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To Whom It May Concern: 

Local Initiatives Support Corporation (LISC) and Enterprise appreciate the opportunity to 
comment on the interagency proposed Questions and Answers (Q&As) regarding the 
Conlmunity Reinvestnient Act (CRA). Specifically, we are deeply concerned that 
requiring banks to show how an investment in a national or regional community 
development fund meets the geographic requirements of the CRA regulations would hurt 
the many rural areas, smaller cities and entire states that are underserved by large, 
sophisticated banks, and impede important activities perceived as risky, such as housing 
for the homeless and other vulnerable populations. More broadly, it would interfere with 
eficient capital mobility, one of the most important benefits of the U.S. financial 
markets. 



Enterprise and I ,ISC are tlte nation's two largest nonprofit providers of capital for low- 
income community development. We have provided a combined total of $16 billion 
since 1980, and currently invest $2 billion an~~ually, lnostly in the form of equity 
investments based on Low-Income Housing 'l'ax Credits (I-fousing Credits) and New 
Markets Tax Credits. National and regional funds with multiple bank investors comprisc 
a majority of that investnleilt. We typically organize these funds by attracting the 
investors and placing and managing equity capital in activities that revitalize low-income 
communities and help low-income families live independently and productively. We 
particularly focus on the hardcst-to-serve peopic and places. 

We would like to malce four points: ( I )  national and regional community development 
f ~ ~ n d s  serve i~nportant purposes; (2) the agencies' proposal will be unworkable for such 
funds where banlcs arc the primary investors or le~lders; (3) if implemented, the proposal 
would hurt underserved communities and people with special needs; and (4) the agencies 
should adopt a simpler, more flexible approach consistent with other CRA policies. 

1. National and regional coinmunitv develoument funds serve important purposes. 
Indeed, the current Q&A scc. -. 12(i) & 563 .e. 12(h)-5 provides strong support 
for such funds: "The regulations recognize that community development 
orga~izations and progranls are efficient and effective ways for institutions to 
promote comnlunity development. 'These organizatiolls and programs often 
operate on a statewide or even multi-state basis." 

a. They spread risk among multiple illvestors or lenders and diversify risks 
over a broad geographical area. This is a common technique for fostering 
efficient investment markets and attracting new investors to support 
community development activities. It is critical that low-income 
com~nunities and families be able to benefit from these established 
busiiless practices. 

b. They bring capital to communities underserved by major, sophisticated 
banks. For example, fewer than 20 corporations - nlostly large, 
sophisticated banks - provide the preponderance of investinents based on 
Housing Credits. This investment market is highly efficient and 
competitive, resulting in very low after-tax investment yields slightly 
above 5%, very low foreclosure rates 0f0.02% annually, and maxinliziilg 
the capital actually available for housing. Moreover, these funds have 
been able to reach communities, including rural areas, smaller cities, and 
even some states that these banks do not specifically target. 

c. They facilitate financing of activities perceived to be of higher risk, such 
as sul~portive housing for the I~orneless and other vulnerable populations. 
About 25% of our combined ).lousing Credit investments are used for this 
supportive housing, with great success. 



d. They are cost-efficient. Pooling a critical mass of capital allows spreading 
transaction costs over a large volume of activity. Morc of each investnlent 
dollar gocs into communities rather than to third parties transaction costs. 

2. l'hc lxouosed 0 & A  rwuirinn banks to show how their participation in national 
and regional community development funds meet acograuhical targeting tests is 
uulworkable. The Q&A suggests three alternatives: 

a. A bank could claim pro-rata credit for all of tlie activities financed by the 
fund that are located in its geographic area. For example, if 20% of the 
fuind's activity is within a hank's geographic target area, then the bank 
would get credit for only 20% its investment in the fund -even if the bank 
contributes a smaller share of the fwd's capital. Only a bank whose 
territory closely coincides with the fund's activities would find this 
approach acceptable. 

b. Altenlatively, a fiincl manger coi~ld assign credit for its various activities to 
cach of its bank participants, provided that no fund activity is attributed to 
more than one bank. The problein here is that most bank investors will he 
interested only in certain target areas, and often the same target areas. For 
Housing Credits, there are fewer than 20 major corporate investors 
nationwide, and a national or regional fund might include five to ten of 
them. We are already seeing banks insist on receiving credit for specific 
locations, and even for specific properties. Si~riply put, it will be difficult 
or impossible for fund managers to reconcile all of these competing 
demands. Many banks would decline to participate unless they can be sure 
of getting credit for their specific priority deal and location. Meanwhile, 
many projects that are highly responsive to local community needs will be 
locatcd where no major bank investor has a priority interest, and these 
projects will be much harder if not in~possible to finance. 

c. The proposed Q&A also offers the example that a bank could get credit 
for participating in a new nationwide fund providing foreclosure relief if 
the fund manager uses its best efforts to meet the bank's geographic 
targeting requirements. While wc appreciate this flexibility, it presents two 
problems. First, it appears to apply only to new or innovative activities, so 
it would be of little use for Low Incoine Housing Tax Credits, for 
exainple. Second, since examiners would presumably have broad 
discretion about how much crcdit a bank w o ~ ~ l d  receive for participating in 
such a fund, banks could not be certain at the poiiit wliea investinent 
decisions are made how nluch credit a future exalniner might grant. In our 
extensive experience, such uncertainty clearly discourages bank 
participation. 

3. If implemented, the nronosed nolicv would undermine national and regional 
community develonment funds, hurt undesserved conlmunities, make holneless 



mid sup~ortive l~ousine and other challenainr! activities harder to finance, and 
drive awav banks unable to makc ven7 large investments. 

a. l'hc lirst effect of the proposed policy would be to undermine national and 
regional funds that include nlultiple bank participants. Some banks already 
prefer to make Low Income Housing Tax Credit investments through 
proprietary funds in which they are the sole investors. This route is likely 
to become more popular, especially for the few major banks able to make 
very large financing commitments, as the only sure way to receive full 
CRA credit for their entire investment. As t11e largest banks withdraw 
from multi-investor funds, those funds will lose viability. Ironically, it is 
these multiple investor hnds  that offer the best opportunities for banks 
that cannot make very large financing cornmitnler~ts, and have been an 
excellcnt way for banks to gain experience in con~munity development 
financing. Many such banks have taken great comfort from participating 
in funds in which larger, more cxpericnced banks are also participating. 
Such avenues will become less available. 

b. As single-investor, proprietary funds become morc prominent, it will be 
harder to attract financing for activities in areas outside those banlts' 
priority geographies. Many rural areas, smaller cities, and even entire 
states served by only one or two, if any, of the largest banks. Some 
financing in underserved areas may still be available, but probably on less 
competitive terms. For cxample, investments based on I-lousing Credits 
would require higher ratcs of return, so a fixed amount of tax credits 
would generally less capital for the housing, in turn creating a financing 
gap that public subsidies would have to fill. We have already observed 
that rural I-lousing Credit properties attract less capital because few banks 
target them. 

c. Similarly, activities perceived as risky, such as l~omeless housing, would 
be harder to finance. Although we have been very successful in managing 
these investments, it is much easier to attract capital if a homeless housing 
project is a small part of a largc find rather than a large part of a small 
fund. 

4. The agencies should adopt a sirnpler, more flexible policv consistent with CRA 
precedents. Specifically, a bank that invests in a national or regional community 
development fund should get f ~ ~ l l  credit for its inveshl?ent, provided that it is 
adequately addressing the rcinvestmellt needs of its assessment aea(s). In 
determining the adequacy of the bank's assessment area performatlce, the fiuld's 
entire activity with such asea(s) should be considered. 

The agencies have already established or proposcd several policies under CKA 
that are consistent with this approach: 



a. First, the current QBA noted carlicr (sec. -. 12(i) & 563.c. 12(h)-5). 
provides that: "an institution's ac~ivity is considered a community 
developtnent loan or service or a qualified investment if it supports an 
organization or activity that covers an area that is larger than, but includes, 
the institution's =sessment area(s). The institution's assessment area(s) 
nccd not receive an immediate or direct benefit from the institution's 
specific particil~ation in the broader organization or activity, provided that 
the purpose, mandate, or function of the organiyation or activity includes 
serving geographies or individuals located within the institution's 
assessnle~lt areafs). 

"In addition, a retail institution that, considering its performance context, 
has adecluately addressed the community devcloprnent needs of its 
assessmetlt area(s) will receive consideration for certain other community 
development activities. These comnlunity developn~ent activities must 
benefit geographies or individuals located somewhere within a broader 
statewide or regional area that includes the institution's assessment 
area(s). Examiners will consider thcsc activities even if they will ]lot 
benefit the instit~ltion's assessment area(s)." 

b. A wholesale and limited purpose bank gets credit for coinmunity 
development activities nationwide, provided that it is adequately 
addressing the needs of its assessment arca(s). 

c, Banks located outside the designated disaster areas may receive positive 
CRA consideration for activities that revitalize or stabilize the designated 
disaster areas related to hurrica~~es Katrina and Rita, provided that the 
banks have otherwise adequately met the CRA-related needs of their local 
commu~nities. 

d. Under a newly proposed Q&A, a majority-owned bank would receive 
CKA credit for supporting minority- and wometi-owned banks and low- 
income credit ullions even if they and their activities are not within the 
tnajority-owned ba~lc's assessnlent area(s) or the broader state or region. 
The statutory authority for this policy makes no special provision for the 
location of the majority-owned bank. 

To avoid conflict with other policies that generally focus on bank activities 
within assessment areas, we suggest that our proposal apply only to national 
and regional funds engaged in community develop~nent activities, and would 
therefore exclude home mortgage, sillall business and farm, and consumer 
lending, all of which are otherwise reported under CRA. 

We believe that consistency requires that a bank receive full recognition for 
participation i n  national or regional co~nmunity development funds only if it is 
adequately addressing thc rcinvcsttnent needs of its assessment area(s). The 



principle is that a bank should remain responsible for addressing thc needs of 
its assessment area(s) and that a hank meeting this responsibility should also 
receivc full recognition for participating in national and regional funds, even if 
they do not directly serve the bank's assess~nent area(s). In establishing 
whether a bank is adequately addressing its assessment areas' needs, a bank 
participating in a national or regional fund should receive favorable 
consideration for the fund's entire activity within the bank's assessment 
arca(s). Othcnvise the policy will not be fully effective. 

Finally, the typical bank is unlikely to participate in a national or regional 
community development fwld unless it can be confident of receiving full 
credit regardless of the location of the fund's activities (assuming the bank is 
adequately addressing its assessment areas' necds). Many banks are now 
finding that examiners are denying some or all credit even for activities that 
benefit the bank's region or state but not its assessment area. We strongly urge 
the agencics to remove the following portion of the current Q&A scc. -. 12(i) 
and 63e. 12(11)-6: "When examiners evaluate community developinent loans 
and services and qualified investments that be~~ci i t  regional areas that include 
the institution's assessment area(s), they will consider the institution's 
perfomance contcxl as well as the size of the regional area and the actual or 
potential benefit to the institution's assessmenl area(s). With larger regional 
areas, benefit to the institution's assessment area(s) may be diffused and, thus 
less responsive to assessment area needs." If a bank is adequately addressing 
the needs of its assess~nent area(s), the current policy is both iimecessary and 
cout~terproductive. 

This concludes our comment. We would be happy to discuss the illatter further with the 
agencies. 

Sincerely, 

Benson F. Roberts 
Senior Vice I'resident 
Local Initiatives Support Corporation 

Alazne M. Solis 
Vice President 
Enterprise Community Partners 


