1 trillion. The
total assets of other financial sectors (insurance companies:
invastment companies, broker-dealers, mutual funds, money market
funds;: and pension funds) almost double the total assets of the
regulated banks, thrifts, and credit unions. None ©Of these other
financial institutions is subject to CRA, and all are therefore
heyond the scope 0f the Working CGroup’s current review and
reconmandations. | At a future date, it may be worth exploring how
these other finencial institutions might alse play a constructtive
role in r&invaﬁtgng in distressed communities.

4



institutions ~- community development banks, ¢redit unions, revolving loan funds,
microenterprise loan funds, and more.

A. Community Relnvestment Act (CRA) Reform
1 8 History

The Community Reinvestment Act requires regulated financial institutions 10 “serve
the convenience and the needs of the communitics in which they are chartered to do
business,” Under CRA, rcgulators of financial institutions —— the Fed, Comptrolier of the
Currency (OCC), the Federal Deposit Insurance Corporation (FDIC), and the Office of Thrift
Supervision {OTS) ~~ undertake periodic examinations of cach federally chartered institution.
Using a twelve~factor analysis, an examiner asscsses the institution’s lending practices and
assigns the institution a CRA rating of "outstanding,” "satisfactory,” "necds to improve," or
"substantial noncompliance.” The examiner's CRA report is available for public inspection
and an institution’s CRA rating is taken info account in a regulator’s evaluation of the
institution’s application for a charter, new branch, merger, or acquisition.

During the campaign, you promised to focus CRA evaluations on “performance, not
paperwork.” Both banks and community groups argue that eurrent CRA policy suffers from
several shortcomings:

» Vagueness — The current evaluation process provides insufficient guidance for
hoth regulators and regulated institutions on precisely which practices
demonstrate CRA compliance. This vagueness is one source of the highly
subjective nature of CRA evalustions and the "grade inflation” perceived by
communily groups.

. Paperwork, not results -~ In the face of this uncertainty, both regulators and
regulated institutions have focused on an institution's processes and paperwork,
such as meetings with community groups and minutes from board mectings,
rather than on results. This has created substantial burdens for both regulated
institutions and regulators, without any corresponding gain in CRA
effectivencss.

. Poor performance -~ Although more than 90% of all regulated institutions
receive "satisfactory” or beiter CRA rotings, redlining persists in low- and
moderate-income neighborhoods,

» Inequity —~ Although some institutions reinvest heavily in their communitics
and others only lightly, almost all institutions receive passing CRA grades.
This not only hampers the ability of regulators and community groups to
monitor reinvestment practices, it alse deprives responsible institutions of



recognition for their performance.

2. Stronger {3% Enforcement

We recommend three measures to improve CRA enforcement, none of which requires
legislative action:

1) Better examiners: Many examiners lack experience in conducting CRA
examinations. Bank regulators need to develop a well-trained corps of examiners who
specialize in CRA examinations.

2} Strenger sanctions: Regulators should be allowed to use supervisory letters,
letters of reprimand, and civil money penaltics to enforce actions against institutions
with persisiently poor CRA performance.

3) Performance~based standards: The most sweeping step we can take is reform
the CRA examination protocols to focus more on quantifiable measures of an
institution's actual performance in providing financial services to its community.
Banks should be judged on the basis of the magnitude and distribution of lending and
investment in low~ and moderate~income ncighborhoods, and the provigion of basic
banking services. For example, banks should receive pantial CRA credit for investing
in community development institutions {see below). Banks should also be subject to
fair lending examinations to determine whether they engaged in a pattern or practice
of discrimination.

The first two steps are relatively non—controversial. The third, more dramatic
mcasure, performance~based standards, will draw criticism from some financial institutions
who are worried about "credit allocation” and increased paperwork, along with a few
community groups who think vague, undefined standards give thern rore public leverage over
the banks. '

We belicve that neither concern Is well-founded: The proposed regime docs not
preseribe lending or investment quotas, and remains sensitive to the varied neceds and
strengths of financial institutions. Performance-based standards will reduce uncertainty and
paperwork for banks and regulators alike, by giving them measurable goals and clear
guidance. A streamlined examination procedure will be developed for the examination of
small and rural institutions.

Most community groups will suppott the new standards because of their potential to
increasc access to basic banking services as well as {ending and investment. Community
groups' real concern is that after 12 years of strained relations, they don't trust the regulatory
agencics. They need to know they will have a strong voice In the cxamination process. In
conducting CRA and fair lending examinations, regulators should actively solicit the views



#

and comments of residents, small businesses, and citizen's groups in the institution’s
community {scc Tab A for more detailed description of CRA options).

B. A National Network of Community Development Institutions

To date, with almost no government support, community development financial
institutions (CDFls) have proved that it is possible to mobilize and lend significant amounts
of capital for development in credit-deprived communitics. We propose two measures to
stimulate the growth and fmpact of these institutions:

1. A Community Banking and Credit Fund 1o provide federal
capital assistance that will dramatically expand the amount of
capifal available for CDFI startup and expansion without creating
enormous financial liabilitics for the federal government.

2. A national information clearinghouse and support system to help
prospective CDF1s get off the ground and existing oncs to run a
profit.

1. The Community Banking and Credit Fund

We cnvision a federally~chartered, quasi-private enterprise known as the Community
Banking & Credit Fund ("Fund®) to oversee the development of a nationwide network of
community devolopment financial institutions. The Fund would be governed by an cleven
member Board of Directors appointed by the President and confirmed by the Senate, The
Board would include the cabinet secretaries or designees of the Departments of Treasury,
HUD, Commerce, and Agriculture, a representative of the Small Business Administration, two
representatives of the CDFI industry, two representatives from community groups, and two
representatives of the mainstream banking sector. The Chairman would be appointed by the
President.  The Board would serve as a corporate board of dircctors to establish policy, and
would retain a full-time President to manage operations of the Fund.

[* Is it a Trust or a Fund?}
2. Selecting Network Participants

To receive financial or techmcal assistance from the Fund, an institation would have 10
be a member of the national CDFI network, and meet soveral stringent standards:

& Demonstrated ability to manage a COFL

& A primary, explicit and highly public commitment to communily



development, To qualify, a COFI's loans and investments would have 1o go
toward community development, and serve an arca that neceds it

[Tnsert Definition of what it takes to be a CDFI, and what kind of services they have to
provide in order to qualify?]

® A realistic, specific strategy to achicve the CDFI mission, and become self~
sustaining after government support oxpires,

® Leverage —— private capital or other support to match federal support.
George Surgeon of Elk Horn recommends a one—dollar federal match for every
two dollars of private money,

o Expertise in technical assistance. Many small borrowers default not because
of economic conditions, rather because of a lack of knowledge about
management, financial, and legal matters. Existing CDFIs have shown that
with active guidance amd credit counseling, low-income residents of distressed
arcas can be extremely credit-worthy, (Attached at Tab B is a summary of the
specific criteria for eligibility).

The Fund would solicit proposals for CDFI matching funds on a competitive basis. A

review board, compriscd of ageney, community and private sector representatives, would
review and select applications.

3. Assistance Provided by the Fund

Attached at Tab B is a detatled explanation of the assistance the Fund would provide,

including:

Capitalization Assistance ~— Matching equity that can be used to capitalize new
CDFl's or expand existing oncs.

al Assistance - Capaiaizzazmn loans, grants, or technical assistance to
appizcams zhat 33:&3@;12 proposals in conjunciion with new or expanding CDFls. This
could apply to subsidiaries of CDFIs as well as community groups with technical
assistance expertise, such as ACORN.

Coordinated Access to Relevant Government Programs ~ The Fund would set out to
give CDFIs a single point of access for relevant federal technical assistance and
lending subsidy programs. Depository CDFIs could also be encouraged to provide a
tclecommunications network (or office space} for one~stop government loan centers
(GLCs) that would make SBA, FHA, FmHA and minority business loans and other
federal programs more readily available fo targeted arcas.



. Deposits —~ Monics being held by the Fund would be deposited with cligible CDFls,

4. How to Capitalize the National Network of CDFIs

The key question in establishing a national network of community development is how
to make the most of the federal government's leverage. We present three alternatives, with no
conscnsus reeommendation.

[Insert summary paragraph laying oot the ibree opiions before getting into them]

OPTION 1: DIRECT APPROPRIATION

In your budget proposal to Congress, you request $354 million for community
development banks through FYY7, with an additional $114 million in FY94. This
appropriation could be used for direct federal support to CDFIs — equity investments, capital
grants, technical assistance, training, ofc.

That alone represents a potential 30% increase in capitalization of the CDFI industry,
which is currently capitalized at approximately $700 million and has extended almost §2
billion in loans nationwide. On a matching appropriated basis, the new federal funds could
generate an additional $1 billion in capital =~ which in turn could lead 10 $3-10 billion in
new loans in distressed, low-income communitics.
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CONGRESS OF THE UNITED STATES

BOBBY L. RuSH HOUSE OF REPRESENTATIVES TR
WY DETRICT
NS WASHINGTON, D.C. 20815 i

July 27, 1993

Chairman Floyd Flake

House Banking Subcommittee on General.
Qversight, Investigations, and the
Resolution of Failed Financial Institutions

H2-139 Ford House Office Building

Washington, D.C. 20515

Dear Chairman Flake:

After consideration of your request that { becoms an original casponser of your “Bank Enterprise
Act Amentiments of 1993°, H.R. 2707, | have determined that 1 cannot support this legislation.

While | recognize your intentions in offering H.R. 2707, 1 believe that the approach taken in this bill
is much less efficient in fostering genuine commmumity development than that contained in the Clinton
Administration’s recently-introduced bill, the "Community Development Banking and Financial
Institutions Act of 1993°, H.R. 2666. As you know, this legisiation esmablishes an independent
eatity, the "Community Development Banking and Financial Institutions Fund”, which will be solely
dedicated 1o fostering a broad range of community development injtiatives across the nation. The
Fund will spur economic development through assisting innovative emtities - Community
Development Financial Institutions (CBFI's). These are some 300 ingtitutions which today lack the
seed and expansion capital which they need to accomplish more of the extensive array of
deveiopment that they now perform in cur nation’s most disinvested urban, suburban and rural areas.
And, while [ share your goal of "mainstreaming” individuals in disinvested communities, CDFl's
provide the best opportunity to ensure thar those in these communities have access to basic credit and
financia! services, which are not now available in the overwheiming majority of these areas.

CDFI’s, unlike conventional entities, use focused and flexibie lending approaches to meet the varied
developrent needs of their larget communities. Their entirs purpose is meeting all of the community
development needs of that conynunity; whereas conventional institutions, necessarily and under-
standably, have other purposes and goals. By permining all U.S. financial institutions - depository
institutions already backed by the taxpayer - access 1o scarce public funds atlocated to this initiative,
your bill would greatly ditute the efficiency of the President’s focus on building the capacity of the
non-raditional but highly successful CDFI's. This result would benefit no one -~ least of all the
communities that so desperately need financial resources. Even under H.R. 2666, which &t present
is iimited to only $60 million during Uis first year, many communities will not be reached: this
probiem will only be exacerbated if H.R. 2707 is adopted. The benefit of targeting non-traditionai
CDFI lenders is that most conventional banks cannot and will not teach communities that CDFI's
operate in every day because they lack the benefit of the CDFI's community development expertise,
perspactive and roots, as well as their specialized community-based subsidiaries.
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Moreover, the instingions which would benefit from H.R. 2707 have been required since 1977 under
the Community Reinvestment Act to focus on providing credit, capital and banking services to
disinvested areas and have largely svaded their legal obligations 1o serve their entire commuaities.
It is my beiief, in view of the banking industry’s overall poor level of performance, that it is
inappropriate to offer the rewards in the form of the insurance premium credits as contained in your
bill. [also believe that many of the CRA provisions conizined in H.R 2707 — particularly that which
provides for a "safe harbor® - will undermine the Clinton Administration’s efforts 10 improve the
effectiveness of CRA and may well lead 1o decreased community investment by our nation's publicly-
supported banks and thrifis, In fact, such “safe harbor™ provisions would shelter more than $i
trititon of the asset base of insured depositories from public scrutiny as provided for under the CRA.
As we have seen during our review of CRA during this Congress, many of the difficulties and
inconsistencies within the CRA regulatory process are aticibutable to the federal regulators’ present
emphasis on process rather than bank performance and the effect that an institution’s fending has on
ity community's development. By awarding "safe harbors® on the basis of the present flawed CRA
rating system, this misplaced emphasis would be perpetuated rather than alleviated.

One of the objectives which has been clearly identified by the Clinton Administration sipee the
inception of their community development banking effort has been 1 adopt a dual-phase approach
10 banking reform, The Administration is seeking to adopt a comprehensive, single-issue comumuntty
development banking bill while simultaneously implementing CRA regulatory reform, afier which
they intend o vigit many of the issues that you and | and rany other members of the Banking
Committee feed are needed to improve the U.S. banking system. H.R. 2707, by introducing several
of these issues into the conununity development banking debate, effectively jeopardizes the
President’s bill by making it vulnerable 1o amendmenm regarding 2 whole host of issues which would
be better reserved for consideration by the Committes until after H.R. 2664 is signed into law.

I am sure that you share my belief that the resources made available under the President’s CDFI
fegislation will not solve all of the problems that plague our nation’s economically distressed
communitities, More can be done and more must be done. That is why [ am eager to work with
the President 1o improve the effectiveness of CRA 50 that the banking industry does its fair share o
bring hope to these communities that have been jeft out of the economic mainstream for so long, and
also 10 foster the growth and development of cur nation’s exceptional and indispensable CDFI's,

I look forward to working with you on this maner and other issues of vital concern to our nation as
the House Banking, Finance and Urban Affairs Comminee continues its legisiative business.

Sinw? /%/7 :?/72\6/{%

Bobby L. Rusgh
Member of Congress

s Members of the House Banking Committee
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THE PREZIDEXT: Thank you very much. I want Lo say %o
Joe and Beverly and Tim, they have stated more sloguantly the case
than I ever could for the work we are here to begin today. I thank
them for thelr presence nere and for their fine presentztions.
(Applause )|

1 want to acknowledge, too, the prasencs in the avdience
wf so rany pecple whoe have been invelved in community development
Financing for & leng time. I thank all of you for coming from all
over Amarica. We have & remsrkable group of pecple here £rom the
United States governmant from the Exerutive Branch today -- Secretary
Bantsen and Under Sscretary Newman from ths Treasury Department:
Secretary Eapy and Under Sscretary Bob Bash from the Agriculturs
Depariment: Undsr Secrstary Terry Duvernay and aAssistant Secretary
LCuoms from HUD; the $Bi Administrator Erskine Bowles: the CTompiroliler
of the Currency Gene Ludwig: the Fadaral Raserve Board Gavernor
Gaorge Lindaay: the Acting Dirsctor of the Office of Thrift
supervision Jonathan Fischter: the FDIC Acting Chair Andrew Hove and
nany, aany others -- showing that this administration has worked
together €0 try to come up with this proposal.

It¢ alge i1ike Lo say that we have some specific members
4% Congress who asre hers today whom I will acknowiadge, but fust for
the rest of you whe have been working in this field for a long time
and who have felt l1sff out, I'n going te 40 somsthing I don't think
Truwe sver done bafgre -- I'm going to ask every member of {ongress
‘who iz here to stand s8¢ you oan see what support you have in the
‘United States Congrsss. ¥Would vou sll pleass stand? (Applause.)

* By =y guick count, there are {1 or 42 nembers of the
congress hare, & very signilicant representation of people who have
ke me actually to -- they feltr zo strongly sbout coming here, to
dalay the start of sur geramony this morning for a few moments so
that they could complete thelr vetes and still come up hera.

; Ity particularly plasssed that the Hous& ard Senate
: Banking Commiites chairs hava mgreed to sponsor this legislation and
. ahepnerd its pasrkage through Congress. Representative Henry Genzalaz
,and Sanator Don Risgle have both long keen champions of reinvesting
in our communities.

Tie Ssnate Banking Committee wiil held ita hearing on
+hin Bill this afterncon &% 2180 p.n. The subconrmittee chairs of the
Houge, Congresawan Neal, Xandorski, Kennedy, Frank and Flake, have
a1l doined to maRe sure this bill will recejve consideration by the
£uil House Banking Committee within tho next few weelks.

? Thare are fogr weshars of the Houses I would like to pay

' some special recognitien vto. First, Representative Joe Kennedy of
, Massachusetts, who has worked to wake the Comminity Reinvestment Act

MOURE



& reslity for =11 imericans in all compunities. And I thank you for
?b&t, {Appiguse.}

Represantative Floyd Flake of New York, who has worked
to provide innovative ways to spur relinvestment by major financial
institutions and compunities, and bas actually tried to do something
with his ideas in the privata sector as well as with his work in
Congress . thank him very mich for his elforis. {(Applause.}

Next, Representative Maxing Wazers of Califernia, whe
had been the conscience that has kept community development banking
and strengthaning the CRA on the nation's legislative agenda. Thank
you very much, Maxine. {(Applause.}

Ard finelly, Congressssan Hobby Rush of Illinois, who has
torged a voaliticn of nmors than 70 co-sponpors for s community
daveiopnent financing instituiion's bill that sharss oommon ground
with »y iniziative. I look forward Lo working with him in Congress
and across the sountry to chaspion relnvesting in all of osur
commanities, and I thank him for mebiilizing 70 menmbers of the House
of BRopresentatives in this cause., 7Thank you, Bobby. (appleausa.)

! £*& aiso iike to pay some recognitios %o a person here
whe has fOor pany yvears, more than I can remember, peintad out to the
Americen people that most poor folis in this country, and most people
whe have bean left outsids of the maingtraam want a hand up, not a
hand out - Reverend Jesse Jeckson. Thanx you for being hare.
fAppiause.)

tadies and gentlemen, as you know, I have dust raturned
fram the suznit of the world's sevan industrial rmations in Tekyo.
¥het I saw there indicated to me that, from Harlem te the Scuth Side
of Chicage, to South Central Los Angelea, thera ie a feeling shared
fran Tokyo to Toronto, people want mors control over stheir lives,
their families, thelr communities and thelr countries, The movement
tor political reform is running in higk gyear in all thesme countries
because there ig sucsh a demand for sconomic opporbunity &9 that
poople can live up o their God-given abilities. .

H This sadministration has tried te pursus this demand in
twe ways, First of mil, to have & good averasll sscnemic poliecy, a
pelicy for bringing the deficit down, & policy fur increasing
investment in our ¢ountry, a8 policy for bromdaning the rulas of trade
in ways that helin Americans who are workipg for s iiving. But,
secondly, we have to revognize that thare sre csrialn speglfl
probleans that are unigue o ocur country, unique to our states, unigue
tn sur communities. And they require 2 specific response. And Bo we
heve develoned s technology policy, a pelicy for defense conversion,
oy sewwmunities and people who have been hurt by outbacks in defense
spanding, We have sent to the Congress & proposal to oreate
sapeverpent zones which will compleument this effort, to encourage
_pecple %o irvest in distressed rural and urban communities in this
nation, And today we take up the community financing lesne,

. A few daye xgo when I was in Japan, working to build a
rew giobsl sconowy, my hand was strengthensd because of the progress
‘that has been made in Congress in dealing with these larger lssues ~-
redusing the deficit and investing more in education and training.

It enabled me to ask our friendly competiters $o lower their trade
barriers so that we oan increase Ansrican jols and Anmerican exporis;
to work with us to irncresss econowic growth, keepy interest rates down
and make commen oause o battle high unemplovment, which is a problex
in every advanced nation in the worlid today.

Teday, 2 will report to a bipartissn lesdership meeting
of the Congress on the schievenents of this sumpmit. But I will alsc
Ihave to tell thes that the challange remains. ®e vn only enjoy the
 fruiva of the opportunivies creatsd &t the Tokye meeting if we follow

H
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through on the commitment to pass the econonmic plan now before the
Congress and if we take the initiatives like the one we're here to

celebrate today.

t " To those who would do nothing or let us slide back into
the status queo, I would say that we must go forward, we must adopt
the largest deficit reduction plan in our history. Look how low the
long-terr interest rates are now because of the efforts that are
being made. (Applause.) We must adopt these strategies to bring
jobs to America., We must maintain our nation's leadership in the
global econony.

on the issue of whether there must be economic change in
a nation desperate for jobs and growth, there can be no doubt of the
answer. Today, I am sending to Congress an innovative proposal that
will bring new life and new opportunity and new directions to
communities all over America that lack capital and credit, the kinds
of basjc banking services that these three fine people needed s0
badly and had to lock so long for.

This proposal creates a fund to provide grants to new
and axisting community~based lenders. The fund will provide about
400 million over five years and will employ a number of measures to
increase significantly the total money provided to communities
through these community institutions.

Under this plan every dollar the fund providas to a
community development bank must be matched at least by ancother dollar
of private capital. Other community é&evelopment financial
instituticons will alsc be regquired to match assistance as well. The
Traasury Department predicts that this matching reguirement and the
leverage provided by the institutions will produce at least $2
billion in additional investment.

If you look at the size of the average loan in these
kinds of institutions leading to the number of jobs created that are
represented by the three fine people on this platform today, the
potential for creating new jobs in America through this initiative is
absoclutely enormous. And they can be created in places where people
have long given up on the free enterprise system simply by making the
free enterprise system work for a change for those people.

Mhpplause )

' These institutions come in a wide variety of sizes and

chapes. They are banks with a special commitment to community
development; they are community development banks set up for that
purpose only: they are credit unions; they are micro-enterprise loan
funds. I can tell you this, most of the enterprises that we are
talking about helping, that were in existence in the 1980s that made
loans to poor people who lived in their community or to struggling
small busineass people had a lot lower failure rate than some of the
high flown financial schemes that were subsidized by other government
policies in the last decade. (Applause.)

Because of the commitment and understanding of pecple in
all different kinds of financial institutions, every type of
community development financial institution will be eligible for
assigtance under our program. The existing network of community
lendars have demonstrated that when there is a constant commitment to
this kind of davelopment you can produce growth and jobs.

] Many of you with us today from Chicagoe's ShoreBank to
.Horth Carolina's Self-Help Credit Union to Arkansas' Elkhorn Bank --
which Mack Mclarty and the First Lady served on the board of, and
which I helped to raise funds for when I was in a previous pcsition
== understand how economic growth is built from the grass rocts. It
works in urban areas, it works in rural areas. We were wondering
‘when we set up this bank in Arkansas whether small towns and rural

MCRE



areas really could benefit from tha kind of strategy that had worked
go hrilliantly for the South ShoraBank in Chicago, and the answer
turnsd out to he a rescunding yes.

_ The government’'s role in this s crucial, but Iimited.
Tre yeal solutions nust come [rom the somminity, from the peosple who
live thers who Xnow thelr neighbors. It is our 4ab to exmpower those
copsunities with the toolin they naed to generate growth and Hobs.
Ard then leb the hard work and tha detarsination of the pevple pay
(s34

. A% the same time, I retogniza thst without the
invelvenment and investment of major banks, low and smoderate income
Sompunities will 85111 be deprived of » Mil rengs of econonic
opportunicy.

{

) The Cemmunity Reinvestment Act of 1877 remuires that
banks and thrifts weet the credit nseds wf the entire comsunity in
which they de business. And while the CRA has played an importent
role in paking credit avallable o underserved urbsn and rural
eommunities, ¥ think we would all admit that it hasn't lived up to
its potentisxl. The current snforcement syetem relles too wuch on
public relatiens docupentation and net enough on real landing
parformance. (Applause.)

This has been a pain for everyhody involved -- too much
paperwork for the banks and not encugh investment for the
comsunities. That's why I an sending a memorandum to the four
federal banking regulators that raquires them to inplement a geries
of reforms arpund CRA -- designesd to increage investment in
conmanities that need it, while gimultaneously streamlining and
clarifying the regulatory pracess, The polisy will ke good for
banks, good for communitles, good for boryrowers, snd it represents
real chansgs.

: These actions Today fulfill = commitment I mnde during
the 1ast campaign when I prooised that we would work hard €o unlock
the enargy and the entrepreneurship that lies latent in the hearts
and ssuls of men and women in this gsouniyy in evesry community., This
propossl will anable them to ¢ake 2 small loan and start a business:
to tupn thalr dreams inte storefronts, and then expand ihose
storafreonts into ohaing, creating Jobs for thelir neighbors and
Brimying cpportunitiss to their neighbsrhiesds. It will make thenm 2
psrt of the novenmant lor demccoratic capitallisy and growth that is
reshaping the entire world, but has left too many Amaricans bahingd.

How, I'd like to introduce three people who are going to
Belp us carry out these commitmants: Hugh MeColl, tha CEO
HationsBank: Irving Henderson, the chair of the National Community
Reinvestnent Corporation Coalition: and Ren Grezywinski, the Chalrman
of Shore Bank Iin Chicago. (Applause.)

L
_ THE PRESIDENT: I'd like to conclude this morning's
cerenony fust by saying again, as I did when I opened, that I know
that every one of you who's worked in this fieid for any length of
time has & stary or personal stories that you ceuld tell. And T just
want you to know that I am gratsful for the work thai you have done
snd the role that esch of you have plaved in bringing this bill <o
itn present point.

T got on this issue as govarnor vhan I savw 80 Bany needs
*nat were unmet, and ¥hen the now Under Secretayry of Agriculturs for
tompunity Development Bob Nash and I worked hard te use our existing
suthoritiss vto halp people who couldn®t have aggess ¢ ovedit., I
tmarned sbout the South Shors Developmant Bank. And, through thenm, I
mat & rosarkablis man named Mohammed Yunis, who told me how he,

HORE



fthrouqh the Grameen Bank, had made markXet rate interest loans to poor
village women in Bangladesh. And over %5 percent of them had
sctually paid the loans back. ’

And then, this bacane part 9f pur reinvanting government
initiative of the Democretic Leadership ouncil, angd thesn an idea
that the vice President chaxploned in his efforis te exazine what
wa're doing here. A lot of you have helped me in ny understanding of
thin, ¥Floyd Flake showed me the bDusinesses sround his church, Hugh
Motoll stayed up half tha night one night, taiking with me aboopt the
fompmunity Reinvestment Act and how ve gould make 3T work. ¥y friend,
tharles Stith, there from Hoston, has spent vears on this.

Te 811 of you who have plavsd any role on this, T thank
you very much. And T ask you now Lo work with this wongerful
vepresentation from Congress to bake suye we get the job done snd do
it in a norry. Thank you. Fetre adicurnsd.  (Applause.}

EHD 12:4% 2.4, EDLT
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NATIONAL ASSOCIATION OF DEVELOPMENT ORGANIZATIONS

444 North Capitol Streel, N.W., Sulte 530, Washington, D.C. 20001 2026247806 FAX 202.824.8813
July 16, 1993 ¥Yol. 16, No. 27 Editor: Aliceann Wohlbruck

Clinton Releases Community Development Bank Initiative

President Clinton July 15 announced his Community Development (CD) Banking legislative initiative
at a White House presentation, attended by NADQ staff. The President used the ceremony to highlight the
proposal, thank Congressional and private sector supporters of the measure, and gain momentum for the
legislation as it is introduced in Congress.

Senate Banking Committee Chairman Donald Riegle (D-MI) and House Banking Committee
Chairman Henry Gonzonlez (D-TX) have indicated that they will soon introduce the legislation in their
respective chambers, Riegle’s panel held a hearing on the proposal in the afiernoon following the White
House ceremony, and House hearings are schedule for July 21 and 28,

In general terms, the legislation authorizes $382 million in funding over four years to capitalize a
network of community development financial institwtions {(CDFIs). CDFIs include new and existing
community development banks, community development credit unions, revolving loan funds (RLEs), micro-
loan funds, minority-owned banks, and community development corporations.  CDFIs must;

{1} {have] as its pripary mission the promotion of community development through the provision of capital, credit, or
development services lu its {nvesiment areas or to tergeied populations: and {2) encourage, through representation on
its governing hoard or otherwise, the input of residents in the mvestment ateas or the target populstion,

The fund may provide vp 0 $5 million for "qualified insured community development financial institutions”
such as development banks and credit unions and up to $2 million for "other qualified community
development financial institutions” such as RLFs and micro-loan funds, Under the proposal, CDFIs are
reguired to maich all federsl dollars with nonfederal funds angd submit a strategic program outlining their
plan "meet the economic development needs of their targeted communities.”

While NADO suppons the concept of the proposal, some specifics of the bill may be of concern.
Although copies of the administration’s proposal are not yet available, NADO obtained one of the final drafts
of the proposed lepislation (see July 9, 1993 NADO News for more information). The draft states, “The
term ‘community development financial institution’ does not include an agency or instrumentality of the
United States or an agency or instrumentality of any State or political subdivision thereof.*

"1t appears thai the bill does not take into account the tong, successful record regional development
organizations have in managing a number of community and ¢conomic development financing programs.
For many years, regional development organizations have helped provide small businesspeople and
entrepreneurs access to capital that they were otherwise denied,” according to NADO President Bob
Paciocco, "This ieglslauon wili serve a far greater number of people in rural argas and small wetropolitan
communities if regional development organizations are allowed to participate.”

Promoting economic developmernt in America ¥ smma#l civies and rural areas
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Deputy Assistant Secretary Hawkins addresses NADO Board

[
LR
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L

- Wilbur Hawkins, Acting Assistant Secretary for Economic Development and Deputy Assistant
-Secretary, Department of Commerce, July 12 addressed NADO's Board of Directors during their annual
.summer strategic planning meeting. NADO's Executive Committee, Strategic Planning Committee and
Board met July 10-12 in Asheville, NC.

. Hawkins told NADO s Board that he has very different expectations for Economic Development
Admlmstranon (EDA) programs and staff than have been held over the past 12 years. He believes that
*inder the Clinton administration, EDA is "coming up from the depths of obscurity so fast." While this will
‘be ‘both necessary and beneficial for economic and community development, Hawkins warned that the
process will be difficult!

o The new Deputy Assistant Secretary said that he supported at least a two-year reauthorization for
EDA, because being reauthonzed annually through the appropriations bill (the system under which EDA has
operaled for 12 years); ‘makes 1mplementmg reform or new initiatives, much less planning, difficult or
impossible. The admm;stmtwn is planning a number of improvements and innovative proposals to make

_EDA programs more responsive to "customer needs,” according to Hawkins.

The Deputy Assistant Secretary gave a sweeping overview of many of the recommendations he hopes -
will be implemented. These include: studying the Economic Development Representative (EDR) program;
.improving EDA’s grant application process, including shortening processing time and making the procedure
more “customer friendly;" improving federal intra-agency collaboration and oversight (based on efforts such
as the Kansas single loan application project); increasing flexibility and autonomy at EDA’s regional level;
implementing fewer mandates; and studying EDA’s Overall Economic Development Program (OEDP)
requirement. The Deputy Assistant Secretary also said that EDA would be studying the Revolving Loan

_Program to find methods to make it work better. The goal of these reforms, accordmg to Hawkins, is to
make "EDA the most recogmzed economic development entity in the country.”

The Board also. hea.rd a presentation from }ames Youngquist of the University of Georgia, who-
discussed plans to establish a depository of regional information at the University of Georgia. The Board
endorsed the proposal,iand preliminiary efforts to create a library are well underway (NADO News will
- provide more details asI they become available).

;] The strategic planning committee drafted a set of proposals which the NADO Board adopted.
Followmg is a partial list of the recommendations the NADO Board endorsed:

* Develop and present to Vice President Gore's panel on reinventing government a list of issues
in conflict with 'the ideas of Total Quality Management and Reinventing Government.
* Survey NADO members on RLF training needs and proposed curriculum, as well as on
training needs within other programs.
* Enlist support of bankers' associations to help with Community Development Banking
_ legislation to ensure that existing RLF and small business finance programs are included.
.~ .® Study and implement methods in which regional development organizations can develop or
: expand partnerships with community-based organizations.
-« Hold a contest{for NADO to develop a marketing brochure for their regions to use as a
companion piece to NADQ’s marketing piece.

-+

———
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Commerce, Justice Appropriationé Bill Consideration Delayed

The House delayed further consideration of the Commerce, Justice, State and Related Agencies
appropriations bill (H.R. 2519) until the week of July 26 (See July 2, 1993 NADO News for more
information). Pending is an anti-Economic Development Administration amendment offered by Rep. Joel
Hefley (R-CO) that would strike the $26.284 million "for necessary expenses of administering the economic
development assistance programs."

The bill was onginally schedule to be considered July 14, but was delayed as a courtesy to
Commerce, Justice, State Appropriations Subcommittee Chairman Neal Smith (D-1A). Smith joined
President Clinton in Iowa to inspect damage caused by flooding tn Chairman Smith’s district. The bill was
then scheduled to reach the House floor July 15, but legisiators did not have an opportunity to consider the
bill as debate on the Interior appropriations bill (H.R. 2520) lasted the entire day. In order to allow
lawmakers to return to their districts to work over the weekend, the House is not in session July 16-19.
H.R. 2519 will likely be con51dered Tuesday, July 20, at which time the House will debate Hefley's anti-
EDA amendment.

!
NADQ members are urged to consult the July 2, 1993 NADQ Actiongram for more information and
details on action they should take. Please call Scott Whipple on the NADO stafff if you have any questions.

Empowerment Zone Briefing Held

As House and Senate conferees began work on the final fiscal 1994 budget reconciliation bill, the
future of the president’s enterprize zone proposal remains uncertain, according to administration sources.
During a July 14 briefing attended by NADO staff, senior administration officials including Robert Rubin,
head of the National Economic Council, Henry Cisneros, Secretary of the Department of Housing and Urban
Development (HUD) and Andrew' Cuomo, HUD Assistant Secretary, explained that the plan still faces
significant hurdles. The proposal’s fate rests on whether supporters are able to include the costly measure
in the final agreement House and Senate negotiators will hammer out in conference committee. Efforts to
include the measure are made difficult by desire to reign in the federal deficit. Congressional leaders want
to conclude action on the measure prior to the August recess.

Although the House passed the $4.1 billion enterprise zone plan largely intact as part of its
reconciliation measure, the Senate passed only a portion of the proposal, providing $500 million in wage
and tax credits for Indian reservations. (The Senate also passed a nonbinding "Sense of the Senate”
resolution, sponsored by Sen. Joseph Lieberman (D-CT), which indicates the Senate’s support for enterprise
zone legislation,) Lawmakers now negotiating the final budget package must decide how, if at all, the plan
to help distressed communities may be included in the final reconciliation bill without alienating fiscally
conservative Democrats in the House and the Senate.

If included as passed by the House, the plan would create 10 "empowerment zones" and 100
"enterprise communities” in economically distressed areas nationwide (see May 14, 1993 NADO News for
more information). Zones and communities would benefit from a combination of "traditional” enterprise
zone tax incentives with increased coordination of federal dollars to help stimulate economic development.
The plan proposes designating 35 enterprise communities and 3 empowerment zones for rural areas.
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NADO Nomination Forms Due July 27

Nomination forms for NADO Board of Directors, officers, and individual awards for outstanding
executive director (Fogle Award), governing board member {Salazar Award), and private sector or nonprofit
pariner {Partnership Initiative Award) must be mailed or FAXed to NADO by July 27, not July 20 as
indicated on the nammanon forms, Board of Directors ballots will be mailed August 9 and must be returmed
by August 31, Formore information contact Susan Rocke, NADG Director of Administration and Meeatings,
ar (202} 624-7306.

TVA Proposes Strategic Planning Assistanc for SRDCs

Duiring a meeting July 13 before the Monday Management Group (MMG) representatives from the
Tennessee Valley Authority (TVA) outlined 2 proposal to provide strategic planning assistance o State Rural
Development Councils {SRDCs) within the Tennessee Valley (AL, GA, KY, MS, NC, TN, and VA). The
assistance, which would be provided at no cost to states within the TVA region, would be based on TVA’S
ten year involvement with facilitating the strategic planning processes at the community and regional levels.
TVA has also proposed providing assistance fo states outside the Tennessee Valley, provided the SRDCs
cover the costs of travel dnd per diem associated with travel to the workshop site. The Monday Management
Group is currently maszémng the TV A proposal and will schedule follow up discussions in the near future.
For further information on this or ather MMG/SRDC initiatives, call Scott Whipple on NADQ’s staff.

Rural Development Publications Available

The Community and Rural Development Institute of Comell University (CaRDI} was established in

1990 to provide research, education and policy analysis on commupity and rural development issues. CaRDI

conducts a number of workshops on topics such as the County Gmmmem Institute for elected local officials
and department heads,, Social Trends and .Outlook Conference for human service professionals, and the
Community Land Use and Economics Simulation for development professionals. In addition, CaRDI
publishes a number of ;{ioczzments that are available free of charge: - R .
¢ CaRDI Newsletter, published quarterly, includes state and federal legisiative updates, community
. ard rural dcvcla;;mmt news, and information on upcoming events and conferences. .

» Resource Directory of Community and Rural Development Programs at Comell I’zzg}xz;ghts
programs that are of interest o community [eaders. Provides contact person in 65 programs in
economic development, environmenial management, human services and institutional support.

* Community Development Reports include state and federal policy analyses, research. briefs on
community and rural development issues, and ¢ase studies of innovatve local programs. |

-» Research Monographs are published occasionally on demographic trends and other community and
rural development topics.

L . _ :
To be placed on CaDRI’s mailing list write to: CaDRI, 48 Warren Hall, Cornell Universiry, Ithuca,
NY 14853-7801, or calt (607) 255-9510.

Contributors: Sentt D. Whipple, Legislative Analyst and F, Osear Hines, Research Assistant

4
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Clinton Unveils Plan”
For Community Loans

Py ROBERTM GARSSON 7
st CLAUIIACUMMING T

WASHINOTON w President
hnton wnveiled his communi-
 davelopment beading proe
graen Thursday with a show of
pobiticrl strengh thal suggested
banks may have trouble gaining
regulatory relief thenugh the leg.
istation, : -

Al Gore, Cabines secretaciss, &

large congressional delegation,
regulatoss, bankers, and come

manity activisis, the President °

called for a $382 million fusd

far community development
lenders over the nexl four years,

Mr. Clinton 850 asked the
four bank and theift regulatory
agencies 1o vevitw the Comma-
nity Reinvestment Act, with &n
eyt woward reduocing paperwork
snd incroasing fending in Jow-
meome communities,

Sursounded by Viee President 3

Hi8ih year”

TR

L

Prosident Cllnton 370,
White House show of foren

By invotving the regulators in
CRA, the President gy -have
preempied indusity offorts to
have Congress ease CRA snd
other segolatory neqguirsments

mcmwwxa
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Community Loan Plan Unvelled

Lontinond from puge x "
throogh amendments 16 O~
mustty deveiopment legisiation.

Congress members “have ia-
dicaied to us that they are look-
ing for a vehicke for regidatory
reiief, and this coald'be it said
Edward 1. Yingheg, executive
¥ice president of the American
Bankers Assaciation,

Qiek Artion indicated

However, the sheer magn-
wie of the coremony on the
White House's south laows,
which ran for nearly 35 hour, in-
dcawdt the adminisgsiion and
congressional feaders want 1w
move the packsge through
guickly snd withowot
amendmenis,

“fn alt the years Pve bees lob
bying, I've pover seon 30 much

yower behind & tanking
bifl.” said Jim Butera, whe rep-
mosenls several fiaancial insy-
wtons,

The Senate Banking Commii-
12e began work on the bili Thurs-
day sfiernocn, linke muwe than
an hour afier President Clinton
finished speaking. Rep. Honry
B. Gonzalez, D Yex, chairman

of the Howse Banking Commit-

e, said he would hoid hearings
Juiy 21 and 23,

Speeding the Process

The chairmer of the three
House subtommittees that
sould have lurisdiciion over the
bill sgreed to permit consider-
azion by the full commistee - @
step that wiil expedite tht pro-
gess considenbly.

The most significant chal
krge o the Clinton plan could
vome in the Senswe, whete Re-

pablicans have more Rverage. |

Alfonse M. Y Amsate of New

Ymt. the Scnm hnkm; ﬂm
mitice"s sanking Republicas,
argusd that sakss commendal
banks sre given ingentives (o
participate, the President’s plas
“is only & pipe dream.”

Kot What He Fromised

The program sanounced
Thursday bs considerably differ-
ent from Mr. Clinos’s cam.
paign promise o Cmaw B net
work of 100 ::z;mmum:y
cevelopment banks. .

in s brief interview afier tus
speech. My, Clinion said he had
jearned since the election “that
there is 2 whoie, huge nerwork of
peopie out there iateresied in
doing this work, sad we dide
wan! toreinvent the wheel in ev-
€ry Sommuonity.

=56 we will be creating some
new community  development
banks in somz arces, and we
may sven have some big hanks
wamiing 10 use sorme of their
commMURity reinvestment funds
1 provide funding,™ he said,

“But if you've gol s bank
that's operating. you goi m crexdit
URON, YOU g0l some other ehgh-
bz institution that you can din-
maticaily increase the capacity
of, it might be betier 10 expantd
the capacity of 2n cxigting inst-
Yution than Create o new ong,”

President Clinton thus sided
with communily groups that
had argued szaingt piving banks
financial incentives (o partic
pale in the program.

Lightening the Load
“With a year of regord pméias,
banks don't nesd a bribe,” xaid
Deepak Bhargava, bank lobbyis
for the Association of Commue
nity Organizations for Beform
Now, or Acor. .

'!.’_.‘ .'*

(Jwim pmgra;m
}mm mhﬁ&mthcpaw
work barden of TRA, though
peither the sdmipistration nor
the pegulzlory sgzncies have sid
specifically bow the “perior-
mance over paperwork”  goal
mightbe mot.

Ip iestitmony before the Sene
st Banking Committer Thurs

Hugh McCall
Supporrs Clinton plarn
.

day, Comptroiky of the Crrren-
¢y FEupens Ludwig said
performance-based standards
would not be tixd to npd nu-
merical sgers. "

Byt berween a rigit systomoof
mymencal largels and the sy
Iem we have today, there i3 con-
siderable room for improve-
menl"” be said

Concernoverthe Tone

Although  bankers sttended
Mr. CQlinion's  antgenoement
and at Jeast ore commerial
banker spoke, a ramber of in-
duglry represstitati vas sapressed
concern over the tone of the
pverd, particuledy over ¢niti-

cises of bank ending praciioss

*There was » presty pood ai
of dank heshing ™ said foe He
bew, mxdcmefthcm
Bankess Associa

NationsBank Cnta chairme:
Hugh McColi delivored a strom
engorsement for the program
He said the CRA reform wouk
icaee 0o escuses” for bank:
fasling to provide crdit © low
inooms bormowers. A law “tha
sels Wougher, more objoctive
mere quantiiabic sandard:
woid semd the clear message i«
banks that we will v measare
by our results, he said.

‘Remarks Criticized

Kenpeth A, Guenther, oxecy-
e vice president of the Inde-
pendent Bankors Associstion of
America, was sharply critical ¢!
M. Mcllal witer the coremony.
szying his endorsement gave
away the industry's bergaining

*We are just sittiag down W
negotiations,’’ said  Mr.
Guersher, noting that  meay
Danks stilt hope the bill can be
reshaped 16 includs funds fiy
commercial banks and somc
measare of mypulatory  refief,
“Hugh MoColl shonid know by
sow that vou don't give away
the anking industry’s negotial-
ing position in advance, ' don’l
¥now how he can say he speaks
for the banking indosury”

M. MeCToll declined & tom-
meni oo the orideism., -,

Presiden Clintorn's igisiative
package would creaie a fund Yo
provide Rssisiance 10 commyni-
ty deveiopment finazacial insti-
tevians, Manev would be avail-
abie 10 all kinds of community
deveiopment lenders bul 1ot ©
the vast reajority of coramercial
banks, thrifis, and eeedit uniong
not engaged primarily in com-
-rsunity developmant iending

The monty will be gvailable i
seniched dubiar for Gollar with
privae seclor coniributions up

.12 & msximum of §5 million for

wnsurad instizvtions snd $2 mik
Jioe or other leaders,
-« Alzhough the program pro-

ovides only 3382 milion ower
dour years, Treasury estimaind

that leverage will pesult inoup to
X35 Bittion in new credit for
oweaneome communities, T
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TO THE COHGRESS OF THE UNITEDL STATES:

I am pleased to submit to the Congress the YCommunity
Development Ranking and ¥inancial Institutions Act of 19s3."
This legislative initiative will promote the c¢reation of
community development financial institutions that will empower
individuals and communities and provide for greater economic
cpportunity. Also transmitted are a statement of the
Administration’s principles embodied in this proposal and a
section-by~section analysis.

|

In too many urban and rural conmanities, there is a lack of
capital and credi¢., Lending in distressed communities,
particularly toc small businesses, can be complicated. It may
reguire special expertise and knowledge of the borrower and the
community, credit products, subsidies, and secondary markets.
Community development financial institutions--incliuding community
development banks like South Shore Bank in Chicago, community
credit unions such as Self-Help in North Carolina, community
development corperations, smicro-enterprise loan funds, and
revelving loan funds-~bave demonstrated that they can provide
capital, credit, and development services in distressed areas and
te targeted populations.

The bill prepeses establishment of a Community Development
Banking and Financial Institutions Fund that would support a
progran ¢f investment in community development financial
institutions. The Fund would pravide financial and technical
assistance to, and serve as a national informpation clearinghousse
for, community develepment financial institutions.

This initiative reaffirms my commitment to helping
communities help themselves, By ensuring greater access to
capital and credit, we will tap the entrepreneurial energy of
America’s poorest communities and enable jindividuals and
communities to become self-sufficient.

My Adninistration is also committed to enhancing the role of
traditional financial institutlions with respsct to community
reinvestment. As a conplement to the community development
financial institutions initiative, we will adopt regulatory
changes to more effectively implement the Community Reinvestment
Act of 1%77. These changes will replace paperwork with
performance-coriented standards and will include tougher
enforcement measures for non-compliance.
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In order %o secure esarly enactment of legislation in this
crucial area, I urge {ongress to consider the Community
Development Banking and Financial Institutions Act of 1993 as a
discrete bill, separate from general issues of financial services

reform and any cother non-germane amendments.



Principles of Administration’s Community Develapment
Financial Institutions Proposal

Creation of Fund/Governance. A Fund will be created 10 provide assistance o commmunity development
financial institutions (CDFIs). A corporate board of directors of the Fund will establish policy and will
include the Secretaries of HUD, Treasury, Commerce, Agriculture, and the Adminisirator of the Small
Business Administration and individuals appointed by the President who collectively represent community
groups and have expertise in community development lending and commercial banking. A CEO
appointed by the board will manage the Fund.

Fund A Full Range of CDFIs. All types of existing and new CDFIs will be eligible for assistance, e.g.,
community development banks, community development credit unions, revolving loan funds, micro-loan
funds, minority-owned banks, and community development corporations. No set aside of funds is allotted
for any one type of CDFI..

Mission. To be sligible for assistance, 8 CDFI must have a primary mission of lending 1o and developing
an underserved target area or population that is iow income or disadvanteged. All CDFIs must present
a sirategic plan in thelr application which clearly states how they will mest the economic and commaunity
development peedis of their targeted communities.

Require A Non-Federal Msich. A minimum match for investment in insured depositery CDFIs will
be required. For investment in other CDFIs, a match will be required but the amount is left to the
discretion of the Fund. Technical assistance w any CDFI from the Fund will not require 3 match,

Types of Assistance. The types of assistance provided by the Fund will include capital and technical and
training assistance, with the specific allocations of the types of assistance left 10 the discretion of the
Fund, !

Community Representation. A criterion for receiving assistance from the Fund is the extemt of
community involvement in the CDFL -

Community Lending. A criterion for receiving assistance from the Fund is the extent of community
financing and lending that will result from federal support.

Promotion of Self-Sustaining Institutions. A criterion for receiving assistance from the Fund is the
likelihood of the institution becoming self-sustaining.

Limits on Assistance. Separate limits are placed on the amount of assistance that each insured CDFI
or other type of CDFI may receive from the Fund,

Private Funds., The Fund will be authorized to incorporate private entitics that can receive contributions
and investments from the private sector to support CDFIs.  All private funds will be entirely off the
federal budger. ;

i
Safety and Soundness. All insured depository CDFIs are subject 0 the laws and regulations set forth
by Congress and the banking regulators. No separate system of regulation or banking will be created.

Clearinghouse. The Fund will establish an information and service network in order to help CDFls
provide community and economic development assistance.
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To facilitate the establishment of community development financial institutions.
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Be it enacted by the Senate and House of Representatives of the United Stares

of America in Cmgréss assembled,
SECTION 1. SHORT TITLE.
This Act may be cited as the "Community Development Banking and Financial
Institutions Act of 193" |
SEC. 2. FINDINGS AND PURPOSE.
{(a) FINDINGS.—The Congress finds that—

(1) many of the Nation's urban and rural communities and Indian
reservations face critical social and economic problems arising in part from the
lack of economic growth, peaple living in poverty, and the lack of employment
and other opportunities;

(2) the restoration and maintenance of the economies of these communi-
ties will require coordinated devélopment strategies, infensive supportive
services, and fiacreaéed access to capital and credit for development activities,
including investment in businesses, housing, commercial real estate, human
development, and other activities that promote the long-term economic and

. social viability of the community;

{3) in many urban and rural communities, low- and moderate-income

neighborhoods, and Indian reservations, there is a shortage of capital and

credit for bus;:iness and affordable housing;

v
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(4) access to capital and credit is essential to unleash the untapped
enzrepreneuriali energy of America’s poorest communities and to empower
individuals and communities to become self-sufficient; and

&) cam;aaaity development financial iostitutions have proven their
ability to identify and respond to community needs for capital, credit, and
development services in the absence of, or as a complement to, services
provided by other lenders.

(b} PURPOSE.—The purpose of this Act is to create a Community Development
Banking and Financial Institutions Fund that will support a program of investment in
and assistance to community development financial institutions. The Community
Development Banking and Financial Institutions Fund will provide financial and
technical assistance, including training, o community development financial
institutions, serve as a national information clearinghouse, and be an institutional
voice for community development. The community development financial institutions
that the Community Development Banking and Fimancial Institutions Fund supports
will provide capital, credit, and development services to targeted investment areas or
populations, and will promote economic revitalization and community development.
SEC. 3. DEFINITIONS. |

{a) APPROPRIATE FEDERAL BANKING AGENCY.~The term "appropriate Federal
banking agency"” has the same meaning given such term in section 3(q) of the Federal
Deposit Insurance Act (12 U.S5.C. 1813(q)).

{b) COWUNITY DEVELOPMENT FINANCIAL INSTITUTION.~The term
"community development financial institution” means any bank, savings association,
depository institution holding company, credit union, micro-enterprise loan fund,

community development corporation, community development revolving loan fund,
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minority-owned or e{gar insured depository institution, or non-depository organiza-
tion that—

{1) has asﬁ its primary mission the promotion of community development
through the provision of capital, credit, or development services in its
investment areas or to targeted populations; and

(2) encourages, through representation on its goverming board or
otherwise, the input of residents in the investment area or the targeted
populations.

A depository institution holding company may qualify as a community development
financial institution éaly if the holding company and its.subsidiaries collectively
satisfy the rez;uircngzts of paragraphs (1) and (2). No subsidiary of & depository
institution holding azimpa:zy may qualify as 2 community development financial
institution if the holdéng company and its subsidiaries collectively do not meet the
requirements of paragraphs (1) and (2). The term "community development financial
institution” does not include an agency or instrumentality of the United States or an
agency or instrumentality of any State or political subdivision thereof.

{c) DEPOSITORY INSTITUTION HOLDING COMPANY.--The term “depository
institution bolding company” has the same meaning given such term in section 3(w)
of the Federal Deposit Insurance Act {12 U.S.C. 1813(w)).

{d) QWW SERVICES.—The term “development services” means
activities conducted 53 a community development financial institution that promote
community development by developing, supporting, and strengthening the lending,
investment, and capa?itywhuiiding activities undertaken by institutions, including, but
not limited to— |

(1) business planning services;



W o8 w3 W B W bR e

o I O L A O O % I o I T T e O v T S T
L7 T L D o T L o SR o SR - - SRS B o (R ¥ T - U 7S & A

| 4

(2) ﬁna.né:ial and credit counseling services;

3 markéﬁﬁg and management assistance; and

(4} administrative activities associated with lending or Investment.

(¢) INSURED COMMUNITY DEVELOPMENT FINANCIAL INSTITUTION.—The term
"insured community; development financial institution” means any community
development ﬁnancial; institution that is an insured depository institution. The term
also includes an izzszzr%d credit union which bas been designated as low-income by the
National Credit Union Administration.

() INSURED CREDIT UNION.—The term "insured credit union” has the same
meaning given such ?tﬁrm in section 101(7) of the Fedargl Credit Union Act (12
USC. 1752(7).

{g) INSURED :I)EPGSZTORY INSTITUTION.—The term “insured depository
institution” has the same meaning given such term in section 3(c) of the Federal
Deposit Insurance Ac!t (12 U.S.C. 1813{c).

(h) INVESTMENT AREA.—The term “investment area” means an identifiable
community that - :

(1) mce{s objective criteria of distress, including the number of low-
income famili&é, the extent of poverty, the extent of unemployment, the extent
of unmet credit_ needs, the degree of availability of basic financial services, the
degree of iimiied access to capital and credit provideﬂ by existing financial
institutions, azzfi other factors that the Fund determines to be appropriate; or

(2) is l?cated in an empowerment zone or enterprise comumunity
designated under section 1391 of the Internal Revenue Code of 1986.

D Qvai«i;:zm’ COMMUNITY DEVELOPMENT FINANCIAL INSTITUTION.—The

term "qualified community development financial institution” means a community
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i 5
developmenti financial institution that meets the requirements of sections 5(b)(2)
through (8) of this Act.

(j) TARGETED POPULATION~The term “targeted population” means an
identifiable group of low-income or disadvantaged persons that are underserved by
existing financial institutions.

SEC. 4. ESTABLISHMENT OF NATIONAL FUND FOR COMMUNITY

DEVELOPMENT BANKING.

(@) IN GBNER@L.mThcm is created and chartered a body corporate to be
known as the Community Development Banking and Financial Institutions Fund
(referred to in this Act as the *Fund") that shall have the powers and responsibilities
specified by this Act, The Fund shall have succession until dissolved. The charter
of the Fund may be ;cvised, amended, or modified by Congress at any time. The
offices of the Fund shall be in Washington, D.C.

(b) BOARD OF DIRECTORS, ——

(1) IN GENERAL.~The ];;oxgvers and management of the Fund shall be
vested in a2 Board of Directors (referred to in this Act as the "Board"}, which
shall have nine members.

(2) MEMBERS.—The members of the Board shall consist of the
following: |

(A) The Secretary of Agriculture.

{B) The Secretary of Commerce.

(é} The Secretary of Housing and Urban Development.

(}?} The Secretary of the Treasury.

(E) The Administrator of the Small Business Administration.

(F) Four private citizens, appointed by the President with the
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advice and consent of the Senate, that collectively——

(i} represent community groups whose constituencies
include low-income persons or residents of investment areas,
(ii) bave expertise in the operations and activities of insured

depository institutions, and a

1 (iii) have expertise in community development and lending;
provided ithat there should not be less than one member from each of the
three categories described in clauses (i) through (iii) of this subpara-
graph.

(3) CHAIRPERSON.—The President shall appoint from among the
members of the Board specified in paragraph (2)(F) a chairperson of the
Board, who shall serve at the pleasure of the President for a term of two years,

(4) VICE-CHAIRPERSON .~~The President shall appoint from among the
members specified in paragraph (2) a vice-chairperson who will serve as
chairperson in the absence, disability, or recusal of the chairperson. The vice-
chairperson shﬁll serve at the pleasure of the President for a term of two years.

(5) TERMS OF APPOINTED MEMBERS.~—

(A) IN GENERAL.—Each member appointed pursuant to paragraph
(ZX(F) shall serve at the pleasure of the President for a term of four
vears, a%z:epz as provided in paragraph (5)(C}.

(é} VACANCIES.—Any member appointed to fill a vacancy
occurriné prior to the expiration of the term for which the previous
member was appointed shall be appointed for the remainder of such
term. Appointed members may continue to serve following the

expiration of their terms until a successor is appointed and qualified.
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(C)iTERMS.—Tbe terms of the initial appointed members shall be
for four §;ears and shall begin on the date each member is appointed,
except that two of the members initially appointed pursuant to paragraph

(2)(F) shall be designated to serve at the pleasure of the President for

five years.

(6) ACTING OFFICIALS —In the event of a vacancy or absence of tﬁe
individual in any of the offices described in paragraphs (Z)(A) through {E), the
official acting in that office shall be a member of the Board.

{7) AUTHORITY TO DELEGATE.—Each member of the Board specified in
paragraphs (2)(A} through (E) may designate another official who bas been
appointed by th:}: President with the advice and consent of the Senate within the
same agency to serve as a member in his or her stead.

(8) COMPENSATION. «~Members of the Board who are otherwise officers
or employees of the United States shall serve without additional compensation
for thelr duties:as members, but shall be reimbursed by the Fund for travel,
per diem, and other necessary expenses incurred in the performance of their
duties, in accordance with sections 5702 and 5703 of title 5, United States
Code. The appointed members of the Board shall be entitled to receive
compensation at the daily equivalent of the rate for a position under Level IV
of the Executive Schedule under section §313 of title 5, United States Code,
and shall be reimbursed by the Fund for travel, per diem, and other necessary
expenses incurred in the performance of their duties, in accordance with
sections 5702 and 5703 of title 5, United States Code.

) MEE:'ITNGS*WT})B Board shall hold meetings at least quarterly.

Special meetings of the Board may be called by the Chairperson or on the
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writien request of three members of the Board. A majority of the members of

the Board in niiﬁce shall constitute a quorum.

(¢) OFFICERS AND EMPLOYEES.~The Board shall appoint a Chief Executive
Officer who will be responsible for the management of the Fund and such other
duties deemed appropriate by the Board. The Board shall appoint a Chief Financial
Officer who shall oversee all of the financial management activities of the Fund. The
Board shall also appoint an Inspector General. The Board may appoint such other
officers and employees of the Fund as the Board determines to be necessary or
appropriate. The Chief Executive Officer, Chief Financial Officer, and up to 3 other
officers of the Fund may be appointed without regard to the provisions of title 5 of
the United States Code governing appointments in the Federal service and compensat-
ed without regard to chapter 51 and subchapier III of chapter 53 of title § of the
United States Code, except that the rate of pay for the Chief Executive Officer shall
not exceed the rate for a position unfler Level H of the Executive Schedule under
section 5313 of title 5 of the United States Code and the rate of pay for the remaining
four officers shall zzoi exceed the rate for a position under Level IV of the Executive
Schedule under section $315 of title 5 of the United States Code,

(d) GENERAL POWERS.—In carrying out its powers and duties, the Fund—

(1) shall have all necessary and proper powers to carry out its authority
under this Act;

{2} may adopt, alter, and use a corporate seal, which shall be judicially
noticed; :

{3) may szzf: and be sued in its corporate name and complain and defend
in any court of competent jurisdiction;

(4) may adopt, amend, and repeal bylaws, rules, and regulations

§
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governing the nianner in which its business may be conducted and shall have
power 10 make such rules and regulations as may be necessary or appropriate
to implement t{ie provisions of this Act;

%) may: enter into and perform such agreements, contracts, and
transactions as may be deemed mecessary or appropriate to the conduct of
activities amhoi'ized under this Act;

{6} may determine the character of and necessity for its expenditures and
the manner in which they shall be incurred, sllowed, and paid;

(7) may .!utilizc or employ the services of personnel of any agency or
instmrnae:?t;it;alityiI of the United States with the copsent of the agency or
insimméﬁ{aiit}; concerned on a reimbursable or non-reimbursable basis; and

(8) may éxecuze all instruments necessary of appropriate in the exercise
of any of its functions under this Act and may delegate to members of the
Board, to the Chief Executive (':)fﬂcer, or the officers of the Fund such of its
powers and responsibilities as it deems necessary or appropriate for the
admini&trationgcf the Fund.

(e) WHOLLY«»GWNED GOVERNMENT CORPORATION ~

{1} The Fund shall be a wholly-owned Government corporation in the
Executive branch and shall be treated in all respects as an agency of the United
States, except to the extent this Act provides otherwise.

(2) Section 9101(3) of title 31, United States Code (the Government
Corporation éontrol Act), is amended—

(A) by redesignating paragraphs (B) through (M) as paragraphs

(C) through (N), respectively; and

{B) by inserting after paragraph {(A) the following:
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"(B) the jCommunity Development Banking and Financial Institutions
Fund.": and
(3) Section 9107(b) of title 31, United States Code (the Government

Corporation Control Act), shall not apply to deposits of the Fund made

pursuant to section 7 of this Act.

(f) LIMITATION OF FUND AND FEDERAL LIABILITY . —The liability of the Fund
and of the United States Government arising out of any investment in a community
development financial institution in accordance with this Act shall be limited to the
amount of the investment and the Fund shall be exempt from any assessments and
other liabilities that may be imposed on controlling or principal shareholders by any
Federal law or the iiaw of any State, Territory, or the District of Columbia. A
community develepn{ent financial institution that receives assistance pursuant to this
Act shall not be deémed to be an agency, department, or instrumentality of the
United States. .

(g) PROHIBITION ON ISSUAISCE dF,»SECURITIES.—ThE Fund may not issue stock,
bonds, debentures, notes, or other securities.

SEC. 5. APPLICATIONS FOR ASSISTANCE.

(a) FORM AND PROCEDURES.—An application for assistance under this Act
shall be submitted by an applicant in such form and in accordance with such
procedures as the Board shall establish. The Board shall publish regulations with
respect to application requirements and procedures not later than 210 days after
enactment of this Act,

(b} MIKIMUM ﬁBQUiREMENTS,mThe Board shall require that the application—

{1) demonstrate to the satisfaction of the Board that the applicant is, or

upon the receipt of a charter will be, a community development financial
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institution as defined in section 3(a) of this Act;
2) demc{nstrate that the applicant will serve—
(Aﬁ a targeted population; or
(B_i an area which is an investment area;

3) in th:e case of an applicant that has previously received assistance
under this ﬁctf demonstrate that the applicant—

(A} has successfully carried out its responsibilities under this Act;

{B) has become or is about to become an entity that will not be
dependent upon assistance from the Fund for continued viability; and

(C} will expand its opérations into a new investment area, offer
new services, or will increase the volume of its current business;

{4) in the case of a community development financial institution with
existing operations, demonstrate a record of success of serving investment
areas or targeted populations;

(5) include a detailed and comprehensive strategic plan for the
organization that contains—

{A) a business plan of at least five years that demonstrates the
applicant is properly managed and has the capacity to form and operate

a community development financial institution that is, or will become,

an entity that will not be dependent upon assistance from the Fund for

continued viability; _ '

{B) a statement that the applicant has, or will have, in its charter
or other governing documents a primary commitment {0 community
development, or other evidence of a prior history and a continuing

afﬁrmat%en of a primary commitment of community development;
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(C,’; an analysis of the needs of the investment area or targeted
populations and a strategy for how the applicant will attempt to meet
those needs;

(D) a plan o weréizzazc‘ use of assistance from the Fund with
existing Federal, government-sponsored enterprise, and State and local
assistance programs, and private sector financial services;

(E) a statement that the proposed activities of the applicant are
consistent with existing economic, community and housing development
plans adopted by or applicable to the investment area,

{F)a descriptiﬁz;z of how the applicant will affiliate, network, or
otherwise coordinate with a full range of community organizations and
financial institutions which provide, or will provide, capital, credit, or
seconda;'y markets in order to assure that banking, economic develop-
ment, iﬁiesimem, affordable housing, and other related services will be
avaiiabié within the investnient area or to targeted populations; and

(Cé) such other information as the Board deems appropriate for
inclusion in the strategic plan;

(6) demonstrate that the applicant will carry on its activities consistent
with the purposes of this Act within the investment area or with respect to a
targeted population;

{7) include a detailed and specific statement of applicant's plans and
likely sources:of funds to match the amount of assistance from the Fund with
funds from prévaie sources in accordance with the requirements of section 7(d)
of this Act; and

(8) include such other information as the Board may require.
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{c) ?RE‘AFPMC!:ATIOM OUTREACH PROGRAM.—The Fund shall provide for an
outreach program to identify and provide information to potential applicants and to
increase the ‘capasity of potential applicants to meet the application and other
requirements of this Act.

SEC. 6. SELECTION OF INSTITUTIONS.

(a) SELECTION: CRITERIA.—The Board shall, in its discretion, select applica-
tions that meet the requirements of section 5 of this Act and award assistance from
the Fund in accordance with section 7 of this Act. In selecting applications, the
Board shall consider;applications based on, but not limited to—

(1) the likelibood of success of the applicant in forming and operating
a community development financial institution;

(2) the range and comprehensiveness of the capital, credit, and
development services to be provided by the applicant;

{3) the éxtent of the need, as measured by objective criteria of distress,
within the investment areas or iaggetad populations for the types of activities
proposed by the apphcant;

(4) the likelihood that the proposed activities will benefit a significant
portion of the investment areas or targeted populations or, in the case of a
community development financial institution with existing operations, evidence
of a record of success in serving investment areas or targeted populations;

(5) the extent to which the applicant will concentrate its activities on
serving low and very low-income families;

(6) the evidence of the extent of a broad cross-section of support from
the investment areas or fargeted populations;

(7} the éxpezienee and background of the proposed management team;
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{8) the amount of legally enforceable commitments available at the time
of application to meet or exceed the matching requirements under section 7(d)
of this Act and; the strength of the plan for raising the balance of the match;

(9) in th;e case of applicants that have previously received assistance
pursuant to this Act, the extent to which they have met or exceeded their
performance gt:;als;

{10) the extent to which the proposed activities will expand the employ-
ment base within the investment areas or t.he- targeted populations;

(115 the fextem to which the applicant is, or will be, community-owned
or aammuaizy»%evamed;

{12) whether the applicant is, or will become, an insured community
development f"{naﬁciai mstitution;

(13) whether the applicant is, or will be located, in an empowerment
zone or enterprise community desginated under section 1391 of the Internal
Revenue Code of 1986, - -

(14) in the case of an institution that is not an insured community
development financial institution, the extent to which the institution has or will
have the abiﬁit‘} to increase its resources through affiliation with a secondary
market, iﬁsam;é depository institution, or other financial intermediary in order
to multiply the amount of capital or credit available for community develop-
ment; 5

{15) in jthe case of an insured depository institution or insured credit
union appliaaét, whether the institution——

(A) has or will have a substantial affiliation with an entity or

network of entities that are community development financial institu-
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tions; and
(B) has a comprehensive plan for providing meaningful financial
assistance to such an entity or network of entities; and

(16) other factors deemed appropriate by the Board.

(b) GEOGRAPHIC DIVERSITY.—In addition to the above, in making its
selections, the Board shall seek to fund a geographically diverse group of applicants,
which shall include applicants from nonmetropolitan and rural areas.

(¢) PUBLICATION REQUIREMENT.—The Board shall publish regulations with
respect 1o its selection criteria not later than 210 days after the date of enactment of
this Act. '
SEC. 7. ASSISTANCE PROVIDED BY THE FUND.

{a) PURPOSE OF ASSISTANCE.—

(1) The Fund shall work to promote an environment hospitable 1o
business formation, economic growth, community development, and affordable
housing in distressed communities. The Fund shall coordinate its activities
with existing Federai and other community and economic development
programs.,

(2) Assistance may be provided to an existing qualified community
development financial institution to expand its activities to serve investment
areas or targeted populations not currently served by another qualified
community dgveiopment financial institution receiving assistance under this
section of to expand the volume of its activities consistent with the purposes
of this Act, of to form a new entity to undertake activities consistent with the
purposes of this Act, or to assist an existing entity to modify its structure or

activities in order to undertake activities consistent with the purposes of this
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Act.
{b) TYPES OF ASSISTANCE.—

(1) IN GENERAL.-The Fund may provide financial assistance to
qualified community development financial institutions through equity
investments, loans, deposits, membership shares, and grants. The Fund may
also provide téchnie&l assistance, including training, and grants for technical
assistanice to qualified community development financial institutions. The
allocation of awards of assistance between insured and uninsured community
development financial institutions shall be in the discretion of the Board,
provided that tdue consideration shall be given to the allocation of funds to
insured community development financial institutions.

(2) FINANCIAL ASSISTANCE.—The Fund shall structure financial assis-
tance 10 a qualified community development financial institation in such a
manner that it does not own more than 50 percent of the equity of such
institution and' does not cr.?niroiitl-}e operations of such imstitution. The Fund
will not be deemed to control such institution for the purposes of applicable
laws. With respect to equity investments, the Fund shall hold only trgzzsfép
able, nonvoting investments. Such equity investments may provide for
convertibility to voting stock upon transfer by the Fund.

(3) DerosiTS.—Notwithstanding any other provision of law, deposits
made pursuan:t to this section in qualified insured community ‘dﬁveiapm::nf
financial institutions shall not be subject to any requirement for collateral or
security.

{4) LIMITATIONS ON OBLIGATIONS.—Direct loan obligations may be

meurred only to the extent that appropriations of budget authority to cover
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1 their costs, as defined in section 502 of the Congressional Budget Act of 1974,
2 are made in advance.
3 (¢) PURPOSE OF FINANCIAL ASSISTANCE.—Financial assistance made available
4 under this Act may be used by assisted institutions to develop or support—
5 (1) commercial facilities that enhance revitalization, community stability,
é or job creatioav and retention efforts;
7 (2) business creation and expansion efforts that—
8 (A) create or retain jobs for low-income people;
9 (B) enhance the availability of products and services to low-
10 income people; or
11 (C) create or retain businesses owned by low-income people or
12 residents of a targeted area;
13 (3} community facilities that provide benefits to low-income people or
14 enhance community stability;
15 (4) the provision of basic financial services to low-income people or
16 residents of a iargf:ted area;
17 (5) the provision of development services;
18 {6) home ownership opportunities that are affordable to low-income
19 househoids;
20 (7) rental housing that is principally affordable to low-income house-
21 holds; and
22 {8) athe:r activities deemed appropriate by the Fund.
23 (d) AMOUNT OF ASSISTANCE.—The Fund may provide up to $5,000,000 of

24 assistance per application to any one qualified insured community development

25 financial institution and up to $2,000,000 per application to any other qualified
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1 community dewlepméaz financial institution. The Fund shall have the authority to

2 set minimum amounts of assistance per institution.

3
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{e) MATCHING REQUIREMENTS. .~

(1) Assistance provided to gualified insured community development
financial institutions, other than deposits or membership shares of $100,000 or
less, technical assistance, or grants for technical assistance, shall be matched
by no less than one dollar of equity, deposits or membership shares for each
dollar provideci by the Fund., The Fund shall require a match for all other
assistance, the amount and form of which shall be in the discretion of the
Fund; provided that, the Fund shall in no event require assistance provided in
the form of deposits or membership shares of $100,000 or less, technical
assistance, or grants for technical assistance to be matched. The Fund shall
provide no assistance except techmical assistance or grants for technical
assistance until a qualified ccsr{zm;mity development financial institution has
secured legally enforceable commitments for the entire match required.
Assistance may be provided in one lump sum, or over a period of time, as
determined by the Fund.

(2) Assistance shall be matched with funds from sources other than the
Federal Gava:fzzmez}t.

(f) TERMS AND CONDITIONS.—

(1) IN GENERAL.—The Fund shall provide assistance authorized under
this Act in such form and subject to such restrictions as are necessary to ensure
that to the maximum extent practicable—

(A) all assistance granted is used by the qualified community

development financial institution in a manner consistent with the

!
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purposes _'of this Act;

{B}; qualified community development financial institutions
receivizzgé assistance that are not otherwise regulated by the Federal
government or by a State government are financially and managerially
sound;

(C) assistance results in a net increase, both nationally and in the
local communities in which assistance is provided, in capital, credit, and
develaprxient services; and

(D)) assistance is provided in a2 manner that encourages affiliations
and partnerships between insured depository institutions, secondary
markets or other sources of credit or leverage and local organizations
dedicaied to community development.

(2) CONSULTATION WITH BANKING REGULATORS.—Prior to providing

assistance 1o a fqualiﬁed insured community development financial institution,
the Board should consult with the-appropriate Federal banking agency or, in

the case of an insured credit union, the National Credit Unton Administration.

{3} ASSISTANCE AGREEMENT.—

{A) The Board shall impose restrictions on the uvse of assistance
through a stock purchase agreement, share purchase agreement, or
through a contract entered into in consideration for the provision of
assistance.

(B) Such agreement or contract shall require institutions assisted
under th:is Act to comply with performance goals. The performance
goals shfall be negotiated between the Board and each qualiﬁed' commu-

nity development financial institution receiving assistance based upon the
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stratcgicé plan submitted pursuant to section 5(b)(5) of this Act. The
performance gaais may be renegotisted jointly as necessary or appropri-
ate, subject to subparagraph (C) of this section. Activity levels for
insured community development financial institutions should be
dctermi:;ed by the Board in consultation with the appropriate Federal
banking agency or, in the case of an insured credit union, with the

National Credit Union Administration.

(C) The agreement or contract shall specify sanctions available to
the Board, in its discretion, in the event of noncompliance with the
purposes of this Act c'r the terms of the agreement. The sanctions may
include revocation of approval of ths application, terminating or
reducing future assistance, requiring repayment of assistance, and
requiring changes to the performance goals imposed pursuant to
subparagraph (B) or to the strategic plan submitted pursuant to section
S5(b)(5) ;Jf this Act. . In the Case of an insured community development
financial institution, the Board shall consult with the appropriate Federal
banking agency or, in the case of an insured credit union, the National
Credit Union Administration, before imposing sanctions pursuant to this
paragraph.

(4) REVIEW.—At least annually, the Board shall review the performance
of each assisted qualified community development financial institution in
carrying out its strategic plan and performance goals.

(5) REPORTING.—The Board shall require each qualified community
development financial institution receiving assistance to submit an annual

report to the Fund on its activities, its financial condition, its success in
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meeting perforrjx:tance goals, and its compliance with other requirements of this
Act. %

(2) AUTHORITY TO SELL EQUITY INVESTMENTS AND LOANS.—The Board shall

"have the authority at: any time to sell its investments and loans and may, in its

discretion, retain thé power to enforce limitations on assistance entered into in
accordance with the f‘équircmﬁzzzs of this Act.

(h) N o,gmeﬁmf TC LIMIT SUPERVISION AND REGULATION.—Nothing in this
Act shall affect any authority of the appropriate Federal banking agency or, in the
case of an insured ;:redit uvnion, the National Credit Union Administration, to
supervise and reguiatja an insured community development. financial institution.
SEC. 8. ENCOURAGEMENT OF PRIVATE ENTITIES.

The Board may} cause to be incorporated, or encourage the incorporation of,
private non-profit an:d for-profit entities that will complement the activities of the
Fund in carrying autl the purposes of this Act. The purposes of any such entitics
shall be limited to iirzvzsiing in and a¥sisting community development financial
institutions in a manner similar to the activities of the Fund under this Act. Any such
entities shall be managed exclusively by private individuals who are selected in
accordance with the iaws of the jurisdiction of incorporation.

SEC. 9. CLEARINGHOUSE FUNCTION.

The Fund shall establish ‘and maintain an information clearinghouse in
coordination with the Departments of Agriculture, Commerce, and Housing and
Urban Development,.the Small Business Administration, other Federal agencies, and
community development financial institutions—

(1) to cf,ause to be collected, compiled, and analyzed information

pertinent to community development financial institutions that will assist in

H
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creating, developing, expanding, and preserving these institutions; and -

(2} to cause to be established a service cemter for comprehensive
information on financial, technical, and management assistance, case studies
of the activities of community development financial institutions, regulations,
and other information that may promote the purposes of this Act.

SEC. 10. RECORDKEEPING, REPORTS, AND AUDITS.
{8} RECORDKEEPING,

(1) A qualified community development financial institution receiving
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assistance from the Fund shall keep such records as may be reasonably
necessary to disclose the disposition of any assistance under this Act and to
ensure compliance with the requirements of this Act.

{2) The Fund shall have access, for the purpose of determining
compliance with this Act, to any books, documents, papers, and records of a
qualified community development financial institution receiving assistance from

the Fund that are pertinent to assistance received under this Act.

) 88?(33’1‘3,-%

(13 ANNUAL REPORT.—The Fund shall conduct an apnual evaluation of
the activities carried out pursuant to this Act and shall submit a report of its
findings to the'President within 120 days of the end of each fiscal year of the

Fund. The report shall include financial statements audited in accordance with

subsection {(¢).:

(2) INSTITUTIONAL VOICE FOR COMMUNITY DEVELOPMENT,—
(A) ONGOING STUDY.—The Fund shall conduct, or cause to be
conducted, an ongoing study to identify and evaluate the most effective

and financially sound policies and practices for encouraging investment

if
i

i
x
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in distressed communities, including small business and commercial
fending, imsiz:wss formation and expansion, community and economic
develepuiant, commercial real estate and multi-family housing, and
home mortgages. In addition, the Fund may study, or cause to be
studied, related matters, such as identification of sources of and access
to capital and loans for community investment; development of
secondary markets for ecopomic and community development, small
business and commercial loans, and home morigage loans and invest-
ments; and methods to involve all segments of the financial services
industry in community development.

(B} CONSULTATION .~~In the conduct of the study, the Fund shall
consult, Pr cause consultation with, the Office of the Comptroller of the
Cur:ctxcz}, the Federal I)éposit Insurance Corporation, the Board of
Governors of the Federal Reserve System, the Federal Housing Finance
Board, the Farm Credit Administration, the Office of Thrift Supervision,
the National Credit Union Administration, community reinvestment, civil
rights, consumer and financial organizations, and such representatives
of agencfies or other persons as the Fund may determine.

(Q} REPORTS.~Within 270 days after the date of epactment of this
Act, the Fund shall report to the President its initial findings and
recommendations regarding the matters set forth in subparagraph (A).
Thereafter, the Fund shall report its findings and recommendations to
the President with the annual report required by paragraph (b)(1).

(3) INVESTMENT, GOVERNANCE, AND ROLE OF FUND.~—SIiX years

foliowing the date of enactment of this Act, the Fund, in accordance with the
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procedures df:é{:ribed in paragraphs (2)(A) and (B), shall conduct a study
evaluating the structure, governance, and performance of the Fund. The study
shall be submitted to the President. Such study shall include an evaluation of
the overall performance of the Fund in meeting the purposes of this Act and
any recommendations of the Fund for restructuring the Board, altering
procedures under which the Fund is governed, the future role of the Fund in

addressing community development, and the ability of the Fund to become a

private, se}f«sﬁ:staiﬁiﬁg entity capable of fulfilling the purposes of this Act.

{c) EXAMINATION AND AUDIT.—The financial statements of the Fund shall be
audited in accordance with section 9105 of title 31, United States Code, except that
audits required by section 9105(a) of that title shall be performed annually.

SEC. 11, INVESTMENT OF RECEIPTS AND PROCEEDS.

Any dividends on equity investments and proceeds from the disposition of
investments, deposits, or membership shares that are received by the Fund as a result
of assistance provided pursuant to section 7 of this Act shall be deposited and
aceredited to an account of the Fund established to carry out the authorized purposes
of this Act. Upon request of the Chief Executive Officer, the Secretary of the
Treasury shall invest.amounts depositéd in such account in public debt securities with
maturities suitable za:; the needs of the Fund, as determined by the Chief Executive
Officer, and bearing interest at rates determined by the Secretary of the Treasury,
taking into consideration current market yields on outstanding marketable obligations
of the United States of comparable maturities. Amounts deposited into the account
and interest earned on such amounts pursuant to this section shall be available to the

Fund until expended.
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SEC. 12, AUTHORIZATION OF APPROPRIATIONS.

(a) IN GENERAL.—There are authorized to be appropriated to the Fund, to
remain available until expended, $60,000,000 for fiscal year 1994, $104,000,000 for
fiscal year 1995, $107,000,000 for fiscal year 1996, and $111,000,000 for fiscal year
1997, or such greater sums as may be appropriated, to carry out the purposes of the
Act.

(b) ADMINISTRATIVE EXPENSES.—The Fund may set aside up to $10,000,000
each fiscal year to pay administrative costs and expenses.

SEC. 13. CONFORMING AMENDMENT.

Section 8E(a)(2) of the Inspcct'or General Act of 1978 (5 U.S.C. app. 3 §
8E(a)(2)) is amendel,d by inserting "the Community Development Banking and
Financial Institutions Fund,"” immediately following "the Commodity Futures Trading

Commission,"”.



COMMUNITY DEVELOPMENT BANKING AND PINARCIAL
INBTITUTIONE ACT OF 1993

| SRCTION-BY-BPCTION ANALYSIH

Bection 1. Short Title

The Act may be cited as the "Community Development Banking
and Financial Institutions Act of 1993".

gsction 2. Pindings aund Purpose

Many of the Nation’s urban areas, rural areas and Indian
reservations face critical social and economic problems. The
restoration and maintenance ¢f the economies of these communities
will reguire coordinated strategies t¢ promote long-term economic
and social viability. In many urban and rural communities, low-
and moderate~income neighborhoods, and on Indian reservations,
there is a shortage of capital and credit foxr business and
affordable housing. Access to capital and credit is essentisl to
enable individuals and communities to become self-gufficient.
Community development financial institutioens, such as micro-
enterprise loan funds, community development credii unions,
comnmunity development corporations and community dsvelopment
banks have proven their ability to identify and respond to
community needs for capital, credit and development services in
the absence of, or as a complement to, services provided by other
ienders.

The purpose of the Act is to create a Community Development
Banking and Financial Institutions Fund that will support a
progranm of investpent in and assistance to community development
financial institutions.

Esotion 3. ;batizitions

The Act contains definitions of terms, including a
definition of "community development financial ingtitution.* A
community development financial institution includes any bank,
savings association, depository institution holding company,
credit union, micro-enterprise loan fund, community development
corporation, community development revolving loan fund and any
minority-owned or other depository institution that (i) has as
its primary mwisgion the provieion of capital, oredit or
development services in investment areas or to populations that
are low~income or disadvantaged and underserved by eaxisting
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financial institutions, and {ii)} encourages, through
representation on ite governing board or otherwise, the input of
residents in the investument area or the targeted population. The
term "invesiment area® means an identifiable community that
meets oriteria of distress as determined by the Fund, or is
designated as an empoverment zone or enterprise community under
sgction 1381 of the Internal Revenue Code of 1886,

Bection 4. PEstablishment of Natlonal Pund for Community
Developmant Banking

This section provides for the establishment of a body
corporate known ss the Community Development Banking and
Financial Institutions Fund (the "Fund"). The Fund will be
managed by a nine-member Board of Directors (the "Board”). The
secretary of Agriculture, the Secretary of Conmmerce, the
Secretary of Housing and Urban Development, the Secretary of the
Treasury and the Adminjetrator of the Small Business
Administration, or their designees will serve as menbers of the
Board. (A designee must be an official from the same agency who
has been appointed by the Prasident with the advice and consent
of the Senate.) The remaining four members will be private
citizens appointed by the President and confirmed by the Senate.
These individuals must collectively represent community groups,
have expartise in the sctivities and operations of insured
depository institutions, and have expertise in community
development and Jending. The appointed members will serve for a
term of four years, except that the initial terms of two of the
appointed members will be five years. The President will appoint
a chairperson from apong the appointed members and & vicew
chairperson from among the members of the Board. Both the
chairperson and the vice-chairperson will serve in those offices
for terms of two years.

The members of the Board that are otherwise employees of the
United States will receive no additional compensation for service
on the Board, but will be reimbursed by the Fund for travel, per
diem, and other necessary expenses Incurred in the performance of
their duties. 'The appointed members will be compensated at a
rate equivalent to the daily rate for a position under Level IV
of the Executive Schedule. The appointed membereg may also be
reimbursed for travel, per diem, and other necessary expenses.

The Board is reguired to hold mestings at lesast quarterly.
Other meetings of the Board may be held on the call of the
chairperson or at the written reguest of at Jeast three Board
members. A majority of the members of the Board in office will
ceonstitute a guorum.

The Board must appeint a Chief Executive Officer, a Chief
Financial O0fficer and an Inspector General. The Chief Executive
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Officer will be responsible for the management ©f the Fund and
such other duties as the Board deems appropriate, The Board may
fix the compensation of the Chief Executive Officer, the Chief
Financial Officer, and up to three other officers of the Fund
without regard to chapter 51 and subchapter III of chapter 53 of
title 5 of the United States Code, except that the compensation
for the Chief Executive Officer may not exceed the rate of pay
for & position under Level I1 of the Executive Schedule and the
rate of pay for the four remaining officars may not exceed the
rate for a position under lLevel IV of the Executive Schedule.
All other employees of the Fund will be conmpensated pursuant to
the provisions of title §,

Section 4 enumerates the general powers of the Fund, which
include the power to sue and be sued in its corporate name and to
enter into and perform agreements. The Fund is also authorized
to utilize the services of personnel of any other agency on a
yeinbursable or non~reimbursable basis with that agency’s
consent. The Fund may not ilssue stock, bends, debentures, notes
oy other securities. The liakility of the Fund and of the United
States with respect to an investment in a community development
financial institution isg limited to the amount of the investment.

The Fund will be a wholly-owned Government corporation and
will be treated as an agency of the United States unless provided
otherwise by the Act.

gnction 5. fnppliaationu for Asaistancs

This section requires the Board to publish regulations
regarding procedures and forms for applications for assistance
from the Fund not later than 210 days after enagtment of the Act.
In order to be eligible as a threshold matter to apply for
assistance from the Fund, an applicant pust: (1) demonstrate to
the satisfaction of the Board that the applicant is, or will be,
a commanity development financial institution; (ii) demonstrate
that the applicant will serve what is defined in the Act as a
targeted population or an investment area; (iil) demonstrate, if
the applicant previocusly has received assistance from the Fund,
that the applicant has been successful in carrying out the
purposes of the Act, that the applicant is, or is about to
become, an entity that is not dependent upon assigtance from the
¥und for continued viability, and that the applicant will expand
its services; (iv) demonstrate, if the applicant is a community
development financial institution with existing operations, a
record of success in serving investment areas or targeted
populations; (v) include with its application & comprehensive
strategic plan which contains required elements that will
demonstrate the applicant’s commitment to serving community
development needs and to becoming a community development
financial institution that will not be dependent upon assistance

!



from the Fund for continued viability; {vi) include with its
application a statement of the applicant’s likely source of
private funds to meet any matching regquirement under section 7(d)
of the Act; and {vii} include with its application any other
information reguired by the Board,

i

This section also reguires the Pund to conduct a pre-
application outreach program that will identify and provide
information to potential applicants and will increase the
capacity of potential applicants to meet the application and
other requirements of the Act,

gaction 6. #alamtion of Institutions

This section requires the Beoard, in its discretion, to
selact applications submitted under gection 5 and to award
assistance from the Fund., In mpaking its selections, the Board is
reqgquired to evaluate applications bassed on selection criteria.
The selection criteris are designed to ensure that applicants
with the most promise for fulfilling the purposes of the Act are
awarded assistance. In addition to the selection criteria, the
Beard is permitted to consider any other factors it deems
appropriate when evaluating applications,

The Board is required to publish requlations regarding the
selection criteria not later than 210 days after enactment of the
Act. :

. 8scticn 7. 2Assistance Provided by the Fund

This section permits the Fund to provide financial
assistance to gualified community development financial
institutions in the form of equity investments, loans, deposits,
menbership shares:and grants. The Fund may also provide
technical assistance, including training, and grants for
technical assistance to gualified community development financial
institutions., The allocation of awards between insured and
uninsured community development financial institutions is in the
discretion of the Board, preovided that due consideration is given
to the allocation of funds for the establishment of insured
community development financial institutions,

This section also requires equity investments held by the
Fund to be in the form of transferable, nonvoting investments.
Such equity investments may provide for convertiblity to veting
stock upon disposition of the interest by the Fund. The Fund is
directed to structure its investments in such a manner that it
will not own more than 30 percent of the eguity of an institution
and will not contrel the operations of the institution. The Fund
will be deemed not to control any institution receiving financial
assistance for purposes of applicable laws.

i
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Assisted institutions may use funds provided under the Act
to develop or support commercial and community facilities that
enhance revitalization and job creation, business creation and
expansion efforts, the provision of basic financial services to
low-income persons, the provision of development services,
homeownership opportunities that are affordable to low-income
persons, rental housing that is affordable to low-income persons
and other activities that are deemed appropriate by the Fund.

The Fund may provide up to $5 million of assistance per
application to any one qualified insured community development
financial institution and up to $2 million per application to any
other qualified community development financial institution.

This section requires all qualified insured community
development financial institutions receiving assistance to match
the assistance with at least one dollar from private sources for
each dollar provided by the Fund, except that an insured
community development financial institution will not be required
to match technical assistance provided by the Fund or grants for
technical assistance. 1In addition, applicants for assistance in
the form of deposits or membership shares in an amount of
$100,000 or less will not be subject to any matching requirement.
A match will be required for all types of assistance provided to
other community development financial institutions, and the
amount and form of the match will be in the discretion of the
Board. The Board, however, may not require that technical
assistance or grants for technical assistance to community
development financial institutions be matched. The Fund may not
provide any assistance except technical assistance until legally
enforceable commitments for the entire required match have been
secured.

The Fund is required to provide assistance in such forms and
subject to such restrictions that will assure, among other
things, that assistance from the Fund is used in a manner
consistent with the purposes of the Act and that institutions not
federally regulated are financially and managerially sound.
Before providing rassistance to an insured community development
financial institution, the Board is directed to consult with the
appropriate Federal banking agency. The Board is required to
impose negotiated performance goals on qualified community
development financial institutions receiving assistance based on
the strategic plan submitted in the institution’s application.
Institutions receiving assistance are required to submit an
annual report to the Fund and the Fund is required to review the
performance of the institutions. The assistance agreement is
required to include specific sanctions available to the Board in
the event that an assisted institution does not comply with the
purposes of the Act or the terms of the agreement. These
sanctions may include revocation of approval of the application,
termination or reduction of future assistance, changing
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performpance gaalé or elements of the institution’s strategic
plan, and requiring repayment of assistance,

This section also permits the Board to sell its investments
at any time and permits the Board to retain the power to continue
te enforce any limitations placed on the assistance.

This section' alse clarifies that the Act does not affect the
authority of any Federal banking requlator to supervise and
regulate an insured community development financial institution.

gection 8. Encouragament of Private Entities

The Beard mpay cause to be incorporated, or encourage ,
incorporation of, private non-profit and for-profit corporations
that will conplement the activities of the Fund in carrying out
the purposes of the Act. The purposes of the private entities
will be limited to investing in and assisting community
developgpent finangial institutions. .

H

Baction 9. Clearingbouse PFunction
H

The Fund is reguired by this section to establish and
maintain an information clearinghouse that will assist in
creating, developing and expanding comnmunity development
financial institutions.

Baction 10. Recordkeeping, Reports, and Audits

This section requires qualified community development
financial institutions receiving assistance to maintain all
records necessary for ensuring compliance with the Act. The FPund
will have access to all books and records of such institutions
for the purposes of determining compliance with the Act.

The Fund is required to submit a report annually to the
President evaluating the activities of the Fund. The report is
tc be submitted not later than 120 days after the end of the
fiscal year of the Fund. In addition, the Board is required to
conduct, or cause to be conducted, an ongoing study of the most
effective and financially sound pelicies for community
development. In the conduct of the ongoing study, the Board is
reguired to consult, or cause consultation, with the Federal
banking regulators and other agencies, as well as community
reinvestment, «ivil rights, consumer and financial organizations.
An initial report on the ongoing study must be submitted to the
Precigdent within 270 days of the date of enactment of the Act.

This section .also regquires the Board to conduct an

|
1
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additional study separate from the annual report and the ongeing
study six years after enactment of the Act. This study wiil
evaluate the structure, governance and performance of the Fund
and will contain the Board’s recommendations for changes in the
uperations of the Fund.

The Pund will be audited annually in accordance with the
provisions of the Government Corporation Control Act,

gection 11. Investment of Receipts and Proceeds

This section providee that dividends on equity investments
and proceeds from the disposition of investmente, deposits, or
membership shares will be deposgited in an account established to
carry out the authorized purposes of the Act. Upon reguest of
the Chief Executive COfficer of the Fund, the funds in the account
will be invested in public debt securities that bear interest at
a rate determined hy the Secretary of the Treasury. The account
will be available for use by the Fund in carrying out the
purposes of the Act until the funds are expanded.

Section 12. Authorigation of Appropriations

This section authorizes appropriations to the Fund, to
remain available until expended, $60 million for fiscal year
1994, $104 million for fiscal yvear 19385, $107 million for fiscal
year 1996, and 5113 million for fiscal year 188$7, or such greater
sums &5 may be appropriated, to earry out the yarpoaes of the
Act,

The Fund is permitted to set aside up to $10 million per
year for administrative costs and expenses,
gection 13. cantorminq Amandmants

This section adds the Fund to the list of entities subject
to the Inspector Ganaral Act of 1978.



OMB QUESTIONS AND ANBWERS

udaet /Fu 5
1} Level of Fundibg

Q: The proposed level of funding ($60 million in FY¥94 and about
' $100 million each year after) is relatively small. Why is
the funding level so low if this program is supposed to
represent such a big commitment by the Administration?

Az There are several reasons. First, this is only one part of
ouy comprehensive initiative for distressed communities -
empowerment zones and community pelicing are also key.
Second, community development financial institutions are
relatively new organizations and there is still a 1ot of
gaxperimenting going on. Providing information, as well as
technical assistance and training, can be as critical in
promoting the crestion of institutions as new funds.
Finally, the impact of funds provided to institutions will
be multiplied as they are lent to businesses and
individuals.

2) Creation cf a New Agenoy

iven the limited funds, deoes it make sense to establish a
new government agency? Isn’t the $10 million set aside for
administrative ¢osts a lot, especially in the first vear
when ¢nly $60 million total will be availablae? That’s over
18% of the funds for administrative cests,

©

A Although there are some start-up costs associated with
having an independgent agency, it is imperative that this
pragrax not be overshadowed or buried in the existing
prograns and missions at EUD, Treasury, Commerce, Ay, and
SBA. Although the expertise of these agenciess is essential,
we felt it wag critical that this new program work from a
clean slate. As an independent entity, the program can be
run in the business~like fashion that is imperative for
inplemsnting public-private ventures. The 510 million set
aside for administrative costs is a ceiling and we believe
the fund will be able to do with less.

3) Bffect of the Progran

@ Is the £382 million vou have budgeted enough to fulfill your
goal of creating 100 new comnpunity development banks?

A: The $382 million should be enough to provide substantial
assistance to at least 100 financial institutions. As you
knew, this program will fund 2 range of institutions types
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requaesting funding. However, organizations currently active
in community lending have repeatedly emphasized that the
program must be fiexible to accommodate the very diverse
needs and circumstances of communities. How will you keep
the program from becoming rigid and bureaucratic?

The minimum reguirements and selection c¢riteria are really
guite minimal -- they ensure that the applicant s commitited
to development lending and has the skills and business plan
to do it. The progranm is still very flexible, The whole
vange of community developpent financial institutions «- new
vr existing, loan funds, banks, or credit vunions -« will be
able to apply for whatever type of funding best suits their
needs, be 1t grants, equity investments, leans, or technical
assistance.

Authority to Create Private Entities

What exactly do you envision under the clause which gives
the Fund the authority to create private entities?

We believe that many financial institutions, foundations,
anéd other organizations are interested in contributing
expertise and funding to America‘s distressed communities.
Lean congortia and other investment groups are examples of
ways that these parties can get together and have an impact
on a community. We believe leadership and inspiration from
the Fund may be just the extra spark needed to get more of
these types of groups formed.

Preference for Depository Institutions

Why do you give a preference to depository institutions?

The obijective of this program is to get credit and financial
services flowing in distressed areas. While non~depository

©institutions such as revelving loan funds and CDCs are

essential for economic growth, depesitery institutions can
have a much greater inpact on the community. Depository
institutions take in deposits and lend out their funds at a
rate of about 8 times thely capital base. That means for
every dollar we put in a depositeory institution, the impact
on the comminity can be up to 8§ times as great as a dollar
of funding for a non-depository institution. Again, we
strongly support the many comnunity developnent
organizations working hard in distressed communities.
However, given the limited funding we have avallable, we
felt it was crucial to emphasize the institutions that could
have the greatest impact.



including banks, ¢redit unions, revolving loan funds, and
other community development lenders. While we recognize the
importance of community development banks, they may not meet
gvery community’s needs. The program is designed to be
flexible so that we can help communities mpeet thelr unique
nepds ., :

{Depository institutions are eligible for up to $5 million
and non-depositories can get up to $2 million., We could
fund up to 68 depositories or 171 non-depositories, or any
combination there-of.)

How long will it take to create 100 new institutions?

That depends on the nature of the institutions funded. We
will provide the funds gver four years. Experience ghows it
takes a long time to create successful community development
organizations, particularly gdepository institutions, but I
believe there is a strony demand out there. My word to
Congress in transmitting this is, the sooner we start, the
better!

4) Funding Prospects

Q:

The $60 million requested for FY84 was not included in the
House appropriations bill., Do you expect the Senate to
appropriate the funds? Will this program get off the ground
in 18947

{Heed info)

Specific Progranilssues
§

81 Types of Institutions Receliving Funding

Qe

Will Citibank or Bank of America be esligible to receive
funding? Whnat about a subsidiary? Could they receive
technical assistance?

Bank holding companies and their subsidiaries will only be
eligikle if the entire holding company meets the criteria of
a2 community development financial institution, If Citibank
or Bank of America change their charters and becone
gedicated development institutiens like South Shore Bank in
Chicago, then certainly they would be eligible. But as they
are now, no, they would not be eligible for funding. (I
don’t think they could receive technical assistance either)

6) Flexibility

Q:

i
The proposal includes extensive "minimum reguirements" and
"selection criteria" which must be met by institutions .



9) Eguity Positions by the Federal Governnent

Your proposal will have the Federal Government holding
equity positions in institutions that are also federally
insured. Doesn’t this present a conflict of interest
problen?

i
First, the Fund will hold only non-voting shares. The
Fund’s main concern will be ensuring that the institution
meets the community development lending criteria established
in the Act. The Federal regulators, of course, will do
thelr dob to ensure safety and soundness. JXf we have a
situation where an institution has fimancial difficulties,
the yvegulators will do thelr job, and safety and soundness
will take precedence.

106} Creating New Entities

g

il)

Thousands of banks and thrifts have been sither closed oy
merged over the last few years, often at the expense of the
taxpaver. ¥hy is the Federal Government now proposing a
plan that will ¢reate ney banks at the taxpavers’ expense?

This program 1s designed €o be demand driven., Creating
"new” institutions may mean converting existing banks into
focused community development banks, like in the casge of
Scuth Shore Bank of Chicage., If a distressed ¢ommunity
currently isn’t being served by a financial institution,
however, we would support a2 new institutien. We want to do
what it takes to get financial services to those arsas that
are currently without them.

4

CRA Issues

Khat is the time frame for and substantive content of the
CRA regulatory changes you have mentioned recently?

[need more informstion)

Aren’t these community development banks just doing what
avaryy hank cught to be doing to meet its CRA requirements
anyway? |

Institutions which recelve funding will ke doing much more
than just mesting their CRA obligation., The primary purpose
af these institutions will be community development lending.
We want veciplients to become leaders of the industry with
innovative teoels and expertise in community development.

For example, we envision that most recipients will have both
a lending operation, such as a bank oy & loan fund, and
affiliates that provide a variety of important services to
the community. 7The additional services provided by



affiliates, such as affordable housing development, business
incubators and job training programs, are the key components
that separate "development lending" fron regular lending.

Will existing depository institutions get CRA credit or
safeharbor~status for participating in this program oy
contributing 1o one of the newly created institutions?

This is neot 2z substitute for the obligation that banks and
thrifts have under CRA. [I think they might get sone
partial credit...need more info.]

12) Bank Ent@rpri#e Act Issues

Q:

A

Why doesn’t your propesal utilize the Bank Enterprise Act
{BEA}? The BEA would provide an incentive (reduced deposit
insurance preniuns] for all institutions %o do business in
distressed neighborhoods,

!

13} Federsal Home Loan Bank System

o

¥hy isn’t the Federal Home Loan Bank System included in your
proposal? The Systen seens 1ike & natural fit for community
davelopment lending.

A3 you may kKnow, there are a2 number of congressionally~
mandated studies about to be completed which evaluate the
Federal Home Loan Bank System. We are locking forward to
reviewing the studies and assessing where to go from here.
But we felt it would be premature to begin changing the
responsikilities of the Syster before the studies are
completed. I am very open to copsidering including the
System in this initiative, but not until we have had a
chance to consider the System as it currently stands,
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Question: Why do you believe it is necessary to sstablish an
independent agency to administer the community
development banking program?

1

Answer: The economic revitalization of distressed communities
is sufficiently important to deserve a separate,
dedicated effort at the federal level. The new mwethods
and institutions regquired for comnunity developument
will be best supported by an independent, innovative
agency that itself has the direct input of individuals
faniliar with the needs of distressed communities. The
Community Development Banking and Financial
Institutions Fund (Fund) will have a significant
proportion of its Board drawn directly from those
intimately Knowledgeable about the problens to be
addressed; and as an independent entity the Fund will
be much wmore able to serve as an institutional voice
and foval point for the concerns of distressed
communities.

O\»\[S"’“s 1t Wm’



Question:

Answer:

§

H

How long & time will be reguired efore the Conmmunity
Development Banking and Pinancial Institutions Pund
{Fund} can be up and operating?

For a number of reasons, we believe the Pund will be up
and operating well inside of six months. For one

" thing, the goverrnment members of the Board are

available and able to undertake start-up operations
right from the date of enactment, so that any delays in
naming private Board mewbers need not delay the
initiation of Pund activities. Also, the Fund is
authorized to utilize the serxvices of the personnel of
any federal agency and it can be expected that a number
of such skilled individuals immediately will be made
available to assist the Fund in its start-up stage,
even as the Fund is building its own staff. Finally,
the legislation calls for the promulgation of
procedures and standards for applications for
assistance within 210 days of enactment, which
effectively reguires the Fund to be a fully coperating
entity in short order.

e .



Guestion:

Answer:

Eow much of the Pund's appropriation do you expect to
be consumed ir adninistrative costs and axpanses?

The legislation permits the Fund to set aside up to %10
million per vear for administrative costs and expenses.
As a result, the administrative burden will not exceed
approximately 10 percent of the total funding to be
appropriated through F 1897,

The lean staffing contemplated for the Fund will be .
erucial to &fforts to ensure that the maxinun amount
possible oI the appropriated funds is used for
programmatic assistance. Alss, 1t is entirely possible
that the Fund could be housed in ¢one of the existing
federal agencies, which would tend to reduce certain
administrative costs from what might otherwise be
prejected,

The Fund's ability to utilize the resources of the
Secretaries of depariments with seats on the Board will
also prove vital to effoerts to reduce costs and
increase efficiency.



Quastion: Wen't your OB program meraly set up a two-tier banking
system, leaving the gresstest risks with federally~-
supported Coris while permitting mainstrean lenders to
continue to avoid serviang distressed cvommunities?

Answer: This Act dees not have the intention or the practical
effsct of creating a two-tier banking system. Rather,
the primary purpose, and the practical effect, of the
CDB progranm will be to move us in the opposite
directicn, that is, o narrow or close the current
financial services ®gap" by facilitating the access to
credit and capital so desperately needed in
economically distressed areas and by econonically
distressed populations. Moreover, a major goal of the
program is to strengthen CDFIs to the extent that they
become selfe-sustaining institutions, that is, they
develop the long-term private sources of capital and
funding that will effectively move them into the
"mainstrean.¥

In addition, the Administration is undertaking a
performance~based- CRA initiative that is intended to
ensure .that traditional lenders are fully meeting their
cormunity lending obligations, This initiative cught
to result in the provision of more financial services
from existing mainstreanm institutions to distressed
communities.
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Question: What safeguards mre contained in the bill to sasure

Answer:

. that assistance to CDFIs that are not fedsrally

regulated is awarded to sound erganisations and is used
for the purpoeses of the Act?

The bill contains pany safeguards to ensure that CDFIs
that are not otherwise federally regulated sre sound
and will use assistance consistent with the purposes of
the Act, First, & non-regulated CDFI will have to meet
the minisunm application criteria which are designed
specifically to weed ocut organizations that do not have
legitinmate plans and a demonstrated ability to carry on
activities consistent with the purposes of the Act,
Second, the Act contains a specific list of the
purposes for which an assisted institution may use
financial assistance received from the Fund. In
addition, the Fund is directed to award assistance on
terns and conditions that will assure that a non-
reguiated CDFI is financially and managerially sound.
These terms and conditions must be spelled out in an
assistance agresment between the Fund and the
institution. The Fund is not permitted to disburse
financial assistance unless an institution has secured
legally enforceable commitments for the entire required
match, which further ensures that only legitimate
organizations will receive money from the Fund. The
Fund also will conduct yearly revisws of institutions
receiving assistance from the Fund, which will enable
the Fund to monitor the activities of asgsisted
institutions. Finally, the bill reguires the Fund to
specify sanctions for non-compliance with the Act in
the assistance agreenent. These sanctions could
include requiring the assisted institution to repay
assistance to the Fund.
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USDA questions and gnswers for CDF! ang CRA

—————

1.

With the emphasis in the iagislation for insured community deveiopment

financial institutions, doasn’t the bill discriminats against rural areas? For instance,
there are sxamnples of existing urban insured development institutions, such as the
South Shore Bank in Chicage and the Community Capita!l Bank of Brookiyn, New

York.

argas,

2.

Howeaver, there are few axamples of insured deveiopment ingtitutions in rural

This legisiation was draftad, in part, to ancourage the creation of insured
financial instingtions acress the country. Recogrizing the difficulty in creating
insured institutions, the legisiation proviges grants and technical assistance 1o
faciiilate their creation,

s trug that 1!%9 mgjority of insured CDFIs in existence are iotated in urban
greas, however, there are examples of such ingtitutions in rural greas, such as
in my home state of Arkansas with the Southern Deveiopment Bank
Caorporgtion loeated in Arkadelphia,

Cne point that | would tike fo emphasize is that this propesal is not intended
scigly for the creation of insured COFIs. it is the intent of this legisiation o
fosier the creations and suppont of Community Developmernt Corporations,
Micro-Enterprise Loan Funds and other development antities. We must
rscognize that community development requires the flexibilty to create entities
that will work efficiently in differing environment.

Tre mode! for CDFis being touted is the South Shore Bark in Chicago whuch is

based on urban neighborhood revitalization. In rural areas, a neighbor could be as
much as & miles away. How does this legisiation take into account the vastly differing
needs of rural and whan communities?

This legislation is sensitive 10 both the concerns facing distressed rural
communities and those facing arban communities and allows for flexible
periormance standards ang capm quire that take into consideration the
differing developmant strategies.

In DOth rural and urban areas, distressed communitios are suffering from the
flight of pacple and dollars. The solutions to this Bight vary with the diferent
{:irc;umsiance;s.

i
The differing effact of bousing on economic revitalization lustrates the need {0
adiust for the distingtive featurss of rural and urban areas. In distressed urban
communitias, high quality, affordable housing is often a central component in
spurring revitalizing wiban neighborhootis. We've seon the eflect of improved
housing across the gountry and right here on Pennsyivania Avenue.
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in rural communities, however, improving the existing housing stock is less
effactive for economic revitalization., Wrthout increasing job opportuntties, with
good wages, distressed rural areas will not retain their skilied residents and wil
eontinue in their economic decline.

3 Will the availability of capital through CDFig be sufficient t©© entice businesses (o
gdevelop or iogate in rural areas?

The first point is that wa acknowladge the important role that existing small town
bankers play in funding business developmant. Small town and rural
community bankers have a proud history of playing an active role in the
development of their communities. We must also acknowledge, however, that
there is an understandable reluciance on the part of many in the banking
industry to make ioans available in rural areas and that many bankers lack the
technigal knowiedge 1o providge bans to start-up companies. This legistation will
provide boilt the unmet need for capital and the technical know-how o make

oans 1o new companies.

i
b

4. Development of urban areas has the advantags of benefiting from existing
service infrastrusture, such as banking, education, health care facilities, and public
transponation. 'How does the proposal resolve the lack of these resources in rural

areag? :

The CDF! legisltation is one part of a larger economic strategy of empowsring
individuals ang communities 10 use available resources for their economic
revitalization, A central component of the Fund is #s role as 2 clearinghouse of
technical know-how anc funding resources as well as existing Fedsral programs
that may combine o create similar benefits as exist in urban areas. One
exarnpie is the medical fink and distance learning program at the Department of
Agriculture. Such types of Federal programs will be promoted through the
clearinghouse function of the Fund.



DRAFT

[July 7, 1993 4:30pm]

Questions and Answers on CRA Reform

1. What are you really proposing here? [ dor’t see a corerete CRA reform proposal, 1
see a directive to develop a proposal. Where's the beef?

The letter 1 have sent to the bank regulators directs them to develop and implement 4
CRA reform that, by increasing the level of objectivity in CRA enforcement, accomplishes
two specific goals: more performance, jess paperwork. Achieving these goals will directly
benefi thousands of urban and rural communmities through the creation of new and more
affordable housing. new and expanded businesses, and new jobs. And it will benefit
thousands of banks by reducing regulatory compliance costs, making CRA ratings and
evaluations more consistent and more objective, and reducing the enormous amount of
frustration that bankers now harbor toward the Community Reinvestment Act and its
implementation by the bank regulatory agencies.

2, Can the problems with CRA be solved through regulatory actions? Won't legislation
be reguired 1o tackle these problems seriousiy?

Anvbody who thinks we need legislation © reform the CRA ought 1o take a look at
the statuie itself. It is extremely broad. It gives the regulatory agencies vast discretion over-
how they enforce the Act, what types of activities banks receive CRA credit for, what types
of documentation banks have 10 maintain, and so on.

3. Mon bavkers believe that banks receiving "Owsstanding” CRA rarings should enjoy a
safe hurbor from CRA protests for a period of time. Do vou agree? Will the Administragion
creaie a CRA safe harbor through its reform initiarive?

When vou think about it, the fact that an outstanding rating confers little protection on
the banks that receive it reflects poorly on the entire rating system. Right now, an
Ouistanding rating might reflect actual performance, or it might not. Nobody can take it for
granted that the rating really corresponds to actual activities. The rating has very linje
credibility, We want 10 make CRA ratings more credible. When we have done that - when
an Ouistanding rating really means outstanding performance, snd everybody has confidence
in that fact - the need for a safe harbor may no longer exist.

4, Whar does the Administration estimate will be the effect of its CRA reform im’ﬁM?
Whar are we looking ar. dollar-wise, in terms of new lending, new jobs, new services, and so
on?

There is no way (o pinpoint the impsact of the CRA reform effort. But if you want 1o
get a sense of how important this area is, take a look at how much activity the CRA aiready



promotes. In recem years, banks and community groups across America have reached
community reinvestment agreements cailing for tens of billions of dollars in new lending 1o
fow- and moderate-income neighborhoods and families, small businesses, and small farms.
Even taking into account the fact that some of :zzesc agrccmmzs have becxz more succcssf&i
zhan mhcrs z?za fam rﬂmams that the ¢ ACt IHAY §

NI i berseve our r&fomz efforz wzii makc the CRAa,n even more :mpormnz force in the
housing and urban development area, while simultansously making it clearer 1o banks what
they must do 10 comply with the Act.

s Wili bars be able to satisfy their CRA obligations by investing in community
development banks?

Cerainly, but only up to a point. Even under the current CRA enforcement sysiem,
banks ¢an get CRA credit for investing in community development organizations of vatious
kinds, T see no reason why the reform effort should change that. On the other hand, if the
question is whether a bank could just write 2 check (o a comupunity development financial
institution and thereby meet its CRA obligation completely, the answer is no. The CRA
requires banks 10 be involved with their communities. In virtually all cases, a bank that
conducied 115 comumunicy reinvestment activity exclusivaly through the intermediary of g
CDFI would probably not be operating within the spirit of the CRA. Moreover, the goal of
the CDF] initiative 15 w increase community development activity, not just change the form
of existing CRA activity., So while there's ¢learly a role for CRA in the CDFI scheme, it's a
limited role.

6. Win: didn't you ger these CRA changes wderwery soomer? Three months ago, there
Were press reports suggesting you had an extensive reform plan already prepared  Have you
sheived ther plan — or 'tre you simply holding off on its release wnril you can ger the
conmnain groups and the bavks to buy into it7

During my campaign, I pledged to substituie performance for paperwork mn the
enforcement of the Community Reinvestment Act. At the outset of my Administration. we
formed a2 White House task force, joinily led by the Nationa! Economic Councll snd the
Domestic Policy Council, to look hard at ways 10 increase investment in low- and moderate-
income communities. A subgroup of that task force looked briefly at the question of CRA
reform. They met, they talked, they generated some ideas, but mostly what they did was
plan a process for carrying out my campaign pledge. That process begins with today's
announcement.

7. Cwrently, something like 80% of all banks get CRA ratings of satisfactory or better.
Dioesn't this make a sham owt of the Act? Will this reform effort change that?

Qur goal is not.to increase or decrease the number of banks gefting any particular
rating. but simply to make sure that CRA ratings accurately track actual reinvesiment
activities. nol just paperwork. As for whether the current ratings make a sham out of the
Act. it's hard 10 tel). The ratings don’t mean very much. I'm sure many of the banks

I3
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geting pood ratings deserve them. I'm sure some banks that get bad ratings deserve bea:r
ratings. And I'm sure that some banks should be rated less well thay they are. 1 hope that
after we have reformed the CRA enforcement system, and our reforms have had 2 chance 10
work for a while, that '@/ our banks wil! get outstanding CRA ratings -- not because the
enforeement system is a sham, but because the indusiry does a great job of meeting the needs
of America’s communities.

3
8. How can you trust the regulators 1o come up with a CRA enforcement system that's
an good when reguz’amrs came up with the system we have now?

Sirce the enactmem of the CRA in 1977, we have all - regulators, ﬁnancxa!
instinnions, and community groups alike - learned 7 lot about comunumity reinvestment, what
works and what doesn't. I think we can count on our regulators t¢ do a better job this time
around because they know more about the subjser, and they know firsthand the shortcomings
of the current approach to CRA enforcement. Moreover, I'm not asking the regulators to
take on this project in‘a vacuum. | am asking them 1o work closely with the many
community groups and banks that have both extensive experience in community reinvestment
and 2 strong interest in seeing the reform job done right,

9. s it fair to impose CRA requiremenzs on banks and thrifis alone? Why don't other
fimancial services providers - like inswraree companies, finance comparies, and muticd funds
- hove 10 comply with the CRA? Wil your Administration suppor? extending the CRA fo
non-bank finameial services providers?

]

Plainly, the current system 15 inequitable in some respects. Banks and thrifts do face
heavier burdens in this area than do other financial services providers. But, on the other
hand. banks and thrifis enjoy cenain privileges — notably, federal deposit insurance and
access 1o the Federal Reserve discount window - that other financial services pmviﬁers do
not. So in some respects, it may not be so unfair 10 tmposc heavier burdens on banks in
rerurn for the privileges they enioy. My Administration is looking at what's fair in this ares,
but at this point T am not prepared either to support or oppose extending the CRA 1o other
types of financial services,

10, You sav you wapnt 10 muke the CRA rating system more objective, How are you going
10 do thar? Are you going to use some sort of point system? Are you plmz?g 10 set specific
frmvestmery rogets?

Making CRA ratings more obiective 15 a principle goal of this effort, and { am
determined 10 achieve that goal. The way 10 do it is 1o identify with some specificity the
types of activities that will receive CRA credit -+ just as examples, these might be activities
like lending for multi-family low- and moderate-income housing, lending 1o small and
minority businesses in distressed areas, or providing ¢redit counseling services 1o prospective
Jow-income borrowers -- and 10 focus the enforcement process on the extent to which banks
and thrifis engage in those activities.  As 10 how much CRA credit banks and thrifis might
receive for specific amounts of these activities, that is an issue for the regulators, in
eonsultation with the community groups and the banks, to decide over the next several



months. [ do think it is important 10 note, however, that a completely objective CRA rating
system would probably be oo inflexible (o take Into account the very real differences
between different fingncial institutions and different communities. So while 1 think we can
make CRA evaluations much more objective than they are today, T am not sure a totally
objective system would be appropriate or desirable.
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Gentlemen: ;i
i

The Community Reinvestment Act ("CRA"), enacted in 1977, requires banks and
thrifts 1o help meet the credit needs of the communities in which they do business. In recent
years, the statute has come to play an increasingly important role in making credit F
opportunities available to underserved commumities, both wrban and rural, across America.
America's banks, thrifts, community groups, and bank and thrift regulatory agencies can take
pride in the busincsses and housing they have created through the CRA. :

Despite its successes, 1 believe the CRA'S full potential remains unrealized. hs
implementation depends too much on documentation, not enough on actual performance. |
Under the guise of community reinvestment, we have actually encouraged the greatest |
investments in paperwork. These paperwork requirements aid neither our financial :
institutions nor our communities. Banks sightly complain about excessive paperwork and
mconsistent implementation of the law. Community groups rightly complain that their
communities remain unserved, and the CRA evaluations often fail to reflect actual community
reinvestment activities. IF

We can do better. By giving our banks and thrifts clearer guidance as to how thc
regulatory agencies will evaiuate CRA performancc, we can eliminate much meamngless
documentation and improve consistency in CRA enforcement. By focusing that guidance on
the provision of real investments and services, we can increase support to communities that

nead it ' :
H

H
CRA cvaluations cannot be totally objective. A system too inflexible to recognize the
real differcnces among the circumstances in which our banks and thrifis operate would poorly
serve both our financial system and our communitics. The system we have today leaves great
room for improvement ~~ improvement that would serve both communities and financial institutions.
1 :

t



Accordingly, I am writing to make three requests. First, I ask your agencies —— in
close consultation with the banking industry, the thrift industry, congressional leaders, and -
community groups across the country —— to work together to reform the CRA enforcement
system by developing new regulations and procedures that replace paperwork and uncertainty
with performance and objectivity. Second, I ask that you seck to completc this effort by |-

January 1, 1994. Finally, I ask that, in undertaking this effort, you work to promote 1|

consistency and even-handedness, improve public CRA performance evaluations, institute .
more effective sanctions against banks and thrifts with consistently poor performance, and,
most significantly, develop and set forth more objective, performance~based, CRA assessment
standards that reduce the compliance burden on financial institutions while stimulating '
improved CRA performance. The new standards might appropriately focus on three types of

community reinvestment activities:

. |

° Lending to low- and moderate-income individuals and '

neighborhoods, small businesses, and small farms; l

. |

. ' . '

° Investments in low~ and moderate~-income neighborhoods; ;

|

® Provision of banking services to residents of low- and t
moderate-income neighborhoods.

By refocusing the CRA enforcement system in this manner, | belicve we can redu
confusion and uncertainty in CRA evaluations, increase access to lending and banking
services, and recapture the true spirit and purpose of the Community Reinvestment Act.

e A _...9... - -

Sincerely,

William J. Clinton

[
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THE WHITE HOUSE

WASMINGTON

June 24, 1593

MEMORANDUM FOR David Gergen, Howard Paster, George
Stephanopoulos, Marcia Hale, Mark Gearan

FROM: WHruce Reed, Gene Sperling, Paul Dimond,
Paul Weinstein, Sheryll Cashin

SUBIECT: Presidential Announcement of the CDFI and CRA Injtiatives

H |

We recommend a Presidential announcement on a Community Development Bank
initiative and CRA reform by next week., ‘We are aware that there are problems with
announcing a new initiative, but we fecl that, on the whole, we have to move forward and
have a Presidential announcement next week. -

One, we feel the timing of the proposed hearings schedule makes a Presidential
announcement impérative if the President wants to be seen as moving forward with 4
proposal.

Two, the chcraf Reserve is a necessary player in CRA reform, and the Fed wz%i not
act without a clear Presidential directive. 3
!

Three, a public cvent would be helpful in rallying overall support nor only for the
proposal, but it would also show the President's support for a key agenda item of severa}
important House members prior to the Reconciliation conference. ;

Four, while this is a new initiative, it is a low-spending proposal with a strong free
enterprise and job creation focus; and both the CDFI initiative and CRA reform fit with the
President's basic cconomic message of freeing up more capital for private mvestmcnf

1
Finally, if the Senate passes reconciliation by Friday, next week we will not be in the
heart of the Congressional vote on Budget Reconciliation and may in fact have a week in
which we could use an coonanic event.



BACKGROUND:

{1) Senate Hearing: With Howard Paster's help, we are seeking to cooperate with the
request of Steve Harris, the Senate Banking Commitiee Staff Director, 10 schedule 2 hearing
before Chairman Riegle's Committee on our CDFI bill for uly 13. This is the only day the
Committee has available in July; and a hearing by mid-July is critical to gamer full
Committee support and to transmit the bili to the Senate floor in time to secure the requisite
appropriation, It is our understanding that the President will leave for the G-7 Summmit trip
during the July 4 Senate recess and that he will return on July 14, Therefore,
next week is the last window of opportunity we will have to send the bill up with a
Presidential announcement prior to Scnate Banking's July 13 hearing. ;

(2) CRA regulatory reform and the Federal Reserve: Gene Ludwig, the
Comptroller of the Currency, has been working with the three other bank regulators to get
them to agree to work on an effort to issuc new, performance-based Community
Reinvestment Act Regulations. Al of the regulators are in general agreement that we should
move to performance—based CRA. However, the Fed has made it clear that it will not move
forward with this undertaking unless the President specifically requests it. Their ratmnalc is
that they are an independent regulator and that they are reluctant to allow another mgulator,
the OCC, to take the Icad. A presidential statement asking the regulators to undertake this
effort is therefore required. ;

r

(3) The Timing of CRA Regulatory Reform: As a part of his overall stratcigy for a
two-stage process for community reinvestment, the President proposed as a first step (a)
comprehensive reform of CRA by regulation to stimulate "top-down” lending by rcgulamd
banks and thrifts in distressed communities and (b) a basic CDFI bill narrowly focussed on
establishing a publicly supported community reinvestment fund to stimulate addzizena! private
support for a nation-wide network of "bottom-up" CDFIs, This basic approach has received
wide support in the media, and we have worked hard to establish a broad consensus! of
support from community and consumer groups and from major banking interests, H@:}us&:
Consumer Credit Subcommittee Chair Joc Kennedy, who has long, but unsuz:z:as&fzziiy backed
reform of CRA by legislation has enthusiastically backed the President's initiative Zzggaggg i
will both lead to successful reform of CRA and bring the previously warring bazzkmg and
consumer/community groups to the same table. Both Gene Ludwig and Frank &wman agree
that we need to move forward now, lest we lose this coalition of support for CRA ch{}z‘m and
for our basic CDFI bill. The timing of our announcement has become particularly crz:zcal
because Representative Flake is now sceking to 6l the vacuum we have left by our {i{:iav in
announcing our initiative: Congressman Flake is proposing legislation to reform CRA
legislation, which has no chance of passage in the Senate this year. i

{4) Presidential Announcement: A public, "Rose Garden” variety event coj;cring
both the CDFI and CRA initiatives would be very helpful, if not imperative, both torour
legislative strategy for the CDFI initiative and regulatory reform of CRA. We have been

[

t
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working closely with chicf patrons of the CDFI concept in the House and Senate, and we feel
that having an cvent in which we can give them prominent public positioning will be an
important vehicle for solidifying key support for the bill. This strategy is particulatly needed
to reward Maxine Waters (a long~time proponent of CRA reform and a2 CDFI initiative) and

to solidify the commitment of Bobby Rush and of his 62 co~sponsors to work with us on
gaining passage of a major CDFI bill this year. ?
i
Such a public event would also present a great opportunity 1o catalyze supporters of
both initiatives. The OCC, Treasury, the DPC and the NEC have consulted with wmmunﬁy
groups, banks and representatives of the CDFI industry on both issues. 'I‘hcy have been
waiting for months for an Administration announcement that we are moving forward on both
initistives. Unless we are preparcd to go back to ask the President to rethink the dmswn that
he made in April, we must move forward now ta implement his considered community
reinvesiment sirategy. |
b
ac: Carol Rasco
Bob Rubin :
Bowman Cutter

- - [,



MEMORANDUM
TO: o aa;nx Team : - 3
FROM: | Paul Carey x&?si?g:/’f ' - f
RE: Hill Notification Calls E
DATE; June 30, 1993 ;
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The following calls should ke pade about a transnittal of CD
Bank legislation and possible {though remote) chanwse of an
announcenent. We should expect that people will want paper, and
‘have something to send out by COB today. I would like to send
talking points to all concerned and want to atress that we MUST
keep the Hill ahead of the press on the curve. Nothing hurts us
more than menmbers learning detalls of our plans from reporters
for the first time. Let’s figure out today how to divide the

work, ;

L3

HOUSE L e - -SENATE

Leadership : Leadership

House Banking Senate Banking

Key Members ) ' RKey Maenbers

Repubs who may sBuppor Hepubs who pay support
{See attached 1ist) {See attached list)



BANKING, FINANCE & URBAN AFFAIRS

JI9RBOE 1054257
Hesry Gonzalez, 2RbTX Hen Leach, {stdA,
Chedrman Banking Minority

Stepben Neal, Sh-NC
John LaFaice. 30ih.NY
Bruce ¥Veng, Sih-h
Charles Schumer, Sth.NY
Barney Frank, 3ih-MA
Paut Kanjorski, [11h-PA
Jozeph Keanedy, Sth-MA
Floyd Flake, 6th-NY
Kweisi Mfume, Th-MD
Maxine Wasmrs, 35th-CA
Larry LaBocos, 1s6dD
Bill Ovien, Jrd. LT
5im Bacchus, 13GeFL
Harben Klein, $18-N]
Carciyn Maloney, J4t-NY
Prser Deutsch, 20gh-FL.
Luis Gutierrez, AtholL
Bobty Rush, 1eidy,
Luciiie Rovial Allard, 33rd-CA
Thomas Basrete, St W1
Elizabeh Farse, Isi-0R -
Nydls Velazguez, 12Ny
Afbert Wynn, #th M1
Cleo Fields, 4th-1A
Melvin Wan, VihoNG
Maurize Hinchey, 3&h.NY
Calvin Doley, 20th-CA
Rown Rink, 4th-PA
Erie Fingerho, 1901.0H

Bill MeCotlum, h-FL
Marge Roukems, Sth-NJ
Doug Bersuter, 181.NE

Thomas Ridge, 2130.P4

Faby Roth, Bl W1

Alfred MeCandless, 44t5-CA
Richard Baker, fth-LA

Bem Mussie, Jnd-1A

Craig Thomas, At Large- WY
Sam fohmson, 3 TX
Deborak Pryce, i5i-OH
iohn Linder, 4hGA

ioe Knolieaberg, 11es-Mi
Rick Lazio, 2nd.NY

Rog CGrams, 6ib-MN
Speacer Bachus, 6th-Al,
Mike Huffington, 22nd-CA
Michael Cassle, Al Large-DE
Peter King, 3tg-NY

Independens

Bernard Sanders (A Large.VT)

Saff Birecior: (Mr) Ketsey Mevk
Minority Suéf Director: Tony Cale

Subcommitieny

Consumey Credit & Insursnce 50 OHOB/22S.8871

Rem: Kennedy, Chair Gonzaler; LaRocco, Gutierrez; Rush: Roybal- Allard:

Barrety; Purse: Velazquer; Wen: Fields; Wan: Hinchey,
Kanjorski; Flake, Waters: Maloney; Deotsch

Ber Mclandless; Castle: King: Pryce; Linder: Knotienberg: Berouser;

Thistnas: Lazio: Grams: Bachas; Baker
Ingd: Bemard Sandery
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Bunking. Finance & Urban Affairs contittaed
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Economic Growth & Credil Farmation 169 FHOR226-7313

Lo Kan;t}rslu Chair: Neal: LaFalee; Crion: Kleia: Velazquez Dooleyl Klink:
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) Ege: Ridge; McColium: Roth: Nossic: Roukema; King ;
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© 212 QHOB2G-3280
Dem: Neal, Chair; LaFalce: Vemto, Schumer, Frazk: Kas;orski: Kennedy: Elake:
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Barrett; Hinchey H
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General Oversight. Investigations & the Resoluticn of i
Failed Financial Institutions
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[em: Flake, Chair, Neal; Velazquez; Hinchey
Rep: Roth; Ridge

Howsing & Community Development  B-303 RHOB/Z2S5-T054

Uem: Gonzalez, Chair, Vemo: Schumer; Mfume: LaFalce; Walers: Klein: Maloney:

Pleuseh, Guderrez; Rush: Roybal-Allard: Barre:; Furse;, Velazquez: |
Wynn: Fields: Wan
feo Roukema:r Bereoter: Ridge: Baker; Thomas: Johnson, Knollenberg: 1.:12:0.
Grams; Bachus: Castie: Pryce
Ind: Sanders

International Development, Finance, Trade & Monetary Policy :
B-364 RHOB/226-7515
Diom: ?rm Chair, Neal: LaFales; Kennedy; Waters; LaRoocn: Orgon; Bm:hns.
' Gonzaler. Xanjorski; Rush; Furse: Fiekk: Wag: Fingerhut .
T Rep: ‘Bersuter; McCandiess; McCollum: Roukera: Johnson; Huffingion,
King: Baker; Nussie: Caste
ingd: Sanders
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THE WHITE HOUSE ' C—Dg“-&&l

WASHINGTON .

June 22, 1663

MEMORANDUM FOR GENE SPERLING
BRUCE REED

FROM:; i PAUL DIMOND
’ PAUL WEINSTEIN | i
SHERYLL CASHIN ;

SUBIECT: : Presidential Announcement of the CDF and CRA Initatives

For the following reasons, it is imperative that we be given clearance by next week to
move forward with both the CDFI and the CRA Reform initiatives. In both cases, we necd a
Presidential aanouncement,

{1} With Howard Paster's concurrence, we agreed to aliow Steve Harris, the Senate
Banking Committes Staff Director, t6 schedule a hearing on our CDFI bill for July 13. The
Scnate recesses for the July 4 holiday at the cnd of next week. [t is our understanding that
the President will leave for the G~7 Summit trip during the July 4 Senate recess and that hc
will return on July 14, Thercfore, next week is the last window of opportunity we will have
. to send the bill up with a Presidential ammouncement prior to Harrds' July 13 hearing.

2) Gene Ludwig, the Comptrotler of the Currency, has been working with the three
other bank regulators to get them to agree to work on an effort to issue new, performanced—
based Community Reinvestment Act Regulations. AH of the regulators are in general
agreement that we should movce to performance-based CRA. However, the Fed has maéa it
clear that it will not move forward with this undertaking unless the President specifically |
requests it. Their rationale is that they are an independent regulator and that they are |
reluctant to allow another regulator, the OCC, w lake the lead. A presidential statcment
asking the regulators (0 undertake this cffout is therefore required.

{3} A public, "Rosc Garden" variety cvent covering both the CDFI and CRA initiatives
would be very helpful, if not imperative, © our legislative strategy for the CDFI initiative,
We have been working closely with chief patrons of the CDFI concept and we feel that
having an cvent in which we can give them prominem public positioning will be an important
vehicle for solidifying key support for the bill. This sirategy is particularly needed to bring
on Maxine Waters and solidify Bobby Rush's commitment to be a foot soldier for the bill.

Such a public event would also present a great oppontunity to catalyze supporters of
both initjatives. The OCC, Treasury, the DPC and the NEC have consulted with community
groups, banks and representatives of the CDFI indusiry on beth issucs. They have been
waiting for months for an Administration announcement that it is moving forward with these
efforts,
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EXECUTIVE OFFICE ©F THE PRESIDENT
GFFICE QF MANAGEMENT AND BUDGEY

. ROUTE BLIP
[T e L
TG NEC (Dimond}

_ Take necassary sction
DPC {Weinstein)

Approval signature

Conment

frapare reply

Discuss with ne

For your information

ERNENRENNRERE

mf oo remarks bDalow

-t A
FROM: Doug Steiger (x3386WM’D&TE: 6/15/93

BREMARKSE

Treasury’s proposed final of the CDFI bill. We are double-
checking the language and intend to clear the bill at the end of
the day.

€C:  Alan Rhinesmith
Jenni Main
Xen Kelly
Roz Rettman
£d Chase
Barry Anderson
Jim JukKes
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e Hogorable Thomas 8. Toley
Bpeskar of the Houre
.of Represeptatives

Washington, D. (-39

O behalf of the Administration, I am pleased to subzit to

Covgress the *Community Developmant Pinancial Institotioeng Aot of

1993," the Aduindlstrationts legislistive initiative for cresting a

netvork of community developnant financial institutisas that wiil
“ anable individosis and communities to provide for. greater

sconomic opportunity.

"his legislation vould an a cmity Banking and Credit
Pund that wogld support a progranx of investment {n a natiocnal
patwork of communlty dsvelopment finmancial fngtitutions. The
Community Bankimg and Credit Fund would provide finsancial and
te-chaim aasistance to cogmunity devalopment financaial
institutions and gcerve as a national intormation clesringhouse
for comwimity devalopment Zinancial {nstitutions.

In too Eamy urtsan and rursl commmities, thare ik a lack o2
capitnl and credit. Iending ir distressed commities,
particalarly to sxall businesses, can be complicatod. It may
require special axpextise and knowledgo--af tha borrower and
copmanity, cradit products, subeidies, and secondary zarkets.
Community development financial mtzmﬁmwimwinq community
davalopmart banks Like Scuth Shore Bank in Chicage, comaunity
credit unions such as Self-Halp in ¥orth Carclina, mity
davelopment corparations, micro-enterprise loan funds, and

revolving Yo Punds-~-hive damcnstrated that they can provide
capital, oredit and development mim in a:l.strumd arsas and
to tarquw popalations.

ain bill mzﬂm the Adninistration's cosaitment to helping
conmvnities halp thansslives. By sasaring greatsr access to
capital and credit, va will tap the satrepreneurial ansrgy of
America’s poorsst comommities and enable indivicduals sad

~ commnities to bacome self-sufticient.
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The Administration requests that this bill be referred to the
appropriate committee and urges ite sarly onactment. Tha Office

of Nanagasent and Budget advises that enactment of this »ill s
iz accord with the President’s program.

l Sincarely,

Ilayd Bantsan
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The Honorable Thomss 8. Yoley
Spezkar of the Bouse

of Repressutatives
washington, D.C.

Dear Mr. spm:

On bahal? of the Administraticn, I as pleaced to submit to
Corgress the *Commnmity Development Financial Inatitutions aAct of
1593, " the Administration's legislative initiative for oreating a
network of commumnity development financial institutions that will
_enable lndividuals and copmpunitias te provide for greater

" economlie opportunity.

This lagislation would establish a Community Banking and Credit
Fund that would support a program of investment in 2 nmational
catwark of compunity developwant financial institutions. %The
Community Banking and Credit Pund would provide financial and
technical sssistance to community development Tinancial
ingtitutions and seyve as a nstional information clearisghouse
for communiiy developsent financial instivtutions.

In too many urban and rursal coamunities, there is a jagxk of
capital and cyredit. lending in distressed communitias,
particularly to ssall Businesses, ¢an be complicatsd. It may
require special axpartise and knowledge—of the borrower and
coamunity, oredlt products, subsidies, and secondary markets.
community davelopmant financial institurions-~including comsunity
develcpment banks like South Shore Bapk in Chicago, comsunity
credit unions such as Self«Balp in North Carvlina, cosmanity
devaloprent cGrporations, micro—anterprise lcan funds, and
revelving loan funds--have demonstrated that they can provide
capital, credit. and davelopment sorvices in distressed areas and
to targeted popnlations. ‘

This Blll rearfirms the Administration’'s commitment to helping
communities help themsolves. By ensuring greatsr access to
capital and credit, we will tap the entrapreneurial sneygy of
Anerica's poorwst aommunities and enable Iindividuaisx and
communities to bocons self-suffiolent.
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The Mxinistration requests that this bill be refarred to the
sppropyiste comities and wrges its early enactment. The Office
of Fanagezment and DBudoet advises that enactument of this bill is
in sscord with the President's program.

Sincersly,

IJoyd Bentisen
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A BILL

To fucilitate the establishmant of enmmunity develupment finaucial institutions.

i

He li enocid by e Senare und House of Represeruaitves of the United Stares

3 of America in Congresy assembled,
3 SECTION 1. SHORT TITLE.

4

This Act may be ciied 28 the *Commpunity Developtent Financia! nstitutions

S Astof 19937,
6 SEC. 2. FINDINGS AND PUKPOSE.

7 (2) FINDINGS.—The Congress fiads Byt

8 ’ - (1) maay of she Nados's urbaz sed rursnl commuzities asd Indian
g Kescrvations face ssitical eocial apd ecosumiz problems arisiag in pant from
10, the lack of evonomic growth, growing oumbsers of Juw-income people and
LR people living 1n poverty, lack of employmest sud other appartunities; _

12 {23 che zim;méioa and audntenance of the economics of these communi-
13 ties wﬂl require  coordingtad dcv::iap:"nm strategies, tousive supportive
14 services, und increased access 1o capial and credis for development actviries,
15 tneiuding mvestmen? ku husinesaes, houm;,, eomsuerels? real ssteie butsan
I} development, and otber activities that promole the losg-term economic aad
17 social viabilicy of the community:

18 (3) in muny Yban and miral commuxiiiss, low- gad moderste-incums
9 seighborhoods and Indian Reservadans, deeza ia 3 shortage of capital and credit
0 for buaiaéss and «ffordsble housiog;

DRAET PRINTED | Janme §5, 1993
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(4) acoess 1o capital and credit is esseutial to unlcash the untapped

cotrepresturial ensrgy of America’s poorest comumunities and (0 empower
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{3) community development ‘Bnansigl institudons bave proves theit
ability to ideaty and respond W commuaity peeds for capital, credit snd
development serviees in ihe shunce of, or 25 & complement 16, scrvices
pmidr':d by other enders.

b} PIMPOSE. ~-The puipuse of this Act s o create & Commuaity Banking and
Credit Fund ;Em will support a program of investment in aud gssistanes 10 & national
network of counppunity developmens finanelal instinaions that will provide for greater
gonomic oppemn;ty. The Community Ranking and Credit Pond will provide
financial xod wehnical assismance, meluding oaising, & commuaity develspasat
fpancial fmstitetons, Sorve g 4 natiooal ﬁfemﬁ¢n clearinghouse, and be an
institusional volee tor communily devclopwaent. The setwork of comaunity
develupment financial imstitations that the Comuunity Baukiog and Credit Fuod
supports will 3fmidr: capital, coedit sud develnpment services o Wrgcted investraeal |
aeus of pé;xlig:iem:, 20d will peorgote economic revialization and commualty
deveiopment’ T |
SEC. 3. DEFINTTIONS,

(3) COMMUNTTY DEVOIOPMENT ETNANGAL INSTITUMON~~The term
h corﬁMty dc%:elopmem Gnanclal instinion” weans any is;mkg savings assnciation,
eredit union, micro-caterpise hmn fund, community developmant corporation,
comomunity develupment revulvisg toas fund, or other depogliney jastiution {as
defined in section 3 of the Fedeeal Deposit Insorasce Act) or pon-cepository
grgariystion thatee.
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. (1} has as its poimary missiop the promotion of community development
through the provision of capital, credit or development services in its
investment areas of 0 targeted populations; and
{2) encourages, through representation on its governing board or
otherwise, the input of residents in the investment area or the targeted
populations.
A bholding company aad its subsidiaries may qualify as a ¢commuaity development
fAnancial i::sziwgipa'ii; the holding company and its sohsidiaries collectively satisfy the

M OO w3 BN Wy R W N e

rcqui%cme:ﬁzs of paiagmpbs (1) and (2). The term "community development financial
instimution™ does not include an agency or instrumentality of the United States or an

it
Lo

’s.gmcy or instrurnentality of any State or political subdivision thereof,

s ok
N e
"y

{b) DEVELOPMENT, SERVICES.—The term “development services” means

-
L

aciivities conducted by a commmity development financial institution that promote
comzpunity development by developing, supporting and streagthening the lending,

.
L T

Investment, and capacity-building acdvities unddertaken by instinntions, including, but
00! Hmited (O

17 {1} business planaimg services;

18 (2) fipancial and credit counseling services;

18 (3) marketing and management assistance; and

o
£

20 {4) administrative gctivities associated with leading or investment.

21 () INSURED C(?WUN’I"I“Y DEVELOPMENT FINANCIAL INSTITUTION . —The tecm
"insured comumunity, development financial insttution™ means any community
development financizl mstitution the deposits of which are insured by the Federal
Deposit Insurance Corporation.  The term aise'_ inclades a credit union which has
been designated as Jow-income by the National Cmdzt Union Administration and the

O~ &

DRAFT PRINTED 11:35 am, June 15, 1993
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deposits of which are insured by the National Credit Union Share Insurance Fund,

(d) mvmf’r AREA.—The term “Investment area” means an identiffable
community that mee;s ¢riteria of distress, including the pumber of low-income
families, the extent c:tf poverty, the extent of upemployment, the extent of comet
credit needs, the degree of availability of basic financial services, the degree of
limited access to capital and credit provided by existing nancial instifutions, and
other factors that the' Fund determings to be appropriate.

() Qummzz; COMMUNITY DEVELOPMENT FINANCIAL INSTITUTION.—The
term 'quahﬁaétommumry development financial instituton® means a community

development financial institution that meets the requirements of subsections (S)(B)(2)
through (8) of this Act.

63] '?AR(SEIT’EDi m§mnox.—1‘he tertn “targsted population® means an
identifisbie group of low-income or disadvantaged persons that are underservad by
existing financial ingtitutions.

SEC. 4. ESTMLISMW OF NA’i*i{}XAL FUND FOR COMMUNITY

DMLOW BANKING.

() IN GE&”‘ERAL.%TZ::& is crearted and chartered s body corporate v be
koown as the Community Banking and Credit Fund {referred to in this Act as the
"Fund*) that shall have the powers and responsibilities specified by this Act. The
Fund shall have succession untif dissolved. The charter of the Fund may be revised,
amended or modified }zy Congress at any time. The offices of the Fund shall be in
Washington, D.C,

(b} BOARD OF DIRECTORS wm

(1) IN GENERAL.—The powers and management of the Fund shall be

DRAFT PRINTED 11:35 am, June 15, 1993
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3
vested o 4 Board of Directors (referred to in this Act as the "Board®), which
shall have nine members.

(2) MEMBERS.—The members of the Board shall consist of the
following:

{A)' The Secretary of Agriculinre.
(B) The Secretary of Commerce.
{C‘) The Secramry of Housing and Urban Development.
,&(D) The Secretary of the Treasury.
- (E) The Administrator of the Small Business Administration.
(F) Four private citizens, appointed by the President with the
advice and consent of the Senate, that collectively-—
() represemt comumunity groups whose constituencies
include low-income persans or resideats of investment areds,
(i) have expertise in the operstions and activities of
depository mstitutions, and
(i) have expertise in commusity development and lending;
provided that there should not be less than one member from each of the
three catsgories described in clauses () through (i) of this subpara-
greph.

3) CHARPERSON.—The President shall appoint from smong the
members of the Bourd specified in paragraph XF) a chabrperson of the
Board, who shall serve at the pleasure of the President for a term of two years.

“@ vicxéﬁmox,w’rhe Presidest shall appoint from among the
wembers specified in paragraph 2 2 vice-chairperson who will derve as
chairperson in the absence, disability or recusal of the chairperson. The vice-

DRAFT PRINTED 11:35 am, June 15, 1993
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6
chairperson shall serve at the pleasure of the President for 2 term of two years.
' (5) TERMS OF APPOINTED MEMBERS.—
(A) IN GENERAL ~Each member appoiniad pursvant W paragraph
QR)F) shall serve at the pleasure of the President for a term of four
years, ziccpt as provided in paragraph (5)(C).
®) VACANCIES.~—Any member appoianted to fill 3 vacancy
acz:mg prior to the sxpiration of the term for which the previous
meg:bér:;&as appointed shall be appointed for the remainder of such

::r%z, " Appointed members may continue to serve following the

>‘e§irarion of their terms until a snccessor is appointed and qualified.
(C) TERMS.~The terms of the inital appointed members shall be

for four years and shall begin on the date each member i3 gppointed,

except that two of the members initially sppointed pursuant to parsgraph

(2(F) shall be desipnated to serve at the pleasure of the President for

five years.,

{(6) ACTING OFFICIALS.~In the event of a vacancy or absence of the
individual in a%zy of the offices described in paragraphs (2)(A) through (E), the
official scting .in that office shall be 8 member of the Board.

{7) AUTHORITY TO DELEGATE.~Each member of the Board specified
in peragraphs (Z}A) through (2XE) may designate agother official who has
been gppointed by the President with the advice and consent of the Senate
within the same agency to serve as a member i his or her stead.

(8) COMPENSATION —Members of the Board who are otherwise officers
or employees of the United States shall serve without additional comprensation
for their duties as members, but shall be relmbursed by the Fund for travel,

DRAFT PRINTED 11:35 am, Juge 15, 1993
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per diem, and other pecessary expenses incwrred in the performance of thelr

cirz;iés, in accordance with sections 5702 and 5703 of titde §, United States

Code. The appoinied members of the Board shall be entded 10 receive

compensation at the daily equivalent of the rate for a position under Level IV

of the Executive Schedule under section 5315 of title 5, United Statss Code,

and shall be reimbursed by the Fund for mavel, per diem, and other gecessary
expenses incurred in the performance of their duties, in accordance with
sections 5702 gnd 5703 of title S, United States Code.

(9;:‘}\/152%@65‘%”{'&& Board shall hold meetings at least quartarly,

Special n;eeungs of the Board may be called by the Chairperson or on the

written request of three members of the Board. A mgjonty of the members of

the Board in {z?ﬁce#shal} constitite a quoruml.

{¢) OFFICERS AND EMPLOYE®RS,~The Board shall appoint & Chief Executive
Officer who will be' responsible for the management of the Fund and such other
duties deemed gppropriate by the Board. The Board shall appeint a Chief Financial
Officer who shall overses all of the finascial management activities of the Pund. The
Board shall also appoint an Inspector General. The Board may appoint such other

. officers and employees of the Fund as the Board determines to be necessary or

appropriate, The Chief Executive Officer, Chief Financial Officer, and up to 3 other
officers of the Fund (but not ncluding the Inspector General) may be appointed and
compensated withont regard to the provisions 0;' title 5 of the United States Code
governing appoinmments in the competitive service and chapters 51 and 53 of title §
of the United States Code, except thar the rate of pay for the Chief Exscutive
Officer, including bomuses, benefits, and all other forms of compensation shall not
exceed the rate for a ‘pcsition under Level I of the Executive Scheduls under section

DRAFT PRINTED 11:35 am, Juoe 15, 1993
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5312 of title § of the:United States Code and the rate of pay for the remaining four

officers, i:zf;:!uding bonuses, benefits and all other forms of compensation shall not

exceaid the rate for a position under Level IV of the Executive Schedule under section

5315 of gile § of the United States Code.,

(d)} GENERAL POWERS.—In carrying out its powers and duties, the Fund—w
(1) shall have all pecessary and proper powers to carry out its authority
G)};na}; g&ap::, alter, and use 2 corporate seal, which shall be judicially

noticed; ’

3) 'mny su¢ and be sued in fts corporate name and complain and defead

h': any court s:zf'l competent jurisdiction;

(4) may;adopt, amend, and repeal bylaws, miles, and regulations
governing the manner in which its business may be conducted and shall have
power 10 make such mules and regulations 48 may be necessary Of appropriate
to implement the provisions of this Act;

{5) may enter into and perform such agreemeats, coutracts, and
transactions as may be deemed necessary or appropriate (0 the conduct of
sctivities guthorized under this Act, including those relating to administrative
expenses of the Fund;

(6) may determine the character of and necessity for its expendinires and
the manner in which they shall be incurred, allowed, apd paid;

(7) way wuilize or employ the services of personnel of any agency or
instrumentelity of the United States with the consent of the agsncy or
instrumentality concerned on a reimbursable or noo-reimbursable bagis; and

(8) may execote all instruments necessary or appropriate in the exercise

DRAFT FRINTED 11:35 am, Jane 1§, 1993
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of any of its functions under this Act and may delegate to members of the
 Board, to the Chief Executive Officer or the officers of the Fund suck of its
powers and rimpaasibﬁéziﬁs as it deems necessary or appropriate for the
a&mjnistzaﬁon. of the Fund,

{e) WHOLLY-OWNED GOVERNMENT CORPORATION mee

(1) The Fund shall be a wﬁoﬂym&n&d Government corporation in the
Exscutive bé‘aﬁgh and shall be treated in all respects a8 an agency of the United
Staes, t:z::,;::x=:1:;tz i{} the extent this Act provides otherwise.

2) ;Se\-céon 9101(3) of title 31, Urited States Cude (the Government
Cazpdrati'oa Control Act) is amended by inserting “(B) the Community
ga&kﬁng md% Fund.™ after *(A) the Commodity Credit Corpora-
tion.” and rcd;ssigna&ng paragraphs (B) through (M} as paragraphs (C} through
N), respectively. .

(3) Section 9107(b) of ttle 31, United States Code (the Government
Corporation Control Act) shall not apply to deposits of the Fund made pu}snam ‘
to section 7. '

() LIMITATION OF FUND AND FEDERAL LIABITTY -~The hatnisty of the Fund
and of the Unitsd States Government arising out of any investment in 2 comunity
development financial instinution in accordance with this Act shall be limited o the
amounr of the investment and the Fund shall be exempt from any assessments and
othier liabilifies that may be imposed on controlling or principal shareholders by any
Federal law or the law of any State, Tewritory or the District of Columbia, A
community development financial institution that receives assistance pursuant to this
Act shall not be dee}ned to be an agency, department or instrumentality of the United

23 Staies.

DRAFT PRINTED 11:35 am, June 15, 1993
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1 SEC. 5. APPLICATIONS FOR ASSISTANCE,
2 {a) FORM AND PROCEDURES —An application for assistance nnder this Act

3 shall be submiwed by an applicant in such forme and in accordance with such
4 procedures as the Board shall establish. The Board shall publish regulations with
5 respect to applicetion requircments and procedures not later than 180 days after

& enactment of this Act.

7 (b) MINDMUM REQUIREMENTS. —The Bourd shal require that the application—

8 (1) demonsuate 1o the satisfaction of the Board that the applicani—

g '{A) is, or upon the receipt of » charter will be, a commmnity
10 “development financial institatos as defined in section 3(2) of this Act;
- o
127 (B) is a depository institution bolding company (as debned in
13 section 3 of the Federal Deposit lusurance Act) that includes, or will
14 include, one or more community development finagcial instimtions as
15 defined in section 3(2) of this Act; '

16 (2) demonstrate that the appBcant will serve—

17 (A:) 4 targeted population; of

18 {B) an area which igew

15 ¢ {f) an investment ares; or '

20 (i) iocated im an empowerment z0n¢ or an enterprise
21 community designated under the Economic Empowerment Act of
22 1993.;

23 (3) ip the case of an applicant that hus previously received assistance
24 under this Act, demonstrate that the applicant— '

25

(A) bas successfully carried out its respoasibilities under this Act;

DRAFT PRINTED 11:35 am, June 1S, 1993
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(B) has become or is about to become an entity that will not be
" dependent upon assistance from the Fund for continued vizbility; and

{C) will expand its operations into & new iavestmeat area, offer
new services or will increase the volume of jts current busioess;

(4) in the case of a community development financial institution with
existing operations, demonstrate a record of success of serving investment
aress or tarigei}pd popualations;

(5});,@‘&!;8: a detailed and campreizmsivc stretegic plan for the
organizagmf that containy—

(,é%) 2 business plan of at least five ysars that demonstrates the
appiim{ is properly managed aad bas the capacity to form and operate
a comymunity development financial institution that is, or will become,
an c::n:riizyl that will not be dependent upon assistance from the Fund for
continued viability;

(B} a statement that the applicant has, or will have, in its chartey
or other poverning documents 2 primary commitipent fo éommuaity
development; ‘

{C}) an amalysis of the needs of the im&e:m:i:uz ares or targeted
populations and 2 sirategy for how the applicant will attempt to meet
those neis; ‘

{D) a plan o coordinate use of assistance from the Fund with
exigting Federal, government-sponsored enterprise, and state and local
assistance programs, and private sector finagcial sexvices;

(E) a statement that the proposed activities of the applicapt are
consistent with existing ecogomic, comrmunity and housing development

DRAFT PRINTED 11:3% am, June 13, 1993
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1 plags adopred by or applicable to the investment area;

2 (F{ 2 description of bow the applicant will affiliate, network, or
3 otherwise coordinate with a full range of community organizations and
4 financial insttutions which provide, or will provide, capital, credit, or

b secondary markets in order to assure that banking, economic develop-
6 ment, investment, affordable bousing and other related services will be

7 availablé-within the investment rea or to targeted populations; snd

3 ,',I,(G;j such other information as the Board deems appropriate for
9 inc;,sicn in the strategic plan;
10 £6) ’;imemm that the applicant will carTy on its actvities consistent
11 with the purposes of this Act within the investment area or with respect to 3
12 - targeted population;
13 (7) include a detailed and specific statement of applicant’s plans and
14 likely sources of funds to match the amount of assistance from the Fund with
15 funds from pr?{'aze sources in accordance with the requirements of section 7(d) -
16 of this Act; and ’
17 (8) inchude such other information as the Board may require.
18 {¢) PRE-APPLICATION OUTREACH PROGRAM.~The Fund shall provide for an
19 outreach program to identify and provide information to potential applicants and (o

8

increase the capacity of potemtial applicants to meet the application and other

i
it

requirements of this Act.
SEC. 6. SELECTION OF INSTITUTIONS.

{a) SELECI’I(}N;’CRITERI&m’?hc Board shall, in its diseretion, select applics-
tons that meet the requirements of section 5 and award assistance from the Fund in

R BB

accordance with section 7 of this Act.  In selecting applicetions, the Board shall

DRAFT PRINTED 11:38 am, Jone 15, 1993



067187383

13:55 #9207 €22 1878 AGC BANK & FIK Rois

13

1 consider epplications based on, but not limited (0

L - B - (ST S LT N -

ot
L

Ng’-"—‘h‘wbﬂwwh‘w
b W i A W A W N e

S~ > N

o {1} the need of the applicant for assistance from the Fund and the ability
of the ho!ding:company or other affihiates of the applicant to provide funds in
lien of assistance from the Fund:

(2) the likelihood of success of the applicant in forming and operating
a comunnity ;‘gevclcpmcnz fingrcial institetion that is, or will become, an entity
that will not bc dependent upon assistance from the Fund for confimved
iabiliy; .- :

('3; the . range and comprehensiveness of the capital, credit, and
mmpn{;m secvices to be provided by the applicant;

(4) the extent of the need, as measurad by objective criteria of distress,
within the investment areas or targeted populations for the types of activities
proposed by the applicant; |

{5} the likelihood that the proposed activities will benefit 2 significant
portion of the investment areas or fargeted populations or, in the case of 8 -
comumity development financial instinmion with existing cpara.tioné, evidence
of a record of success in serving investment areas or targeted populations;

(6) the extent to which the applicant will concentrate its activities on
serving low and very low-income families;

(7) the evidence of the extent of a broad cross-section of support from
the investment areas or targeted populations;

(8) the e;pericnca and background of the proposed management team;

{9} the m:m}zzzzt of legaily enforceable committnents available at the time
of application to meet or ¢xceed the matching requirements under section 7(d)
and the strength of the plan for raising the balance of the match;

DRAFT PRINTED 11:35 am, June 18, 1993
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. (10) in the case of applicants that have previously received assistance

pursuaat 1o this Act, the exient to which they have met or exceeded their
performance g;aa,ls;

(11) the extent to which the proposed activities will expand the employ-
ment base within the nvestment areas or the targeted populations;

(12) the extent to which the applicant is, or will be, community-owned
oy community’l«-;govcmod;

(13 %hé&w the applicant is, or wil become, an insured community
devcicprz;ezi financial instinstion;

(14) whether the applicant is, or will be located, In an empowerment

-

- zone ofr an cnizxprise community designated ander the Economic Empower-

ment Act of 1993; -

(15) in the case of an nninswred, nondepository institution applicant, the
exient w0 which the institution has or will have the ability to leverage its
resources throngh affilistion with 2 secondary market, depository insdtution or
other financial imsermemary in order © multply the amount of ::é;zital or eredit
svailsble for community development; )

(16) in the case of an insured depository institution or credit union
applicant, whether the stttion— ‘

(A} bas or will have a substantial affiliadon with an entity or
network of entities that are community development financial institu-
tions; and

(B) has a comprehensive plan for providing meaningfu! financial
assistance to such an entity or network of entities; and '

{17) other factors desmed appropriate by the Board.

DRAFT PRINTED 11:35 am, June 13, 1993
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1 (t) GEOGRAPHIC DIVERSITY.—Ip addinon w the above, in making its
2 selections, the Board shall seek to fund a geographically diverse group of applicants,
3 which shall include applicants from nonmetropolitan and rural areas.
4 (¢) PUBLICATION REQUIREMENT.—The Board shall publish regulations with
§ respect o its selection criteria not later thag 180 days afier the date of enactment of
6 this Act.
7 SEC. 7. ASSISTANCE PROVIDED BY THE FUND.
3 (2) PURPOSE OF ASSISTANCE.—
9 {1)‘“ The Fund shall work 10 promote ap eavironment hospitable to

10 business formation, economic growth, community development, and affordabls
11 housing in distressed communities. The Fund shail coordinate its activities
12 .~ with existing Federal and other community and esconomic development
13 Programs.

14 {2y Assistance may be provided 1o en existing qualified communiry R
15 development financial ipstitution to expand its activities to serve investment
16 areas or targeted populations mot curready served by anothei" qualified
17 community é&%ﬁit}pmm fimancial institution receiving assistance under this
i8 section or to expand the volume of its activities consist#ia with the purposes
1% of this Act, or o form z gew entity to undertake activities consistent with the
20 purposes of this Act, or to assist an existing entity 1o modify its structure or
21 activities in order to undertake activities consistent with the purposes of this
22 Art.

3 (®) TYPES OF ASSISTANCE .~

24 I I W,wm Fund may provide financial assistance (o
25 qualified community development financial instinmions throvgh equity

DRAFT FRINTED 11:38 am, June 15, 1993
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investments, loans, loan guarantees, deposits, and grants. The Fund may also
provide tachpical assistance, incloding training, tw qualified commumity
development financial institutions, The allocation of awards of assistance
between insurad and uninsured communpity developraent fipancial instimitiogs
shall be in the discretion of the Board, provided that due considerafion shall
be given to the allocation of funds to insured community development financial
instmdions.

(2) FINANCIAL ASSISTANCE.—The Fund sball strocture financial assis-
tance o aqnzkﬁed community development financial institution in such a
manoer theat it-does mot own more than 50 percent of the equity of such

i:;sziuiﬁon and does not control the operations of such institution. The Fund

" will not be deemed fo control such institution for the purposes of applicable

Iaws. With respect’to equity investments, the Fund shall hold only transfer-
able, nomvolng investments. Such equity investments may provide for
sonvertibility o voling stock upon transfer by the Fund, )

() DeposITs.—Notwithstanding asy other provision of law, deposits
made pursuant to this section in qualified insured community development
financial institutions shall not be subject to any raquirequzt for collateral or
pouty,

(4) LIMITATIONS ON OBLIGATIONS AND COMMITMENTS.~Direct loan
cbligations my be incurred and loan guaraniee commitments may be made
ouly w the extent that appropriations of budget authority to cover their costs,
as defined im section 502 of the Congressional Budget Act of 1974, are made
in advance,

(¢) AMOUNT OF ASSISTANCE.-~The Fund may provide up to ss,eeé,oco of

DRAFT PRINTED 11:35 am, June 15, 1993
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1 assistance per year r'? any one qualified insured community development financial
2 instimtion and up tw 52,000,000 per year to apy other guelified comumunity
3 developmest financial institution. The Fund shall have the anthority to set minimum
4 amounts of assistance per institution. The Pund may not provide assistancs to 2
% depository institution holding company (as defined in secdon 3(q) of the Faderal
6 Deposit Insurance Act) unless the holding compasy and its subsidiaries collectively
7 meet the definition of a’community development financial institution as defined in
8 section 3(a) of this Act.

9 (d) MATCHING REQUIREMENTS. —
10 (I),Aésiétanc:e provided to qualified insured community development
1 ﬁ_mné‘ial instinrtions, other thzn techoical assistance or gracts for techaical
12 | assistance, shall be matched by 1o less than one dollar of private equity or
137 private deposits for ¢ach dollar provided by the Pusd., The Board shall require
14 a match for all:other assistance, the amousnt and form of which shall be in the -
13 discretion of the Board; provided that, the Board shall in no event require
16 assistance provided ip the form of technical assistance or grants for technical
17 assistance to be matched. The Fund shall provide no mnsta.ncc Except
18 techrical assistance or grants for technical assistance undl a2 qualified
19 community development financial instinrtion has secured legally enforgeable

20 commitments for the entire match required. Assistunce may be provided in
2t one lump sum, or over a period of time, as determined by the Board.
y; {2) Assistance shall be matched with funds from sources other than the
23 Foderal Geafe:xz;mant«

4 {e) TERMS AND CONDITIONS.~~

25 (1) Ix GENERAL.~The Fund shall provide assistance authorized under

DRAFT PRINTED 11:35 am, June 15, 1993
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this Act in such form and subject to such restrictions 48 are necessary to eosure
that 10 the maximum extent practicable—

(A) ali assistance granted is used by the qualified community
development financial institution itm a manner consistent with the
purposes of this Act;

{B) gualiﬁed commmnity development financial instimtions
receiving assistance that are oot otherwise regulated by the Federal
GoveWt or by a State government are financially and managarfaiiy
sound;

-~ (C) assistance resalts in a set increase, both pationally and in the
‘focal communities in which assistance is provided, in capital, credit, asd
development services; and
(D) assistance is provided in 2 manner that encourages affiliations
and parterships betw@ msured depository institutions, secondary
markets or other sources of credit or leverage arnd local organizations
dedicated to community development. ﬂ
(2) CONSULTATION WITH BANEING REGULATORS.—Prior to providing
assistance 1 & qualified insured community development §nancial ingtitution,
the Board shouid coosult with the appropriate Federal banking ageacy (as
defined in 12 U.5.C. 1813(g)) or, in the case of ag insured credit union, the
National Credit Union Administration.

(3) PERFORMANCE GOALS.—The Board shall impose restrictions on the
pse of sssistance throvgh a stock purchase agreement, share purchase
agreement, or through 2 contract entered into in consideration for the provision

of assistance. Such agrecment or contract shall require iustitutions assisted

DRAFT PRINTED 11:35 am, June 15, 1993
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under this Act to comply with performagnce gosls. The performagce goals shall

be negotiated between the Board and each qualified comeupity development

financial institution receiving assistance based npon the strategic plan submitted
parsuant to section S(b)(5). The performance goals may be rensgotiated jointly
as necessary or appropriate, sobject to subparagraph (f) of this section.

Activity levels for insured comrmunity development financial institations should

be determined by the Board in comsultation with the sppropriate Federal

banking agency (es defined in 12 U.8.C. 1813(q)) or with the Nationsl Credit

Usndon Mmmxmaon

{4]1} W.mm least anpually, the Board shall review the performance
of each ;sszsted qualified community development financial institution in
carrying out its strategic plan and performance goals,

- (5) REPORTING.—The Board shall require cach qualified comuounity
development financial Dnstitution receiving assistance 1o submit an annual
report to the Fund on its activites, its financial condition, #s success in
meetng performance goals, and its compliance with other requirements of this
At
(f) SANCTIONS.—On the basis of the review conducted pursuan? to subsection

(e)(4) and the report required by subparagraph (2)(5), the Board may teke appropriate
action, including revocation of spproval of the application, terminatiog or reducing .
fumre assistance, and requiring changes to the performance goals imposed pursuant
w subsection (€)(3) or to the strategic plan submitted pursuant (o sectioa S(h)(5) of
this Act. In the case of an insured community development financial institution, the
Board shall consult with the appropriate Federal banking agency or, in the case of
an insured credit am’s:lin, the National Credit Union Administration, before imposing

DRAFT PRINTED 11:35 am, June 15, 1993
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sanctons pursuant to this paragraph.

(£) AUTBORITY TO SELL BEQUITY INVESTMENTS AND LOANS,~The Board shall
have the suthority at any time {0 sell its investments and loaps and may, in its
discretion, retain the power to enforce limitations oo assistance entered intw in
accordance with the requirements of this Act.

(h) NO AUTHORITY TO LIMIT SUPERVISION AND REGULATION.—Nothing in this
Act shall affect any gz'zth;:»rity of the appropriate Federal banking sgency (as defined
mi12 USC. 2813@:} or, in the case of 2 credit union, the National Credit Unios
mﬁna&z@ supervm and regulaiz an insured community development
financial institution. ‘

SEC. 8, ENCOURAGEMENT OF PRIVATE ENTITIES,

The Board may cause 10 be incorporated, or encourage the incorporation of,

-~

" private non-profit and forprofit entities that will complement the activites of the

Fund in carrying out the purposes of this Act. The purposes of any such eatities
ghall be bLmited to investing w and assisting community development financial
instimtions in & manner similar to the activities of the Fuod under this Act. Any such
entities shall be managad exclusively by private individuals who aze selected in
accordance with the laws of the jurisdiction of incorporation. - .

SEC. 9. CLEAKINGHOUSE FUNCTION.

The Pund shall establish and meintein an informatiop clearingbonse in
coordination with the Departments of Agz:icult;we, Commerce, and Housing and
Urban Development, the Smalf Business Administration, other Federal agencies, and
community develo;u:zgezﬁ financial institationg—

(1} o cause to be collectsd, compiled, and analyzed information
pertinent © community development financial institutions that will gssist in

DERAFT PRINTED 11:35 am, June 15, 1993
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1 creating, dsveloping, expanding, and preserving these institutions; and

2 (2) to cause to be established a service center for comprehensive

3 inft;rfaazian on finapcial, technical, and managsment assistance, case studies

4 of the activities of community development financial institutions, regulations,

5 and other infofmzziezz that may promote the purposa of this Act.

& SEC. 140, RECOR%)WING, REPORTS, AND AUDITS.

7 (a) RECORDKEEPING . —

8 (1) A quatified community development financial instimtion receiving

g assistance ;;frbn; the Fund shall kesp such records as mmay be reasonably
10 necessary (w':iisclose the disposition of any assistapce under this Act and to
11 ensure m;npﬁance with the requirements of this Act.
12 " (2 The Fund shall have access, for the purpose of detzrmining
13 - compliance with this Act, 10 any books, documents, papers, and records of 2
14 qualified community development financial institution receiving assistance from
15 the Pund that are pestinent (o assistance received under this Act.
16 (b) REPORTS.—
17 (1) ANNUAL REPORT.—The Fund shall conduct an annual evaluztion of
18 the activities carried out pursuant to this Act and shall submit 8 report of its
19 findings to the President within 120 days of the end of m?;z fiscal year of the
20 Fund. The report shal] include Bnancial statements avdited in accordance with
21 section 10{c) of this Act,
i {2) INSTITUTIONAL VOICE FOR COMMUNITY DEVELOPMENT. .~
23 (A} The Board shall conduct, or cause to be conducted, an
pl ongotng study to identify and evaluate the most effective and financially
25 sound policies and practices for sssuring iovestment in distressed

DRAFT PRONTED 11:35 am, Jone 15, 1953
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2
comumunities, including small business and commercial lending, busigess

formation and expansion, community and economic development,

o mmme{cial real estate aond multd-family hoesing, and home mortgages.

In addition, the Board may study, or cause to be studied, related
matters, such as identification of sources of and access to capital and
loans fz:;g communiy investment; development of secondary markets for
economic and community development, small business and commercial
loans, azlzd home mortgage loans and investments; methods to involve all
scgmﬁnts of the financial services industry in community development;
andtizé roic of community investment in any financial services reform.

< (B) CONSULTATION.—In the conduct of the study, the Board shall

'C{}:}Stik, 'or cause consultation with, ‘the Otfice of the Comptroller of the

Currency, the Federal Deposit Insurance Corporation, the Board of
i:iz}%mc;m of the Federal Reserve System, the Federal Housing Finance
Board, the Farm Credit Adminismﬁaa, the Office of Thrift Supervision
and the i\lati:}nai Credit Union Admunistraton and such representatives
of agencics or other persogs as the Board may determine.

(C;) REPORTS ~-Within nine months after the date of enactment of
this Act,i the Board shall report to the President its inial findings and
recorumendations regarding the matters set forth in subparagraph (A).
‘I‘hcrmfz%r, the Bozrd shall report ité findings and recommendations w
the Prasident with the anoyal report required by paragraph (B)(1).

{3) INVESTMENT, GOVERNANCE AND ROLE OF FUND.—Six years

following the date of enactment of this Act, the Board, in zecordance with the
procedures described in paragrapbs (2)A) and (B), shall conduct a stady

DRAFT PRINTED 11:35 am, June 13, 1593
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¢valoating the structare, governance, and performance of the Fund. The study

shall be submitted o the President. Such study shall include an evaluation of

the ”o*}craﬁ performance of the Fund i meeting the purposes of this Act and

any recommendations of the Board for restructuring the Board, altering

procedures under whjcﬁ the Fund is governed, the future role of the Fund in

addressing community development, and the ability of the Fand to become &

private, scif@ézaining entity capable of fulfilling the purposes of this Act.
SEC. 11. INVESTMENT OF RECEIPTS AND PROCEEDS.

Any diviqpuds}éa squity investments, intepest on deposits, or proceeds from
ihe disposition of investments that are received by the Fund a3 a result of assistance
provided pwma;t to section 7 shall be deposited and accredited t¢ an account of the
“Puod establishad ta carry oot the anthorized purposes of this Act.  Upon request of

.~the Chief Executive Officer, the Secretary of the Treasury shall invest amounts
deposited in such account in public debt securides with manrities suitable to the
nzeds of the Fund, as determined by the Chisf Executive Officer and bearing interest
at rates determined by the Secretary of the Treasury, saking into considerstion cusrent
markes vields on outstanding markeuble obligations of the United States of
comparable matnrizizs; Amounts deposited into the account and interest earned oo
such amounts pursuant to this section shall be available to the P:und until expended.

(¢) EXAMINATION AND AUDIT.—The General Accounting Office shall examine
and audit the Fund annually. A report regarding the examination and audit shall be
promptly forwarded by the Geperal Accounting Office t0 the President and the
Congress.

SEC. 12. AUTHORIZATION OF APPROPRIATIONS.
There are authorized t¢ be appropriied to the Fund, 10 remain available unsil

DRAFT PRINTED 11:35 am, June 15, 1993
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expended, $60,000,000 for fiscal year 1994, $104,000,000 for fiscal year 1995,
$107,000,000 for fiscal year 1996, and $111,000,000 for fiscal year 1997 to catry
out the purposes of the Act.
SEC. 13. TECHNICAL AND CONFORMING AMENDMENTS FOR SAVINGS
ASSOCIATION COMMUNITY DEVELOPMENT INVESTMENT AUTHORI-
TY.

(a) Section 5{c) of thz Home Qwners® Loan Act (12 U.S.C. § 1884(c)) is
amended by adding at the end of parsgraph (4) the following new subparagraph:

('B) Ccmzzzzzmty Development Investments. lovestments designed

przmanly m promote the public welfare, sobject to the same limitations
imposed 62 national basks and state mcmber banks under section § of the
Depository Institutions Disaster Relief Act of 1992. The Office shall adopt
regulations implementing the subparagraph that are no less stringent than the
regulations adopted ?;y the Office of Comptroller of the Cutrency pursuant to
section 6(a) of the Depository Institutions Disaster Relief Act of 1992.".
(b) Section BE(2)(2) of the Inspactor General Act of 1978 (S US.C. app. 3 §
8E()(2)) is ameaded by inserting “the Communiry Banking and Credit Pund,"
immediately following "the Commodity Putures Trading Commission,”.
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COMNUNITY DEVELOPMENT FINANCIAL INSTITULIONE AT OF 1933

HECTION~RY~ERCEION ANALYSIR

Beaction 1. Fhort Title

The Act nay:be cited as the *Community Development Financial
Institutions Aot of 1983>.

gection 2. ;¥indinge and Purposs

Many cf-the Nation's urban areas, turnl aress and Indian
Reservaitions foece critical social and ecsponlo problems, The
rastoration and maintenance of the econcmisd of ithese communitias
will requlre coordinated strategies to promote long-ters sconomic
and so¢ial viability. In many urban and rural commonities, low-

. ard modarate-incons pelghborboods, and on Irndian Reservatlons,
. thare is 8 shortage of capital and credit for businese and
affordable houaing, Access to capital and credit is essantial to
~ enable individuals and communities to become self-sufficient.
Copmunity davelopment financial institutions, such as micyo-
enterprise loan funds, community developeant oredit unions,
cammnity development corporatione and comsumity development
banks bhave proven their abilicy to ldentify ami respond ¢o
comzunity needs for capitai, credit and davelopnent services in
the abssnce of, or as a complezmant to, sarvices provided by
traditional lendars. )

The purpose wf ihe Act is to creats & Comsunity Develcpment
Banking and Credit Pund that will support a progras of investmwent
in and assistance Co a nutional network of community development
fipancial {nstitutions. . ‘

Section 3. Definitions

The Act contains darinitions of terms, including =
definition of “eowmmunity development financial Ainstitution.* 2
cemmunity development financial instirution includes any bank,
savings emsocistion, credit wnion, microventerprise loan fund,
comzpunity development corporation, community development
revolving loan fund and any other organisation that (i} has as
its primary mission the provision of capital, c¢redit or
developmant searvices in investment areas or to populations that
are loweincome or disadvantaged and underserved hy sxisting
financial Iinstitutione, and (i) encourages, through .
rspresantation on ity governing board or otherwisa, the input of
residents in the Investmant area or ths targetsd population., 7The
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term "investmant area® peans an identifiable commmity that
newts criteria of distress as determined by the Pund.

Beotlion 4. Estsblispment of Kationa)l Fund for Compunity
Pwvslopment Banking

This section provides for the sstablishmant of a body
corporats koown as the Comwunity Banking and Credit Pund (the
"Pund*). The Fund will be mapagsd by & nine-monber Board of
Directors {the *Board®). Tha Secrstary of Agriculture, the
Secratary of Commerce, the Secretary of Bousing and Urban
Davalopment, the Sacretary of the Trezsury and the Muninistrator
o the Small Businass Adainistration {ov thair designees) will
sorve &8 xombers -of the Board. The ramaining four members will
e private ditizens 2ppointsad by the President apd confirmed by
the Sevate. These individualz mmst collsctivaly represent
community gooups, have sxpertise in the activities and operaticns
et daposzltery Institutions, and have sxpartise in community
developnant and landing., The appointed mesxbars will zerva for a
Y torm 6f four years, except that ths initial tarms of two of the
appointed mesbers will be five yvears. The President will appoint
a fram among the appointed msubers and & vice-
Mmmnﬁmaw?mﬁmm”ctmm* Both thes
chairperson and the vicewchalrperson will sarve in those offices
for tarmz of two .years. .

The members .of the Board that are othervise ssployees of tha
United Statas will receive no additicnal coxpensation for service
on the Board, but will be reimbursed by the Fund for travel, par
diem, and other nacessary cxpenses incurred in the performance of
thelir duties. The appointed mombers will be compensated at a
rate sgquivaleant to the dally rate for a position undsr Level IV
of the Executive Schedule, The sppointed mexbers may 2180 be
ralxbursed for travel, per dies, and other necasspry expenses.

Tha Board iz regilred £0 dold Deetings Al least guarterly.
other westings of the Board may be held on the csll of the
chalrperson or at the raquest of at least thres Bodrd members, A
majorlity of the menbers of the Board in office will constitute a
FUOTIN ., .

The Board muast appoint a Chief Executive Offlicer, a Chief
Financial Officer and an Inspector Gaperal. The Chief Executive
Officer will be responsible for the management of the Pund and
sich other dutles as the Board deems appropriate. The Board moy
fix the compeansation of the Chief Exocutive Officer, the Chief
Pinancial Officer, and up to three other officers of the Pund
vithout regard to the statutory government pay schedule, except
that ths compansation for the Chief Executive Offiser may not
axcaesd the rate of pay for & position under Iavel Y of the
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Executive Scheddle znd the rate of pay for the four remaining
officers may not exceed the rate for a position undsr Lavel IV af
the Exscutive Schedule. All other smployess of the Pund will be
compensatod as emplcyses of the United Btatan,

Sscotion 4 exumeratss tha general powers of the FPund, wvhich
includa the power Lo sue and be sued In its corporate naze and to
enter into and perforn agreemants, including those related to
administrative axpanses of the Pupnd. The Pund is alco authorized
to ukilize the services of parsonnel of any other agency ¢n a
reimbursakls or non-raimbursable basis with thst agsncy's
¢onsent. .

The Pood will be & wholiy-owned Governmant corporation and
will be troated as an agency of the United 5tates unless providad
othervise by the Act.

-~

!Qatiqg's. Applisstions Tor Assistancs

™is section reguires the Board to pudblish reguiations
., regurding procedures and forms for applications for assistance
© from the Furd not later than 180 days aftsr anactuent of the Aot,
In ordar to be saligible as a threshold matter to apply for
asslstance fros the Fund, an applicant must: {1} demongtyats to
the satisfaction of Yhe Board that the upplicant is, or will e,
a comminity development fipancial institution or ia a dapository
ingtitution holding sumpany that inciudes or will include a
comwunity davelopwment Zipancial) institution: (ii) demonstrate
that the applicant will serve what is defined in the Act as a
targetad populatien or an investmant area, or that the area to be
served Is located in an espowersent zobe or an enterprise
cowzunity designated under the Pconomic BEspowermant Act of 1993;
(iii} demonatrats, if the applicant previcusly bas received
asxistance from the Fund, that the applicant Bas deen successial
in carrying out the purposes of the act, that tbe applicant is,
or is about to beoome, an sntity that is not depesdent upon
sasistance frum ths Pund for continued viability, and that the
applicant will expand its services; {iv} demonstrate, if the
applicant is a commmity dovelopment fimancial institution with
axisting operations, a record of success in sarving investment
arezs or targeted populations: (vi include with ite application a
couprabonsive strategic plan which contains required elemants
that will demometrate the applicant’s commitmant to sexrving
compunity development needs and to becoming a cormunity
davalopmant financial institution that will not be dapendant wpon
assistance fyus the Pund for continuved viability; {vi} include
with its application a statement of the appiicant’s likely source
of private funds to meet any =ma requirepent under section
7(A) of the Act: and (vil) {nclude with its application sny other
inforsation required by the Board. .
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this section slsc reguires the Pund o conduot a prm-
application outreash gruqran that will identify and provide
information o potantial applicants and will increass the
capacity of potential applicants to meet the application and
othey regulrswonts of tho Act.

#sotion . SHelection of Institotions

This section requires the Board, In its discretion, to
salect spplications submitted under section S and to award
assistance from the Pund. In makinmyg its salectlons, tha Board is
racpuired to evalunte apzlicationa besed on 18 salection critayia.
Ths 16 selectlon criteria are designed to ansurs that applicants
with ths most promise for fulfilling the purposes of the Act are
awvardsad assistance. The c¢riteria reguire the Board to consider,
among othor things, the peed of the applicant for assistance from
the Fund and the abllity of the holding company or affiliates of
the spplicant to provide funds in lien of azsistance from the
Fand. In addition to tha selection critsria, the Beard is
parsitied t¢ consider any other factors it desenms appropriate when
svrlunting applipaticm;

The aoaxa,ié reguirad to publish regulations regrardirvky the
selioctlon criteria not later than 180 days after sractmpent of the
U ¥ AN k

#

Saction 7. aAssistancs Providasd Dy the Pond

This section perzits the fund to provide financial
assistance to gualified community developmant financial
institutions in the fors of equity investments, loans, loan
guarantees, deporits and grants. The Fund may also provide
technical amsistance, incluvding traintng, to gualifisd comsunity
developrent financial institutions. The allocation of awvards
between insured and uninsured comunity davelopment Lioancial
Institutions 1s ir the discreticn of the Bosrd, provided that due
consideration is given to the allocation of fonds for tha
astablishaent of zmrad commnity developaent financial
ingtitutions.

This ssction also reguires eguity investmants held by the
rond to be in the form of transferable, nonvoting investuments.
Buch sguity investments may provide for convertiblity to veting
stock upon disposition Of the interest by the Fund. The Fund is
dirscted to structure its invesiments {n such a mapner that it
will not own more than 50 parcent of the eguity of an institutien
and will not contyol the operstions of the institutioo. The Pund
will be dessad not to control any institgtion ruoeiving financlal
sassistance for purpcses of applicable laws,

The Pund may provide up to 55 million of assistance per year
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to any one qualified insured community developaent fipancial
irstitution and up to $2 nillion per ysar to any otber qualified
community devalopament financial ipnstitution. 7Thils mect alse
protibites the Board frow providing assistance to a depository
institution holding company unless the holding company and ite
atrilistag collectively neet the definition of m commmity
gg:mlapnent financial institution as dsfined in section 3 of ths

This section requires ali gualified insured comgunity
development financisl institutions recaiving asalstance to matol
the aseistance with at least one dollar from priveste sources for
aach dollar provided by the Yund, except that an insured
coxzunity developoent financial institution will not be reguired
to match technical assistance provided by the Pund or grants for
tochnicn) assistance. A msteh will be reguired for all types of
assistance provided to other cosmunity developnent flnanclal
ingtitutions, and the amount and form of the mateh will be in thae
Qlscretion of tha Board., The Board, howevar, may not regqulrs
that technigal assistance 9r grants for technical ssslstancs to
community developsent Tinarcisl institutisng e patched. The
Fund may not provids any nssistance axoept technicsl ssaistance

- ounti) legully saforceable commitmants for the entire reguired

xatalh kave been geaarﬁd*

The Pund is reguired o provide assistance In such forms and
subiact to such restrictions that will sssure, Amcng other
thinge, that asaistance from the Pund is nsed in a manner
consistent with the purposes of tha Act and that institutlions set -
federally ragulated are financially and managearially stable.
Bafore providing ascistance to an insured oommunity devalopment
fipancial institution, the Board is direcstod to consult with the
upprggzinta Yedaral regulator. The Board (s yeguirwd to imposse
pegotlated parforsance gosls on qualified community developzant
financind fnstiturions receiving ascistance based on tha
strntoglc plan subaittad in the institution*s application.
Ingtitutions receiving sssistance sre required to submit an
annual report to the Pund and the Pund is Yogquired to reviewv the
porinrsance of the institutions. Basad on the review, the Board
»ay apply appropriats sanctions against an institution vecelving
Assistance, including revocation of roval of the application,
tarnination or redustion of future assistance or changing
p;r&arnanca goals or slements of tha institutlion's strateglc
plan.

This section mlse permits the Board to sall ite fnvestzmants
at any tise and permits the Board to retalin the pover to ocontinue
to enforve any I%aitatiaga placed on tho assistance.

Tals Bection also clerifias that the At does not Affect ths

autdority of any Pederal bankiog regulator 4 superviss and
reguiete an insured community development financial imstitution.
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foction 8. RBucouragwment of Private Entities

The Boald may causa to be incorporated, Or sngourngs
incorporation of, privata, npoa-~profit and for-protit rations
that will complement fhe activitien of the Pund in ca§:§§gq out,
the purposes of the Act. The purposas Of the private antitios
will be limited to investing 1n and assisting community
davaloppent finascial institotions.

Section %, Clesringhouss Functicn

The Fand i required by this section to establish and
maintain an informatios ¢learinghouse that will assist in
creating, developing and ewpanding compunity development
financia) institutions.

10. Recordkeesping, Reports, snd Andits
3 t

This section regquires gualified commmity develgopment
Cinsncial institutions vecelving assistance €0 main all
* recortis necessary for anFuring ccmplisnce with the Act. 7Ths Pund
will have accass to all books and records of such Iinstitutions
Zor the purposes of deaterzining compliance with the Act.

The Pund {5 required to subnit a report aomually to the
Presidant evaluating the activities of ¢he Purdl. The report is
to be subalttad not later than 1320 days after the end of the -
fiscal year of tha Fund, In addition, the Board is rogquired to
condust, or csuse to be conducted, an ongolsny study of the most
affective and finpancielly sound policies for community
devalopment and the role of comminicy developmant in any .
Cipancial sarvices refors. In the conduct of the onguling study,
tha Board is required %o consult, or cause consultatiocn, with the
Pedera)l banking requlators and other agenciaen. An initial report
on the angoing study sust be submitted to the Presidant within
aine months of the dota of enactment of the Act. .

This section: also requires the Board to cooduct an
additional study separate from the amnua) report and the ongoing
gtudy six years after ensctpent of the Act. This study will
ovaluate the structure, govarnance and performance ¢f tha Pund
and will contain the Board's recommendations for changes in the
oparaticns of the Fuand.

The Fand will be zudited annually by the Ganaral Ancoant Loy
Gffice. The Tesults of the awiit will be forwarded to the
Prasident and to Congrass.
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Bection 11. rIuavesimoant of Racaipts and Irocosds

Thin section provides that dividends on egquity Investments,
interwst.on deposits, and procseds from the dlsposition of
investoants puprsuant o section 7 will be depasited in ap account
established to coarry cut the anthorized purposes of the Act,

Upon reguest of the Chief Executive 0fficer of the Fund, the
funds in the account will be Iinvesmted in public debt securitiss
that bear interest at a rate determined by the Secratary of the
Treasury. The account will be avalladle far use by the Fund in
carrying sut the purposes ¢f tha Act until the Fands are

axpandad.

sectlon 12. Authorizatien of Mppropriatiocns

This section authorizes appropristicns to the Fund of $60
®illion In fiscal yesr 1594, $104 nillion Tor fiscal year 1995,
$107 million for fiscal year 1596, and %111 aillion for fiscal
yaar 1397. L

-
-

Pection 15. Technical and Conforzing Amendmants For Savings
, Asnociztion Commumity Devsiopmant Investmant
Antrority

Thie section amends the Home Qwners' Toan Act to conforas the
commumnivy devslopmant irnvestmant authority of gavings -
associations to that of national banks and state banks under
section 4 of the Depository Imstitutions Disastar Belief Act of
1992, “The wmandment yvould authorize savings sesociations to |
invast in any of the private covporations foramd in conjunction
vith the Fund and in other community development projects to the
sane externt g pagzissiblm tor national banku and etate banks.
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