Merritt Community Capital Corporation greatly appreciates the opporiunity to comment on the Notice

for Proposed Bulemaking {NPR) for the Community Reinvestment Act {CRA) We offer the following
coraments acknowledging the amount of work and thoughtfulness that went inte these proposed
updates and the effort involved with coordinating multiple agencies for a single NPR. Merritt has also
signed on to the commaents from the National Association of State and Local Eauity Funds {MASLEF) and

the Affordable Housing Tax Credit Coalition {AHTOCL

Organizational Background

fderritt is & mission-based nore-profit that provides equity capita! for affordable housing exclusively in
California. We raise capital from CRA motivated banks and invest almost exclusively with community and
mission-based non-profit affordable housing developers huilding the most oritical, difficult, and impactful
housing communities acrpss Californis. Cur partners tend to be smaller with a higher concentration of

BIPOC and community-based developers, and the projects serve the lowest-incoms angd highest need

populations.
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Merritt has over 30 vears of sxperience raising capital from CRA motivated banks and investing with non-
arofit developers, and has financed more than 10,000 sffordable homes and invested aver %1 hillion
dollars. We are the largest champion in California for programs supporting the next gén&mi%an of

affordable housing professionals vie our Commitment to California initiative. Owver the next 3 years the
%

initiative will educate, train, and support over 800 professionals via scholarships, internships, and carser

development and is fonsed on equity, diversity, and inclusion,

in short, we are directly serving the populations and addressing the Issues CRA is meant 1o incentivize.
Due to owr extensive relationships with CRA motivated banks, we feel confident providing feedback on

the future impacts of the proposed regulations,

Privnary Concem -~ CRA s the Prirpary Motivator for Investment in URTC

The Community Reinvestment Act’s Investment Test is the primary motivator of Banks to invest in the
Low-income Housing Tax Credit. Banks represent 85% of the investment dollars in the UHTC market,
Therefore, slimination or weakening of the investment test will put 2t risk most of the market for UHTC
and is expected 1o have a dramatic impact on the investment dollars that fund affordable housing. The
reduction in westment dollars will directly lead to a reduction in sll affordable housing units built, This
will have a disproportionate negative impact on communities of color, very lpw-income howseholds and

ndividuals, special needs populations, and community and mission-hased organiyations,

The statemerd that CRA is the primary mothvator of banks to invest in the UHTU market is not hyperbole.
The Hirst and last guestion Investors ask Merritt is, “what CRA ‘credit’ will be provided? Thix is especially
prue for banks that do not have 2 dedicated Community Development Investment group, which
represents most of our investors, CRA I 50 important thet funds are structured around providing CRA
credit and econemics are determined by CRA need. The returns investors want {and our resulting ability
to support the most deeply targeted projects) are dramatically impacted by CRA; w%t%zéin our portfolio the

investor return can vary by over 530% based on CRA needd

‘Cahnﬁezmgk f‘}mmm Tax Credit Monitor,” {2023}, Retrfeved fromy Bttpsyiwww colpresnisk comy-
Imelindres 327 houwsine-tasemoniior mareh Y edd
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With 85% of LIHTU investments supported by TRA motivated investors, removing the CRA requirement
will have a dewasting hmpact oo the market. Mo marke! can sustain g dislocation of 85% of investors, and,
undortunately, recert history proves this point. Prior to the financial orists, Fannie Mae and Freddie Mac
were significant investors in LIMTC (hot significantly less than 85%) When they left the UHTC market the
impact was 50 great that Congress created a tax-credit buy-back program to stabilize the market. This
markel interruption divectly led to 3 substantial decrease in affordable housing production, reaguired an
increase in government support for the program {Le. taxpayer subsidy inoreased), and nearly put many

mizsion-based organizations out of business,

Since we already know the difference in investor returns in CRA and non-CRA markets, we can estimate
the cost of disruption — 2 20% reduction in equity capital to build affordable housing * Such » dramatic
reduction in squity capital would require enormous intreases in local public subsidy o keep projects
feasible and create an incentive or 3 necessity to build housing for higher A0 tenants 2o more
permanent debt can be leveraged. Utilizing muore public subsidy per undt or increasing tenant Ablis is
likely to disproportionately impact smaller projects and those serving communities of color or special
need populations. In addition, the non-profit developers that serve communities of color will be
negatively impacted, which reduces not only thelr ability to provide affordable housing but alse

community services supporied by fees earned by bullding housing,

Bank investors, sspecially smaller banks, have told us they will end or reduce their investment in UHTC
with the removal of the investment test, The primary driver is that Banks are lending institutions not
investing institutions. LHTC investment has always been an cutlier of bank activities that had been
supported because of the nesd for CBA. Additions! lssues are that LIHTCs longer term, higher risk {eqguity
instead of debt), additional capital charges, and low current returns, make the investment comparably

uratiractive,

2 por CobnReznick, non-URA Investment can vary by over 50,30 per $1.00 federal tax credit, CohnReznick, "Housing Tex Credit
Monitor,” {3032}, Retrieved from Rips e colmreenivio o -fmedivresources/ 2022 housing-tan-

OO 3 2 ndf
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Since removing CRA motivated banks changes the investor mibin LIHTC 1o profit seeking investors, the
rypes of organizations who facilitate UHTE investment will change, Merritt is ativactive to Investors
because it not only provides a market! rate of return but also supports the community. Profit motivated
investors are less likely to be interested in community benefits, and, therefore, mission-hased
orgarizations that most directly service connunities of color, very low-income households and

individuals, and special needs populations will be weakened.

in conclusion, removing the investment Test runs contrary to Congressional intent to address challenges
in predominantly minority communities that have suffered from decades of disinvestment and other
systematic ineguities, |t also undermines the bipartisan Low-Income Housing Tax (radit program, which
is our nation’s primary tool for addressing the affordable housing orisis. The investment test has been
amazingly successful at supporting the development of affordable housing and, we fear, s remuoval will
be devasting, We request you evaluate whether the expected substantial cost of remuoving the

rwestment Test outweizghs the benefits,

fry regard to other specific guestions/comments/suggestions on the NPR, we direct vour attention to the

dational Association of State and Local Equity Funds {NASLEF) attached hereto 33 Exhibit A

Please feed free to contact me ot ghelisk@meriticap. arg or {510} 444-7870 i vou have any guestions or

wonld Bke further elaboration on our response,

Sincerely,

Ari Beliak,
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Exinpit A-NASLEFCRALETITER

August B, 2022

Chief Counsel's Offics

Attention: Corsnent Processing, Office of the Comptroller of the Currsncy
400 71h Srept SW, Suite 3E-218

Washinglon, DC 3218

RE: Commmunity Reinvestment Act Begulstions, Dooket 1D OOC-202 20003

To Whom B May Concere

Thess comuments are submitted on behal of the Mationsl Assodiation of Siste and Local Eguity Funds, (“NASLEF"},
an association of state and fucal based nonprofit organizations that raise eguity capital for investment in Low-
Income Housing Tax Credit {“Housing Credit™) properties,

Background. NASLEFs 10 members operate in 38 states where owr leadership in affordable housing advocacy,
connschinn with conununity organbation, st knowledge of locs! markets creates high quslity, strategis
community investments, espacially in underserved markets. Collectively NASLEF members represent about 10% of
the national Housing Oredit market, and have raised and invested almost 518 billion In affordable bousing and over
1 billion in other comimunity and seonomic developments, While nur membaers also provide squity financing to
for-profi development of Housing Credit properties, we concentrate in partiouler on nonprodit affordeble housing
development. In addition o our work financing Housing Credit developments, our membsrs are involved in other
commnily development activities that redy on bard partivipetion incentivized by the Convmdty Belnvestment Act
{URATY including New Marksts Tax Credit {“NMTL") ivestments and Community Development Financial
ystitution {"CORP ending,

MASLEF welcomes the opportunity 1o comment on the Notice of Proposed Rulemaking {NPR) regarding CRA, a law
which we believe i oritically important 1o the continued sucress of the Housing Credit program which is by far the
st important federad program for sffordable housing development and preservatinn. Commercial banks,
encouraged by CRA requirgrments, typically provide more than 30 percent annually of the sauity capital for the
Housing Tredit program so any change in CRA that insdvertently reduces thet demand could have s devastating
inpact on affordable housing development. We already now there can be over 8 20% (50 20) differsnce in areas
with high CRA need versus low CTRA need. The guestion is not if capital can be raised but at what price, if
muodifications to CRA have the effect of reducing bank demand, then oredit pricing will be lower which will reduce
the number of affordable housing units bullt 1 will also shift the mix of affordable housing away frooy the lowsst
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AREs to higher AMs that can support Mgher rents and thus highsr property debt. Ouring this housing affordebility
ig, that ks » result that must be avoided,

While we appreciate the efforts of bank regulstory agencies to modernize the CRA rules, and recognize
shortcomings in the current framework, we have wiery strong concerns that the NPER could underming the Housing
Credit program. We are specifically alarmed about the elimination of the investment test to be replaced with
communily development {(D) fnancing test. We are not in the banlking business and cannot know with any
degres of rertainty what the npact of the proposed framework will be, but in alking to our bank partners and the
lrger affordable housing comunity we have serious concerns that banks will be less Incentivized to make souity
frvgstments in the Houslng Credit program undser the NPR sinee banks will be abls to mest thelr CRA obligations
fargely through the retell lending snd products tests, and 1o the sxient banks focus on the CI financing test they
will be able o mest thelr oblizations through loans rether then investmants.

There are meny factors that favor bank lending over Housing Credit bwestment, beginning with the fant that the
fundamental busingss of banking 5 1o foen money, not to make invesiments. Bank personnsl are trained as
lendders and advancement through the instiidion s ted to lending expertise and experience. Adding 1o that bias
toward lending is the higher risk associated with investments, the longer-term of such investments, the senifor risk
position of loans over equity, the greater linuidity of loans, and in most cases the less complssity nvolverd with
lording. Furthermore, banks fave the risk that the projected return frown thelr investreents will not be realized i
therg is an interruption in thelr capatity to use Ffederal tax cradits. The business bias toward lending is scoeniuated
by government regulstions that requive banks to seb sside more capital for investments as compared to loans.
These biases toward lending give us great fear that the elimination of the investment test will make it mors
diffizult and costly to attract bank investment to affordable housing financed with the Housing Credit.

Sdore brosdly, we belleve the elimination of an investment test will increase the industey’s relianee on non-CRA
imvestors, who sre motivated solely by proflt snd indiferent to the sHurdable housing mission. This will have the
grestest negative npact on mission-orisnted organizations and thoss closest to low-income oommunities,
inchading ouwr members arad thelr nonprofit developroent partoers. This same effect i Bhely to arise by giving banks
corsideration 3t the instiution level for any gualifying activities conducted nationwids,

Given these converns, pur strong preference is to retain an investment test a3 under the current CRA rules,
Hevertheless, we recogriee the commitment of the bank regulatory agencies to this new two-part test based on
retail and community developrment activities and therefore proposs the following modifications for vour
corsideration,

Achdressing the Threat to &fordabls Housing Posed by the Elimination of the nvestrent Test

First, for lavge banks we revomarenid o moification to the relative welghting to put more emphasis on community
development by eaualizing the scoring so that the O and retail tests each account for 50% of the total score.
Given the greater impact of community development financing over community development services, we
recommend fnancing arcount for 40% of the combined tests. Furthermore, (o reraove an implicit bias toward
landing over Ivestment, we recommaend thet community development lending not count for both the reteil test
and the OO test,

Secornd, we recomumensd requiring & mindmur volume of equity investment relative to the level of deposits for sach
rating categnry 5o that o separats rating is assigned based on equity volume. As part of this recommendation,
banks should not receive 2 higher store on the CD foancing test then on this proposed squity investment test.

Third, irvastment in mortgage-backed securities {MBS) should be limited so that this sasity utiized investment
pption does not sverwhelr the 00 fnencing test. As vou know, it has been commaon practice under the current
rufes for banks to purchass MBS 1o achisve their URA goals and then sfler a short hold, sell them which means
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mnitiple banks often get credit for the same loans.  That heightens our concern that MBS under the proposed new
rudes will undenmine the ingentive banks have to make sguity investments in affordable housing, To address this
situation, we recommernd that MBS not aconunt for mors then 20% ofthe institution lewel D financing test ang
that there be s twoeysar holding period requirement, with retrospective review of the bolding period applied to
the nest bank sxamination. I addition, we recommend thet only the firgt purchase of MBS debt should be
countad in the C0 financing test. Finally, a5 sugpssted by Cuestion 8 in the NPR, only the valus of affordable loany
in @ qualifying morigags-backed security, rather than the full value of the security should be counted,

Fourth, squity imvestment i the Howsing Credit should count 83 & positive impact review factor for the sommunity
develnpment test, 1 i important that the impact review factor for serving low-incoms bouseholds in the PR -~
defined 5 50 percent AR and below or, in the slternative, 30 percent AMIE and below - could exclude the shars of
units within 2 Housing Credit property affordable at 80 pervent AMI or 80 percent AML Congress has made &
judgment that the Housing Credit should be used to subsidize tenants up to 80 percent AN a5 long a5 the property
on average is affordable to tenants &t no mors than B0 percent of AMI This supports desper income targeting that
is possible from the higher rerts paild by 80% AM! houssholds and allows desp rent shewing. Bank regulatory
agensies should not second-guess this devision by Congress on how 1o best design the Housing Credit program.

We aleo share commuonty expressed concerns thet the pser-performance based scoring syster sinbedded o
each test could creste an unintended “race to the bottom”™ since banks arg unlikely to schisve an “outstanding”
rating given the current seoring parameters. That is hely to oreate o siustion where most banks will only be
mtivated 1o schieve o “satistactone® rating. I general, strong TRA scoring should be awarded to hanks that meet
Bigh community ivestment standards that address community needs, versus grading banks on 8 curve a8
compared to thelr peers. This leads ws to further recommend that banks should not recelve a tgher overall rating
than the rating they recsive for comrrunily development finencing and servives,

Revonsider Mew Bank Size Thresholds that Could Reduce Community Development Francing

We are also concerned about the proposal to raise the bank size threshold and the potential mpact that could
have on community develnpment financing, sspecially in smadler or rursl markels where our members do
comsidersble community developgment financing. The NPR would set new thresholds for small and intermediste
banks which we understand wonld reclassify 779 barks that are currently intermediate banks a3 small banks,
meaning they would o longer have community development finance responsibilities in the gomenunities they
sgrve. Reducing the number of banky that have community developmend responsibilities could have a negative
wmpact on community development westment and financing, partioudardy in rursl markeis thet already have less
acpess o CRA-muthated bank capital

Discouraging Banks from Facilitating Quslified Contract angd Right of First Refusal Abuses

Finally, we would like to bring to your attention and seek provisions within URA that respond to fundamental
threats to stfordable bousing that exists a5 3 result of two loophales i the Housing Credit program, To the extent
that banks beaefit frorn exploiting these nppholes, we strongly believe that this should be reflected in the scoring
oof Housing Cradit investments snid loans. ‘

The first nophole is the Quadified Contract provision in the Mousing Credit which permils some owners to gt out
of the exdended use rent and Income restrivtions after 1% years in spite of the generous federal tax subwidies
recatved to dmmlop the property and maintain it as affordable for MW vears. While most states require housing tax
gredit recipients to walbve their right 1o utilize the Guslified Contract bophole, meny tontinus to permdt such
practives, particularly in bond deals. According 1o the National Councll of Btate Houslng Agenvies, mors than
100,000 units of affordable housing has been lost due to this loophole over the last several years, more than
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10000 units per year. We recommend that CRA be modified 1o discourage banks from facilitating this sbuse. This
could be accomplished either by denying any CRA recognition for future Housing Credit equity nvestments in
properties that are permitted to utiize this loophole, or by taking into account the financing of such propseties in
the impact review. In addition, any MBS which includes debt thet funds Dualified Contract eligible progertiss
should be diseounted based on the share of the security comprising such debl

The second issue involves 3 special feature of the Housing Credit program which permits tax credit financing
arrangements to oreate a right of first refusal that permits the nonprofit sponsor of the development to acquirs full
swnarshin of the property after 15 vears for a discounted price. Malor abuses of this provision have arisen in
recent years as & result of sutside capital coming in to the program and acguiring control of the mited partnership
interest, ypically through the acquisition of the upper ter fund managed by 3 tax credit syndicatar. These oulsids
frwpstors, who o were not parties to the original fnancing - commonly referred 10 as sgarepators - have taken
advantage of ambipuities in the Housing Credit statute which are reflected in the financing agreement to deny
nonprofits their rights of first refusal. This has led to scoves of legal disputes, as well as itigation, that is resulting in
the payment of hundreds of mitions of dellars by nonprofits to aggrezators who as 3 result are earning windfall
prafits on thelr Investments,

While harks are not at the forsfront of this abuse, and the industry does not defend such practices, as participants
in multi-investor funds acquired by ageregators, they can passively benefit as limited partners in 3 fund that
demands unanticipated payeenis to exit the property parinership, Because this permitious practice has gensrated
such high returns, we also understand that some banks that invest divectly in Housing Credit deals bave begunto
make demands for exit paymenis not contemplated in the financing sgrgement. Furthsrmors, it is possible that
some banks have provided financing to aggregators 1o acquire control of investor limitad partoerships for the
purpose of squeering nonprofit right of first refusal holders. i

Thers are several potential avenues available to addrexss this abuse through CRA rules. First, it should be made
clear that banks will receive no community development Hnancing credit for loans to aggregators. Second, to the
extent loans are provided to aggregators, the volume of such lending should be scored negatively in the mpaot
revdpy, Third, banks should be reguired to report whether they are pariners in a multhinvestor fund whoss
general partner has refused to recognize the nonprofit right of first refusal. To the sxtent the bank bengfits from
this, it should be scored negatively in the impact review. Fourth, to the exvtent that banks in their direct o
proprietary Housing Credit investments refuse 1o recognize the nonprofit right of first refusel, and demand exit
payments in scess of that contemplated in the financing agresrment, that information should be reported to the
appropriste bank regulatory agenoy and the amount of eguity originally financed should be deducted from the CRa
credit earned in the current CRA examination oycle,  Finally, banks should receive positive impant scoring for
future Housing Credit investments that includs languags in the financing sgreement that protects the nonprofit
right of first refusal along the Hees of language requived for alt housing tax credit allocations by the housing finance
agencies in New York City angd Virginia,

We note that the Federal Housing Finance Agency hay been working with Fanpis Mae and Freddie Mac to have
them adopt policies to address this abuse with regard to their Housing Credit investments thet discourage doing
husiness with endities that teke advantage of these two loopholes. Both enterprises have policies in place while no
restrivtions ourrsntly apply 1o commercial banks who facilitate these practices.
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RESPONSE TO SELECTIVE DUERTIONS

Affordable Howsing Definition

Guestion 3. s the proposed standard of povernment programs having 3 "vteted purposs or bona fide Interd” of
providing affordsbde housing for low- or moderate-income {or, under the

alternative discussed above, for low-, moderate- or mdddie-income} individuals sppropriats, nr is g different
standard rore appropriste for considering government programs thet provide affordable housing? Should these
activities be reguived to meet 3 specific atfordability standerd, such as rents nol sereeding 30 percant of 30
nerrent of median income? Should thess activities be requived {0 includs verification that at least a majority of
voougants of affordable units are low- or moderate-income individuals?

The “stated plrpose or bong fide intent® showld be evidenned by o Lond Use Bestrictive Agreerment LUEA) The
LUBA showld meet LIMTC reguirements for rent and incomes or reguire rents not excesding 30 percent of 80 percent
of AR The Bonk should alin hove to show for 80% AR properties thot the LURBA restviction enebles rents thot ary
below morket rents. ‘

Guestion 4, In gualifving affordable rental houshng activities in conjunction with 2 government program, should the
sgencies onsider activities that provide effordable housing to middis-inooms individuals in bigh opporturity argas,
iy nonmetropoiitan counties, or in other geongraphles?

While we support sfforts to Increase affordoble housing development fo Mgk cpportunity sreus, we don't ogree
that proviting TRA credit fu foans on housing for middle income individuols in high opportunities areos and in
nOBMEtro Counties merits specinl CRA recognition obsent some evidence thot the debt ond equity markels pre not
fully functioning to provide capited for midifle incarne housing in these areas, Any URA reloted incentives for
affordobie housing should be focused on L83 individuals ond fomifies, not the middle income.

Cusstion %, Are there slternathve ways to ensure that naturally octurring sffordabls housing sctivities are targeted
10 properties where rents remain sffordable for love and modergte-income individuals, including propsriies where
2 renovation s oooprring?

White we support sxtending CRA credil to debt financing provided to noturally poowrring offordable howsing, we
hefiove some sort of stondord should be in ploce to ensure that CRA vredit & not extended for the soquisition of
WOAM property thot i then converted ~ with or without some rehobilitotion expeaditures - Yo morket-rote housing,
A stondord showld be adopted that reguires o LUBA for rents of 30% of BO% of A8 ond provides full or poarticl credit
frssed on the pffordolsiiy of the property's vents ducing the term of the foon thot s recelving URA crpdit,

(uestion 8. Wheat spprosch would appropristely consider activities that support naturally occurring affordalbde
housing that is most beneficlal for low- or moderate-income individuals and communities? Should the proposed
seopraphic criterion be sxpanded to include vensus tracts in which the median rentsr is lnw- or moderate-incoms,
ot in distressed angd underserved census tracts, in order to encourags affordable housing in a wider range of
cormmunities, or would this expanded option rish crediting activities that do not benetit low- o moderate-ncome
renters?
Mare important thon geogrophic targeting i ensuring thot the CRA credited debt supports continued affordobility
fo LA individunts and families. Regordiess of location, financing the oogulsition or sehobifitotion of NOAH
properties thot gre converted 1o pnaffordoble morket rate rents should not recefve CRA credit,
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Partial Corsideration

Ousstion 1. Should the apencies consider partial ronsideration for ary other community development activities
{for example, financing broadhand infrastructure, health care facilities, or other sssential infrastructure and
conmrnunity faciities), or should partial consideratinn be Hmited to only affordable housing?

We belipve partinf consideration should be Umited to offordable housing, While broudband, heofth core fovilities or
other fnfrostructure gre important 1o any community, affordoble housing ochieves o higher public policy purpase
angd Foces considerably more finoncing chollenges that merit higher CRA pricrity. Further, the reform could
inadvertently reduce investinent in affordable bousing by providing consideration for broodband, heoith cars
Focilities or other infrostructure thot would be budlt regordiess of CRA incentives.

Guestion 2. if partiad consideration s extended to other types of community development activities with s prirsary
purpose of community development, should there be a minimum percentage of the activity that serves low- or
moderate-npnme individuals or geogranhies oy

soall businesses and small farms, such as 25 percent? if partial consideration is provided for certain types of
activities considered to have s primary purpose of community development, should the agencies reguire @
minitaum percsntape standard gregter than 51 perrent to recebve full consideration, such as o threshold betwesn
B percent and 90 percent?

i portio! congiderotion is extended, we befieve ¢ minimum percentage of the ooty showld serve torgeted
individunts or geographies, ot loast 50%. To recelve full consideration, the minimum percemtoge should be ot lsost
0%,

Mortpage-Backed Sscurities

Guestion 9. Should the proposed approsch o considering mortgage-bavked securities that finanee affordable
housing be modified to ensure that the activity is aligned with CRA's purpose of strengthening credit access for
lowe- or moderste-incoms individuais? For example, should the agenciss consider only the value of affordable loars
i @ mualifing morigage-backed sedurity, rather than the full value of the security? Should only the initial purchase
of a mortgage-backed security be considersd for affordable housing?

We discuss our recommendotions with regord to MBS in our comments obove and wont fo stress agoln thot the
cormbining of MBS with Housing Credit investment within the community development finoncing tests poses grea
risk to the very effective incentives for Housing Oredit equity fovestment in current CRA guidpnce, i §s ronsiderably
sasier for barks to mept CRA ohisctives through the purchose of MBS than # §s through eoguity investment in the
Housing Credit. In nddition, Banks hove been known o own MBS for short periads of Hee before ssliing them to
angther institution, Therefore, multiple finoncio! institutions muoyv benefft from the same one octivity, Unlgss the
MPR iz modified from the current proposel, we believe it will significantly undermine offordoble housing
development fingnced through the Housing Credit,

Gur puswers ore yes, vou should consider only the value of affordoble loons in o guolifving mortgoge-backed
security, rather than the full volue of the security; ond yes, only the initiad purchase of o mortgoge-boacked security
be considered for affordable housing,
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Placed-based Definition

Guestion 17, Should the sgensies ronsither additions! requirements for essential community infrastructurs prodects
and sssential community facillities to ensure thet activities includs 2 benefit to low- or moederate-income residents
inthe communities servad by these projects?

We question whether CRA Incentives are necessary of ofl in mast coses of essential community infrastructure and
Jociities, We don’t guestion the volue of such projects to the community, many of which alreoady receive ool
government support. The guestion is whether reasonohly priced financing is olreody avaifoble to such projests. If
the market is fully oble 1o serve such activities, ORA credit should be imited based on o strong correlation with
benefits to LA individusd ond famifies. In gddition, by including essenticd community infrastructure and focilities
thot would elreothy oocur put of necessity, bonks moy reduce their nvestment in offordoeble housing,

Oualifving Activities

Csstion 31, Should the sgencies also maintain a non-exhaustive st of activities that do not gualify for CRA
consideratinn 8s 8 community development activity?

Yes, o fist of nongunlifing octivities should be provided, both to provide mesimum tronsparency to banks and o
direct their CRA potivities in the right direction.

Hctivities Outside Assessment 4reg

Guestion 35, For the proposed factor focused on activities supporting MDDz, WDs, LICUs, and Treasury
Degariment-certified COFLS, shouwld the factor exclude placements of short-term deposits, and should any other
activities be excluded? Should the criterion specifically emphasize sguity investiments, long-term debt financing,
dorations, and senvives, and should other activities be emphasized?

Short-term deposit should not provide ony (RA credit. Long-term {at jeust 3 to 5 years) und patient debt copitol is
necessury to underweite the COFPs gotivities. The octivities thot COFFs underwrite normually require some form of

“oop™ fnoncing toounderwrite sucoessfully. Thus, to berome econprnicolly viobie tokes severaf yeors ond reguires

the patient conitad for that to boppen. Donations to CRF] should receive Rl CRA credit,

Gwestion 37, For the proposed factor of activities that support affordable housing in high opportunity areas, s the
proposed approach 10 use the FHFA definition of Aigh opportunity gress appropriate? Are thers other options for
defining Hgh opportunily oreos?

The FHEA definition gpplies to difficult to develop areas which is g concept created in the Housing Credit progrom
for greas which have high construction, land ond utility costs refative to medias income. This definition was
developed to permit bgher levels of housing tox credit subsidies in such aress. I is not directly reloted to high
opportunily areas which are Yypicolly thought of a5 higher income areas with low rotes of poverty.

Question 47, The agencies propose (o give CRA consideration for commmunity development financing activities that
are nutside of facility-based assassment areas. What alternative approaches would encourage banks that choose to
do soto conduct effective community development activities sutside of thelr facility-based assessment arsas? For
svample, should harnks he required to delinsate specific geographiss where they will focus their oulside faciliby-
hased assessment area community develnpment financing activity?
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Assuming bunks meet the credit needs in their gssessment ares, then we support giving foll CRA cradit for Housing
Credit investments within the greater stutewide or regiono! areg. We do not support giving folf CRA credit ot the
institution level for Housing Credit investments made anywhere, Ouwr concern Is thot apening up CRA in this woy will
cornmoditize Housing Credit equity markets inceativizing irveestors to utilize notionol syndicators os they seek
investments with the highest vield without regord o looo! needs.

Question 48, Should all banks have the option 1o have community development activities outside of facility-based
axsessment areas considersd, including all Intermediate banks, small banks, and banks that sledt to be evaluated
under a strategic plan?

Fundoamentally, CRA s about bonks meeting the credit needs of locnf communitiss where they raise deposits.
Nothing is muore oriticol ta the notion of redfining than bonks muking foons and investments oulside their
gssessment qreas. Onoe banks mest the needs within off their assessment arees, then moking loons outside thot
areq is aoceptable. The problem is thot some lnvestments putside the bonk’s assessment orea moy be sasier thon
investments inside the ossessment oreg — hence capital moy be directed outside the ussessment areg, which is,
whether intended or not, rediining ot its oore.

Cuestion 60, Should multifamily lending be evaluated under the Retail Lending Test and the Community
Developmsnt Financing Test {or the Community Development Test for Wholesale or Limited Purpose Banks? Or
should multifamily lending be Instead svalusted only under the Community Development Finanging Test?

Given our concern that the Incentive o muake Housing Credit ond ather investiments will be severely undermined by
the elimination of the investment test ond the combining of investments with loans, we strongly belisve that
muftiforily loans should not be double counted in both the retoll leading test and the rommunity develppment
finuncing test,

Wholesale amd Limited Purposse Banks

Cuestion 131, How could the agencies provide more certainty in the svaluation of community development
financing at the facilily-based assessment area level? Should a bardk assessment area community development
financing metric be used to measure the amount of community devsdopment financing activities relative 1o a
bank’s capacity? if so, what is the appropriate denominator?

The denomingtor for the comemunity development finoncing metric is “deposits” which should remoin the core CRA
principte for determining whot gmount and where the bonk should conduct its activities.

Cuestion 132, Should 8 benchmark be established 1o syalugte community development finanving performance for
wholesale arad Imited purpose banks at the institution level? if so, should the netionwide community development
financing benchmark forall large banks be used, or should the benchmark be tailored specifically 1o wholesale and
limited purpose banks?

T the extent that mopoing deposit concentroation of 3% o 5% for morel of the institution’s totnf deposits are greas
thut should hove ¢ required CRA response. After the areas of deposit concentrotion, the institution should be
olflowed Yo nvest onywhere else,
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LONCLUSIAN

fns spite of snme shortromings in the current rules, we belleve the Community Reinvestment Act has bheen very
successiul achisving its objectives. 1t has inoreased the level of bank activity that serves LM communities, and has
heen almolutely oritical to the success of the Housing Credit program. The futurs of affordable housing in this
rountry depends on CRA continuing to incentivize Housing Credit lending and investment and we urge you to
seripusly consider our recommendations to make sure the proposed changes to CRA not undermine thet activity.

Thank vou for your attention 10 our comunents.

Robert L. Newman

President, National Association of State and Loca! Fgulby Funds

CAHEC

Cinnalre

Evernorth

Hawail Housing Fingaee

Massachusetts Housing ivestment Corporation
Rerritt Community Capital Corporation
Mountain Plains Equity Group

{hio Capital Corporation for Housing

5%, Louis Equity Fuand

YIRC
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