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ncreasingly, banks understand

that in order to flourish tliey must

foster a stable and growing eco-
nomic base. Development ofa strong
local economic foundation must be
important to their goals as lencling‘
institutions. Community (levelop-
ment lencling, which directs re-
sources toward low- and
moclerate-income areas, l?urtlwrs
such a mission. The Community
Reinvestment Act was (lesignecl to
encourage len(lin::' that would yielcl
a strong economic base, to the ulti-
mate henefit of all involved — com-
munity residents and small
l)usinesses, as well as the banks that
provicle linancing. This issue of

ay e ry .
Communities & Banlemg acl( ress

"

o
how banks can, in the context of the
Community Reinvestment Act,
become partners in community re-
vitalization and ultimately benefit
from the economic progress tliey

lielp create.

Beyoncl Compliance

With the ol)iective of communicat-
ing to senior bank officials the ad-
vantages of incorporating
community (levelopment lencling
into a bank’s mission, the Federal
Reserve Bank of Boston recently
hosted its second series of seminars
entitled, “Community Reinvest-
ment Act: Beyoncl Compliance to

Strategic Planning." The program

Summer 1995 No 15

addressed the importance of reori-

enting management tllinleing about
the Community Reinvestment Act
— from consiciering it simply a
matter of compliance to aclopting
community clevelopment as a goal
central to the success of the bank.
Many lencling institutions alreacl_v
have recognizecl the a(l\'antages of
approacliing community clevelop-
ment lencling the way tlley would
any other market opportunity. The
most successful banks are those
whose directors and senior execu-
tives have embraced the Commu-
nity Reinvestment Act and have
incorporate(l its goal oicommunit_\r
revitalization into the institution’s
mission. As ordanization lea(lers,
senior officers are uniquely posi-
tioned to articulate a vision for the
institution; a successful commu-
nity (levelopment lencling program
rests on management's al)ility to
create a vision that communicates
tlnoug’llout the institution the im-
portance of this type of len(ling and
mobilizes resources to realize bank

goals.

Constructive Partncrsizips

This issue presents the leeynote ad-
dresses from each of three seminars
held in New ,Englancl cluring the

last year. EaCl1 spealzer (l.iS Uusse

i

c
ways in which banks and local com-

co
munity organizations can ulfill

common community clevelopment
goals l)y worlzing togetlwr to maxi-
mize theirindividual efforts. Speale-
ers include Ron Plxillips, presi(lent
ot Coastal Enterprises, Inec., a non-
protit community cle\'elopment cor-
poration in Maine; ]olm Taylor,
presiclent and chief executive officer

continued on page 2
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Communities & Ban/cfng exp[ores

viable roles for financial institu-

tions in community economic.

clevelopment. The newsletter is
producecl 1)y the Federal Reserve
Bank of Boston's Public and

Communityf\i’fairs Department.

For free su]nscriptions, write to
Shcryl Snowc{en, Public and
Community A{:{;airs, Fecleral
Reserve Bank o£ Boston,
P.O. Box 2076, Bo:’con, MA
02106-2076 (617-973-3097).
For additional copies, contact
Sharon St. Louis at the same
address (617-973-3459).

Views expressed are not neces-
sarily those of the Federal
Reserve Bank of Boston or
the Federal Reserve System.
Information about upcoming
events and other organizations
should be considered ~t1ict1v
mfmmatlonal, not as an en-
dorsement of their activities.

Readers interested in ha\*ing
community development pro-
grams or projects described in
C = B,
ommunities &

contact:

an[eing should

Rebecca Carter, Editor
Communities & Banking
Public and Community Affairs
Federal Reserve Bank of Boston
P.0.Box 2076
Boston, 1A 02106-2076
B17-973-3813

Articles may be reprinted
or abstracted if
Communities & Ba;z/eing
is credited. Please send é‘opics
of the 1'0p1'in£ccl materials

to the editor.

of the National Community Rein-
vestment Coalition in Wyashington
DC; and Richard DriscoH, Presi-
dent of the Massachusetts Bankers

Association.
Reciprocal Relationship

Each contributor
explores ways to
achieve economic
clevelopment ol)—
jectives l)_v lzeep-
ing in mind the
reciprocal rela-
{:ionship between
banks and the
communities tlw_v

serve. Implicit in

cach addvess are — QiVBT0GNL frOM their own.

the convictions

that the interests

of community clevelopment are
linked to the health of the l)anleing
sector, and that the vitalitv of the
b anl\m: sector is L(IUEIH\ c{cpendent
on its alnl]’cy to foster the 1evdop-
ment of prosperous communities.
Each plays a unique but related role
in furthering the goal of economic
revitalization. Community groups
have their finger on the pulse of
community credit needs, know how
to structure successful community
clevelopment projects, and have in-
formation about and access to other
sources of financing‘. Banks estab-
lish undemqi’cinu criteria, clevelop
hnanunu \cluul es that meet bor-
rower uccht neec 1:, and match pul)«
lic funds to llelp ensure the v 1a1)111tv
of 1@11(11115 in low-income commu-
nities. By recognizing the expertise
embodied in community organiza-
tions, and l)_v involving‘ these groups
in marleeting loan products to low-
and moderate-income communi-
ties, lenders can tap into previously

unrealized market opportunities.
New CRA Rules

Recently, new CRA regulations were
announced and, as outlined in the
Winter 1993 issue of Communities
& Ban/einq, lu_v now stress bank

G{{e«.tl\e ess in 1caglnng ]OW- ancl

Banks and communify
0roups no longer
cnaffordforegard 7

each other's inferess as

moderate-income communities
especially asitrelatestoactual loans
made. The new regulations de-em-
plla~i/€ documentation and focus
on u.~ult~ Each of this issue’s con-
tul)utm: underscores this same
theme. Both Ron Phi“ips anc }o hin
Taylor comment
on the ultimate
impact that com-
munity c{evelop—
ment 1encling has
on individual

communities.

Richard
- Driscoll  dis-
cusses the role of
the l)anleing‘ in-
(lustr_v
ticularly in the
context of CRA
and fair lending

par-

guidelines — in furtllering' eco-
nomic opportunity in tra(litionauy

underserved communities.
Market Opportunity

What all of these contributors em-

phasize and the new CRA regu-

lations echo — is that the greatest
impact of community clevelopment
lencling‘ can be realized lay approac}v
ing the CRA as a market opportu-
nity rather than as a 1‘egulatoq'
requirement. Banks and commu-
nity groups no long‘er can afford to
reg’arcl each other’s interests as di-
vergent from their own. In(leed, the
very idea of community means just
the opposite, that throug’h associa-

tion all members of the community

— banks and residents alike
estath lix 12~t11at ulhmately make
evervone stronger and more pros-

perous. {8

* (ommunities & Banking

- lwelcomes Rebecca Carter as
. ts new editor. She replaces
. Joel Werkema. who has new
- responsibilties a the Boston -
- Fed after fwo years with
* Communifies & Banking.
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Richard €. Driscoll, Fresulenr Massachusetts Bankers Association

A /i)[gtr'm«, resident o)[ Boston,

Richard E. Driscoll earned an under-
graaluatc Jegree from Boston Co//ege
and his MBA from Harvard Busi-
ness School. Entering the [van/eing
im:/usz‘ry f;;//owing a stint in the U.S.
Marine Corps, Mr. Driscoll held in-
Crcasing/y rcsponsiHe positions, ris-
ing to senior and executive vice
president, t/zcn to presidem‘ am‘/ a/frcc-
tor, amJ ﬁna//y to clminnan and c/n'cf
executive off;'ccr of t/ze Bmz/c o_][ New
E}zg/am{, N.A.

The Massachusetts Bankers Asso-
ciation, which Lwrcm‘fz/ represents
185 Massachusetts lvawza] lﬂan/emq
institutions, is unusual among Zmn/\
trade groups in that it includes com-
mercial, savings, co-operative, and
other Zum/-:ing institutions, which in
other states and regions remain sepa-
rate ll[rom one another. Mr. Driscoll
has led the im{uxz‘n/ m u,m[efng with

regulatory Z’OC[I«» n ac‘]a’u.nfnq /ziq/z/z/
sensitive and L/za/y’nqm] community
investment issues, andin progressing
on such ina’u;hz/ qoal as bank tax
nf‘nm, qula/ o[vquatmnc /or compet-
ing ﬂnanua/ entities, and e\pam{u{

[mn/\ pGZLGIS.
Banking on fhe Fufure

A few bankers still reject the con-
cept of CRA, complying with it as
minima“y and g‘ruclging‘ly as pos-
sible. However, these individuals
are few. [ have attended many meet-
ings related to CRA and its emerg-
ing twin, fair 1ending, and can say
that CRA has now been acceptec]
and incorporated into our profes-
sional lives. Moreover, a good num-
ber of bankers not onl_\' have acceptecl
CRA but have endorsed it and have

Communities & Banking-
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committed themselves to maleing it
work. The great majority of bank-
ers, whether warm or cool toward
the Community Reinvestment
:\.ct,

thing in com-

llave one

mon: They want S
to be able to inte-

grate thislawand ?%Qi}ﬁﬁizgé ?é%é ‘ i

regulation into
their operations
in an effective
manner. Many
have rec- ey
lat they

cannot go wrong f

l)anLL

rs
ognizedt d

if periodica“y
tlley sitdown and
review the most
fundamental as-
pects of what
CRA requires, 1)}': 1clent1fvmd the
bank’s market area; l(antl{‘\'ln*— the
area's unmet bankable uec]l’c need ls;
ed

responc{ing‘ to those credit need ;

S5
,

and ginallv monitoring the bank’s

in meeting those needs.
™ 3 l" . 4
CRAs O‘z’lglns

Some 11istorical awareness of the
- . .
Community Reinvestment Act

ancl some gmdm sense of wllat it

L6153

can and should achieve form an
important part of worlemg with
the law. Boston was one of the
early La’ctlegrounds that led to the
CRA. The mother city, of course,
was Cllicago, but Boston's expe-
rience was early enough, repre-
sentative enough, and influential
enough to be included in the his-
torical record. CRA arose out of a
feeling‘ among long~time residents
of older urban neighborkoods that

local government, various aden-

cies and autllorities, and tradi-
tional community institutions
cither were al)using‘ urban neigl -
borhoods throug‘h highway and

airport l)uilcling,

%ﬁgg S;g%ggg E%g% url)an renewa]l

and institu-
tional expan-

sion,

deser

or were

rting them,

as chain
chul

])anl RS ere

stores,
s, and
ac-
cused o clmug‘.
Race was not the
laey factorin the
(lynamic that
led to the origi-
f&ﬁﬁ%i‘eﬁ. nal CRA.
. steacl, the leey
factor

II]-

was the
urban side of an increasingly sllarp
divide between urban and subur-

ban America.

One example occurred in the semi-
suburban Boston neig‘hbor}mod
of Hycle Parlz, where a home was
rejectecl as collateral for a mort-
gage loan because it was an 1870s
farm house on the eclge of a new
tract clevelopment. The apprais-
ers ju(lgecl the house to bhe
“incompati])le" with its suburban-
style neig‘hl)ors, even tlmug‘ll it
had been there for 90 vears. Even
more sig’ni{icantly, l)anlzs refused
to lend on urban homes in Bos-
ton located a]ong‘ the route of a
plannec] 11ig11way — a highway
that in fact was never built. Resi-
dents of this area believed that lj_v
the action of government and the
inaction o“)anlzs, an entire neigll—
borhood was egectively destroyed.

contiaued on page 4
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CRA and Fair Lencling‘

05

uccess with CRA in Boston llinge(l

arg‘ely on close worlzing‘ relation-

Jo—

sliips among bankers and commu-
nity leaders. These associations
fostered unclerstantling among them
and respect for each other's work.
When studies revealing mortgage
lencling discrimination were re-
leasecl, most bankers were s’cartle(l.
The stu(lyol 1990
Home Mortgage
Disclosure Act
data l)y the Fed-
eral Reserve Bank
of Boston revealed
unequal rates of
rejection of mort-
gage applications
among races
Wllicl‘l, after tak-
ing into account
all legitimate rea-
sons for clispari-
ties in rejection
rates, could only
be e.\'plainecl l3y
race. The l}anlaing
community
learned quiclely
that the situation
was serious and
that the best policy
would be one of co-
operation rather
than confronta-
tion. The estab-
lished relationships among bankers
and community leaders proviclecl the
foundation for a collaborative ap-
proacl1 to the prololem.

In 1990 these cooperative efforts
resulted in the Massachusetts Bank-
ers Association's creating three cor-
porations clesignecl to address
community needs. A series of pul)-
lic forums co-sponsorecl lJy the Mas-
sachusetts Bankers Association and
the Federal Reserve Bank of Bos-
ton elicited community involvement
in iclentilying community credit
needs. One of these corporations
was dedicated to provitling funds for
low-income l'iousing (ievelopment;
a second focused on lencling to mi-

4

Ay insfifution that
dogs not incorporate CAR
info fhe core of ifs
 gpertion wil educe s
chances fo make this fype
of lending profifable,
fo benefit from the
posifive public image CRA
fosters, and fo earn positive

rafinas from requlators.

nority-ownecl small businesses; a
third empliasize(l opening more lines
of communication and implement—
ing procluct and service programs in

the community.

Each of these corporations has com-
munity as well as bank representa-
tives on its board, and each accepts
as a basic operating principle that
the community must be involved to
solid

progress. A five-

achieve

year reporton the
Massachusetts
Bankers Com-
munity Invest-
ment Program
will soon be re-
leasecl, and it will
confirm our suc-
cess in maleing
measurable
progress over the
last several years.
(See related ar-
ticle, page 11.)
The report will il-
lustrate one of the
most important
lessons from all
of our CRA-re-
lated venturesand
adventures: that
CRA contains
it the
germs of both

within

' controntation
and cooperation and, of the two,
cooperation procluces far more posi-

tive and lasting results.
Fair Len(iing’

Over the past few vears the issues
surrouncling CRA and fair len ing
have convergecl. Abank should not
think of them as Synonymous, but
it would be foolish not to consider
the two issues togetlier. The Mas-
sachusetts Bankers Association has
taken a proactive role in fair lend-
ing. Recognizing that cultural and
systemic elements had resulted in
unequal treatment, we broke the
prololem down into its major com-
ponents: the sllortage of minority

lencling personnel; inaclequate fi-
nancial lenowleclge among many
low-income borrowers; the absence
of a “second look” procedure in
many lencling institutions; and
compensation arrangements that
mig’lit, unconsciously, create a bias
toward l1iglier—income communi-
ties and borrowers.

Several important lessons emerge(i
from aclclressing this very difficult
issue: First, it is critical to iclen’ciiy
practical, actionable steps that can
be taken to broaden credit opportu-
nities for those who have been left
out; seconcl, lenders must be en-
couragecl to undertake remedial pro-
gdrams on a voluntary basis, since
coercion is apt to create exactly the
negative attitude that the CRA/fair
len(iing effort is (iesignecl to over-
come; and tllircl, lencling institu-
tions must havein place amechanism
to measure progress in order to
establish data that can counteract
the perceivecl wisdom that has domi-
nated the community investment
debate over the past 20 years.

CRA £01' tlle Future

The overricling concern for most of
us is not so much where we have
been but where we are doing. What
will CRA mean to lJanlzs, to their
trade associations, and to other af-
fected financial services firms in the
vears ahead? 1think we can lay out
a CRA scenario that will be useful
to senior management for long—
range planning and to compliance
officers in their (laily work.

First, CRA is here to stay. While
the law’s exact sliape may vary
sligli’cly cluring‘ the coming years, its
essentials are nowa permanent part
of the “rules of the game.” Any
institution that does not incorpo-
rate CRA into the core of its opera-
tion will reduce its chances to make
this type of lencling profitalale, to
benefit from the positive pul)lic
image CRA fosters, and to earn

positive ratings from regulators.

fommunities & Banking




Sccond, while CRA and fair lend-
ing have distinct histories and are
distinct in the 1a\v, tlle_v are now
converging. A race/class geog‘raphy
is emerding that does not
CRA but rather highlights

certain aspects of it. Senior man-

nexus

re{'ute

agement must take into account
hift. How-

must also be very

t]n: sometimes subtle s
ever, bankers
careful not to substitute race for
de )Jxaph\ To do so could open a
1)anL up toreg *ulatow criticism from

other duuhon:,

Third, while activists may sincerely
believe that CRA needs are uniform
across the spectrum of bank and
community size, in realit_\' CRA
was, Is, and will continue to be
primarily an urhan issue. It will also
tis

the Iarge an(l, evenl more. =0, the

primarily concern larger banks
1arge and consolidating’ institutions
that must take CRA most seri-
ously. These institutions have both
conspicuous streng‘tlls and weak-
nesses in CRA compliance. Con-
Bigger
institutions can make CRA a spe-

sider their strengtlls.

ualtv TllL\ can assign staf{ pu.lfl-
cally to it.

sig nfuant resources to it. Tllw

The\ can commit

ha\ e a wide reach and can thezefole
affect many communities simulta-
ueously with CRA programs. [n the
related area of fair lenc{ing, a Iarg’e
bank can establish a lligMy profes-
sional training program, where a
small bank may find it difficult to
train workers on the jola. However,
the consolidation of the inc]mstly
will make it harder for senior man-
agement to establish and maintain
the kind of person-to-person con-
tact that has served us well in

v -
Boston's dlverse communities.

Finany, CRA planning‘ should con-
tain an economtic acljustmen’c com-
ponent. CRA does not exist in an
economic vacuum. [t may be rela-
tively easy in some situations to
provic]e lendable funds, while in oth-
ers, it may be quite difficult. When
government housing funds were

ﬂowing f’reely and thelocal economy

Communities & Banking

was growing, for e:\'ample, CRA
seemed to become a minor compli-
ance matter. When government
housing funds diminished and the
economy soured, sudden]y CRA was
back in the news. No one has tried
seriously to set CRA in an evolving
economic matrix — neither we as
an inclustry, government officials,
nor commuutity activists. There

}10!.11(1 })e a mec 1’1611.1\1'1'1 to asses

7

economniic an(l clemomapluu fa ctor

m

I)Odl on tll(. plannmg Sl(l(.’ anci on

the compliance side in order to

forecast where potential prol)lems
and opportunities may lie. For ex-
ample, althoug‘ll there has been a
sharp focus on home o“nership, in
certain markets banks could prol}-
al)l_v serve their
communities bet-
ter I)y assisting in
the (le\'elopment
of new or reno-
vated rental hous-
ing, particu]ar]y
rental housing
provicled })y small,
entrepreneurial
landlords. Such
an evaluative tool
would dive us a
means to explore
these important

questions.

The Social nourichment. Bankers. .

O;}Iis Jation

01 Baai@ng

As someone who
can claim “veteran
.
status” in th

CR:

would like to ad-

e
arena, |

dress the issue of

the banking community's social
ol)ligation, There are those who
believe that laanlcing is overregu-
lated and simultaneously saddled
with social responsil)ilities because
we are so regulated. But we must
recognize that there are unfairnesses
in our society that can show up
{Lamatuauv ﬁom one community
to another. We must 1emem}gez

that a suce ss£u1 Lelatloanp W 1t} 1a

bank is one of the crucial steps on
the Iaclcler toa mic]cue class life, tllat
we are on the frontier between those
whoare malzing itand those whoare
not. Even if the politicians and the
press had been easier on us, I think
reflective ])anleers woulcl, of their
own accord, have l)egun to wonder
what tlley could do to close the gap,
and whether new markets mig‘llt
develop in the process. CRA and
fair lending‘ have addressed the ques-
tion of banks cloing more simply ])y

turning it into a mandate.

Urban communities, all communi-
ties, are like human tissue in the
sense that the\ must have constant
noun:hment, credit is part of that
nourishment.
Bankers must
not only accept
but should in
many ways be

grate£u1 that we

] ﬁ me ggggg : haveac.n'tical r.ole

to play insustain-
ing these com-
Yes,

l)aul-:s sometimes

munities.

feel uncluly bur-
dened and won-
der \\»'11_\! nonbank
financial firms
don’t have to
shoulder part of
the responsibility.
Even so, it is a
great thing’ to be
needecl, and be-
ing needed also

| gﬁ}ggg 7 suggesis that

lue are mar-

r-‘-

kets to be served.
[ believe the in-
clustry in Massa-
chusetts }1a$ taken the right course:
to be patient in the face of under-
standable Erustration, to be firm in
the face ofcoercion, but at the same
time to recognize the reali’cy of so-
cietal inequities and to work coop-
eratively to procluce results that are
meaning{;uI to the community and
sound from a business point of
view, and that can e\pand market
opportunities for the mcichrv {8

§




éﬁcr gmduafing _y(ram Boston
L"T)ziwrsfz‘y and Union neoxzogfca/
Scminary, Rona/a’ L. P/zi//ips worked
with f/zc 1\7atfona/Cmmci/q/C/z urches
on domestic and international eco-
nomic c/eva/apmenf. Mr. P/u'//ips is
now President and principa/foum{er
of Coastal Enterprises, Inc. He also
devotes considerable energy to several

state and local organizations.

Organi:.,a/ in 1077, Coastal Enter-
prises, Inc.’s (CEI) mission is to
create social and economic opportuni-
ties ][or Maine paop/e, businesses and
communities. Under Mr. Pf?i//fps’
/eac{crs/u'p, the organization has
evolved into one oftjzc country's lead-
ing community a’evc/opment corpora-
tions, molvi/i:r'ng over S100 million
,)(«.Jrfina ncing of small [msincsses, tech-
nica/ assistance, sociaf’ services, am‘/
/wusing; industries have im:]udea’
natural resources, small nmnuf;‘zctur—
“ers, women in business, microenter-
prises, anc/ C/li/t.“/ care services. CEI
/everages traa/ftiona/ ivank ﬁnancing
with its own grant- anc[ /aan—gener—
ated /[um{s to achieve maximum eco-
nomic impact. CEI has direct!y anc/
ina’frcct/y benefited over 0,000 busi-
ness and 20,000 Maine workers.

Parinershins for Progress

Community clevelopment banlzing,
implemented tln'ougll partnerships
or more formal mechanisms, tar-
gets resources to communities and
sectors in neecl, creates understand-
ing, reduces risl-z, links the main-
stream of our credit institutions to
local interests, reduces transaction
costs, and creates customers. Bank-
ing institutions represent the main-
stream of the capitai marleets, while

community development corpora-

b

tions and other locauy based groups
represent the cutting eclge for the
credit needs of communities, fami-
lies, and emerging sectors. The com-
munity developmen’c movement is
not marginal; it is integ’ral and es-
sential to the ol)jective of clevelop—
ing strong communities, local
economies, and
opportunities. A
relationsllip be-
tween proactive
clevelopment and
traditional bank-
ing comprises the
concept of com-
munity clevelop-
ment banleing.
Tllrough it,anop-
portunity is pro-

vided to advance ﬁé%%ﬁ?}iﬁ% nggﬁg

the reIationship
between l)anlzing
and this type of
local c{evelop-
ment. The ex-
amples outlined
below suggest ways
to accomplish these ol)jectives; each
represents a distinct model for ad-

c{ressing community needs.

Affordable Housing’ Bank Pool-
ing: Lincoln County, 11eaclqua1’ters
of Coastal Enterprises, Inc. (CEI),
has the worst affordable lwusing‘
index in the state of Maine. With a
population of30,357, the county's
median family income, accorcling
to the U.S. Departmen’c of Hous-
ing and Urban Development, is
333,500; the median home pur-
chase price is over 3100,000. Less
than one-third of the popula’cion of
the county can afford a house in
this price range. \7ery little low-

Ronald L. Philtips. President, Coastal Enferprises, Inc.

Portsmouth, New Hampshire, November 8, 1394

income rental llousing is available,
and there is even less opportunity
for home ownership.

Throug‘h its partnerships with pri-
vate clevelopers and hanks, CET has
l)egun to address these low-income
housing needs. [n concert with pri-
vate clevelopers
or ’chrough its
own affiliate,
CEI develops af-
fordable rental
and homeowner
llousing. During
the clevelopmen’c

CEI

process,

Biective of participates in

bank meetings
to review each
project and pro-
vides input at
near]y every
juncture: analyz~
ing the project’s
tecllnical merits,
its site plan, mar-
ket prospects and
financial structure, and monitoring
its progre

i
t

CEI's partnersllips with banks go
further. Bank representatives par-
ticipate in our affordable 11ousing
coalition throug‘ll which the needs
of the community are continuaﬂy
assessed and addressed. The
coalition’s programs have included
an affordable lwusing design com-
petition and afirst-time homebuyer's
certification class. The competition’s
winning unit is now l)eing built, and
the homel)uyer's certification now
qualifies families for a reduction in
the down pavment ona Maine State
Housing Authority mortgage.
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Gap Financing Bank Pool: CEI's
anchor finance product is gap fi-
nancing, which p’rovicles a second
opportunity for partnership with
banks. We proxd(le subordinated debt
capital that plugs the finance gapin
a deal to allow it to proceed. Capita1
may be used foralmost any purpose.
Gap {.inancing

prosrams consist  Bartnerships in finance policy

of the Deve]op-

ment, Enterprise,

Venture, Hous- ({nyelopment allow banking

ing, and SBA 504
Funds, with loans
and investments

ranging in size

from those for the } ﬁfg§§§§2§?§ﬁ

self-employecl and -
microenterprises
(lesstlianS’S,OOO)
to fixed-asset fi-
nancing underthe
SBA 304 pro-

dram u to
p

Over 13 years, we gm:ézl fﬁﬁiﬁﬂﬁi, ﬁﬁg S{’ﬁi‘%

have directed gap
financing capital
to lle]p starting or
expancling’ busi-
nesses. Enter-

prises l)enefiting‘ from these
programs have included Tom's of
Maine Natural Personal Care Prod-
ucts in Kennebunk, and Delorme
L\’lapping n Freeport; others are
microenterprises and women's busi-
nesses such Dyna-Mac’s, an Au-
burn redemption center owned ]J_V a
former recipient of Aid to Families
with Dependent Children, and Oys-
ter Creek Farm in Damariscotta, a
producer of shitaki mushrooms.
Other ventures represent a tested
strategy at CEI to target specific
inclustry sectors, such as invest-
ment in The Fish E.\'cl}ange on
Maine's Portland Fish Pier, or en-
vironmental technology companies,
such as Intelligent Controlsin Saco.

Together with Key Bank, our 1arg—
est partner with over $20 million in
loans, we have jointly financed 60

business projects and have created

Cammunities & Banking

over 1,000 jobs, 223 targetecl for
employmen’c and training of low-
income people. Islanquuaculture,
a pen-culkure salmon venture, is
one such example. The community
and fishermen came together to
take over this venture. Working
together with Key and other finance
partners, they re-
structured the
project to en-
hance its chances

O{" success,

r-i,, CEI has estal-
lished

paﬂmetships with

similar

g %‘g iﬁ%ﬁﬁ% some 17 banksto

finance small
businesses; gap
financing could
not have occurred
gﬁ without these al-
liances. In some
cases, bank rep-
resentatives serve
on an aclvisor_v
committee re-
lated to a specific
sector or popula~
tion. In this way,
the bank can edu-
cate itself about
markets that have been unclerser\'ed,

are maturing, or are emerging.

Finance Policy Development:
Partnerships in finance policy
clevelopment allow l)anlzing‘
institutions an d nonprofit or-
ganizationsto iclentify underserved
credit marleets, understand sectoral
clevelopment, and form 1ong‘~term
]ocal, reg‘ional, and state develop-
ment strategies. More work is
needed in this area, althoug‘h a
number of successful examples al-
reacly exist. Ban]zs, with 11e1p from
pu])licl_\horiente(l groups, have re-
sponclecl to an emerging market or
have clesigned proclucts and services
that go beyond conventional bank
1ending. Fleet Banle, for example,
developed a “job generator” pro-
gram ogering an interest rate re-
duction to businesses that created a
jol) as a result of a Fleet loan. Key

Bank developecl avariety of Iending
and technical services for women
business owners. Camden National
Bank took a strong interest in child
care lencling‘, participating from the
laeginning in clevelopmcnt of a

Roclzlancl Head Start ancl Cl’lll(l

care center. Bethel Savings ha

w

been par’cicularly resourceful in it

i

work with the secondal}! wood procL
ucts indushy in western Maine.

Fina“y, with much of New
England’s work force cfepenclent on
defense dollars, economic conver-
sion is especially important. CEI
has worked with banks in Maine —
Key, Fleet, and others — to par-
ticipate in an economic conversion
loan pool. CEI designed an inter-
vention strategy for job creation
and economic diversification in de-
fense—clepenclent regions. CEI and
other community (Jevelopment cor-
porations welcome partnerships with
the ljanlzing community in this plan—
ning egofc, in the belief that pro-
actively planning for economic
conversion is critical for banks as
well as for community residents.
This kind of participation in fi-
nance policy clevelopment is one of
the more strategic ways banks can
collaborate with community orga-
nizations to better grasp and serve

the market.

~7y ™ S
CRA: Discovering

S 3
v =

New }’iar}zeis

Alothasheen accomplishecl through
the CRA. Altlloug‘ll the pul)lic po]icy
and reg‘ulatory debate on CRA con-
tinues, we still need to remind our-
selves of proactive ways to pursue
paﬁnerships, meet needs, and dis-
cover market opportunities. Banks
and community organizations need
to more clelil)etately integrate our
respective plans, analyses, lencling
proceclures, and projectecl roles in
the credit markets. The time has
come for banks to reach out to
nonprofits to ask them to join them
on their boards of directors, invite
them into their strategic planning

continued on page 10
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More Information on the New CRA and
Community Economic Development

[ .’:‘i-\;;: 1

{01 da M; ﬁ@uﬂno BHE

Housing Guidebook fori\fa ssachusetts: A Lonzpu/zc;z~m
Guide to State ana] Federal [[0u.~mg ngram: and
Resources. This g‘ui(]e pm\'i(les information on afford-
able 11ousmg' programs. in Massachusetts, including
current resources, neecls, and pol issues. From the
Citi/@l‘h' Homin»‘ and Plaxming Assocmtiou, Boston,

\ TO Ol(lt_l \_aH 61 42—0820 530 {’or IT!CITX])GI'S,

b {m noi- mcmber\

Discover Gold t/zrauqlz Hamcou‘nar:]zip Ea/ucaiian s a
two-part g suide that was dev Llopul to he]p lenders reach
more potentlal borrowers. It covers the Lu to success-
ful programs, core curriculum topics, and othex ;e.nual
program considerations. There is also an inspection kit
for lenders and llousing‘ counselors to distribute to
consumers, giving them step-by-step g‘uiclance to con-
duct their own home inspection dmind their home
search. To obtain a Lop\, contact l“u_cHle Mac at 1-

800-FREDDIE, :(,l(,Ct

Option 2.

ity ;)e\feio‘pznen% B &

Initiatives [7_1/ Massachusetts Bankers and J\Teig/zbar/mod
 Leaders to Meet Community Credit ;\7084‘1]5, 1000-1005:
A qu oSS Report, issuecl l)y t11e L\’Iassaclmsetts Com-
munity and Banleing‘ Council. This stucl_v,' a joint
pm' ect of Boston bankers and community 18&({(31:,
valuates the progress of the lwaanu community in
asscss' ing and addressin ng cr edit needs in Boston's low
and mode rate-income neu} borhoods. To receive a
copy, call 617-556-6337.

Linked Dcposif BanL’i)zg Program: Report to the ;\’fayor,
:\ugust 1005. The City of Boston Linked Deposit
Banlzing’ Program was created to allow the City to
link the policy g’oa]s set I)y the administration with
decisions on deposits and bankin ngc onhact:.:\ bank’s
per{'ormance in meeting the City’ pohg\’ coaL is
considered 1))' the Co“cctor—Tlea:uur as a {c’lLtOl n
maleing‘ investment decisions. This report evaluates
the pez(ounange of participating banks in meeting
he City's polm\ coaL Toordera copy of the report,

cal ]oe McGrail at 617-635-4138.

=

BE Fair ieﬁding BEE

Side lvy Side: A Guide to Fair Z.cnding, published })y the
Federal Deposit Insurance Corporation. This manual
provides alternative means an institution may use to
discover uneven customer service or inconsistent lend-
ing practices that may be disc criminatory, and describes
tool for lenders to compare treatment of loan appll—
cants, 1&th£} differences, and correct potentlal pmb*
lems. To receive a copy, contact the Consumer Affairs
Department, Federal Deposit Insurance Corporation,

1-800-934-3342.

C/asing the Gap: A Guide to Equa/ Opportunity [,ena’ing,
produced by the Federal Reserve Bank of Boston. The
brochure outlines a comprehensive set of practices to
ensure fair 1ending at financial institutions. To receive
a copy, contact Sheryl Snowden, Federal Reserve Bank
of Boston, Community Affairs Department, P.O. Box
2076, Boston, MA 02076, 617-973-3097.

C}mnging Patterns: Mortgage Lena’ing in Boston, 1000-
1903, issued for the Massachusetts Community and
Banleing‘ Council I)y Jim Campen, University of Mas-
sachusetts/Boston. This study examines the ways in
which mortgage 1el1ding‘ patterns have chang‘ed‘. in Bos-
ton' since 1990, especiauy with iesl;ect to race and
income. To receive a_copy, call 617-556-6537

BE New CRA Eeg’&iaﬁon BB

Community Reinvestment Act Regu/atr'ons, Joint Final
Ru/e, issued ljy the OHice o£ the Comptroner of the
S. Department of the Treasiuy; Board of
Governors of the Federal Reserve System; Federal
Deposit Insurance Corporation;;ogice of Thrift Su-
pervision. Revisions provicle gui(lance to financial insti-
ment of their CRA-related activities.
Data collection requirements become effective January

Currency, U.

tutions onthe assessm

1, 1996, and data reporting requirements become
effective January 1, 1997. To receive a copy, contact
Sheryl Snowden, Federal Reserve Bank of Boston,
Community Affairs Department, P.O. Box 2076,
Boston, MA 021006-2076; 617-973-3097.
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John Taylor, President and Chief Executive Officer, National Community Reinvestment Coalition

Ta inedasan attorney, ]0}7 n Tay/or

has received numerous awards and
Ciz‘atl’onsfor his success in promoting
affordable /zousfng and community
a/eue/opment and in fighting o/iscrimi—
nation. Mr. Tayior has participatcal
in several succcssﬁl/ CRA c/za//cnges
and has Jeue/opec/ numerous wor]eing
partners/zfps with /oca/finam:ia/insti—
tutions. He now serves as President
and C/zie/[ Executive Oﬁ[icer of the
National Community Reinvestment
Coalition.

The National Community Reinvest-
ment Coalition is this country sla rgest
CRA caa/ition, with over 40anationa/,
regfona/, and local organizations in-
volved in increasing access to credit for
/ou:-income and minority pcop/c.

Today's CRA

Dramatic and rapi(l cl}anges are
now occurring in the CRA arena.
Lenders who do not toclay plan
strategically to engage in commu-
nity reinvestment lencling will fall
behind the curve, and quite possil)ly
find themselves in conflict with the
regulatory agencies. The clays of
tllinlzing CRA was to be satisfied l)_v
clispla_ving the CRA sign in the
bank’s lol)l)y, maintaining a CRA
file, and conclucting occasional
meetings with community leaders
are over. The regulators know this;
community-l)asecl organizations
know this; the lemling‘ in(lustry
knows this. Most important, banks
are recognizing that proactively
complying with CRA is goocl for
their own business.

In 1990, the Financial Institu-
tions Reform, Recovery and En-

forcement Act made pul)lic the CRA

Communities & Banking

Burlingfon, Vermont, October 19,1994

examinations process, lil*cing’ the

veil of secrecy surrouncling CRA

examinations.
The S&L hailout
’taugll’c Congress
and the bank
reg‘ulatmy agen-
cies that cleposi—
torinsurance was
more than a hol-
low pul)lic guar-
antee. President
Bush’s Attomey
General's office
filed the first civil

rigllts case based

[a 2N

on unfair lend-
ing practices.

Decatur Federal

Savings and Loan paicl a million
dollarsin (lamages and was requirecl
to take proactive steps to remecly
cliscriminatory len(ling‘ practices.
Even more important, tlle case
alerted the inclustry that lencling
discrimination would no longer be
tolerated.

Attorney General Janet Reno has
alreacly filed five cases and is inves-
tigating twenty other institutions.
The latest liling‘, against Clievy
Chase Savings Bank, sig’nallecl the
cleptl1 of commitment this Justice
Department has to encling lencling
discrimination. In the Cllevy Chase
case, the Justice Department did
not accuse the bank of discrimina-
tion in its lencling decisions, but
rather cllargecl it with discrimina-
tion in cle’cermining where it openecl
and closed branches. In this case,
given the l)ranclling network of the
bank, members of minority com-
munities were cliscouragecl from
applying for loans.

The overarching changé o
sthatthenes
regulations have

removed fhe
ambiguous nafure of

the regulatory process.

These cases indicate that the CRA
has entered a new era. In l:ac’c, in
responfling to
lenders’ laments
thatthe CRA was
too vague and a
paperworlz bur-
clen, and com-
munity group
complaints that
thelawwas tooth-
less and not well
enlorcecl, Presi-
dent Clinton
called for bank
reg‘ulatory agen-
cies to reform the
process for gracl—
ing bank CRA
perlrbrmance. The new regulations
have now been issuecl; examina-
tions under the revised regulations
will begin in January 1997,

Performance Enlpllasis

The cllanges in CRA regula’tions
reflect the original intent of the
legislation — that banks make an
atfirmative commitment to the com-
munities ’clle_v serve l)y lencling and
investing in those communities. The
overarclling‘ cllange is that the new
regulations have removed the am-
loiguous nature of the regulatmy
process. Where once the CRA was
essentially administrative (holding
meetings, recor(ling those meetings,
marlzeting, outreach, and other pro-
cess-related actions), the CRA now
empl)asizes perlormance. Theevalu-
ative system focuses on results: Are
loans l1itting the street, to whom
and for what purposes? [s the lend-
ing l)eing done fairly and equital)ly?

confinued on page 10
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phinued fram page 1

process, and in a routine and
wgulal way, meet with theirlend-

ing staffs.
Cmnmanzi s}iarzmei

Community can be a place, a
peop]e, or an in(lush’_\' network
that shares common concerns.
Qver the vears in my work in
community (’Ievelopment, it has
struck me that the true defini-
tion and meaning ‘of community
ess of em-

on CRA

ou 111%; to deean th uncf tan&

dev e]opment is a proc

power ment. Tlalllll g

ing of community. Dalcy and
Col)l), in their popular hook on
sustainable dcvelopment, Forthe
Common (,iDocJ, devote consi({er—
able attention not just to quan-
titative measures to restore a
balanced ecology and a sustain-
al)le economy, 1mt also to con-
sideration of how we exist in a
community and its importance
in the clcvelopment and preser-
vation of our social fabric. How
we relate to a community is
thoug’lxt of too [requcntly in
strictiy quantitative terms — the
number of jo]os created or hous-
ing units built.
Community is iéeneraHy not
tlwuglnt ofasa place that can be
gulfiﬂing at many levels of our
lives. The origins of our com-
munity cievelopment movement
lie in the recognition of the need
to preserve and restore commu-
nity as the place of hope, fulfill-
ment, and llappiness. The
streng‘th of the movement rests
on the premise that local, grass-
roots organizations know their
respective communities, live in
tlwm worle with tlxem, aucl ’clmt

-oual l an»e \‘\’lletlltl in El(.].-

C}.LCSSLH\- e 11.1&.6{.1011 (IL‘U,-, 11OL15-

ing, ]ol):, or the qualtty of life
is best fostered l)_v i}uilclin;g‘ on
the assets, *‘i).Cts, and skills of a
community. {8

ch’ulatory agencies will measure
pcrformance according to the size
of the bank.

\.230 nllHlOIl i assets \VIH l)C evalu-

-'\nv hanl’ 1arg‘er than

ated under the assessment criteria
1aller than
$250 million in assets wdl be as-

ER{CRN
forl rge })anl\,,al)anl SIY

sessed under the criteria for small
banks.

Larde Ban]k Evaluation:
A Tiyoe RPN B S
A Three Tiered System
For large lmnles, reg’ulators \viH mea-
sure Iencling‘, servicing (l)ranching)
and investment using a three-tiered
svstem. The Icnclm*I test will evalu-
ateabank's pmfozmame in }wlping
to meet the credit needs of its ser-
vice area tln‘oug‘ll its lending activi-
ties, as measured l)\' home mortgage
originations and puu}us es, small
business and small farm loans out-
stancling‘, and community ¢ 1@\'@10})«
ment loans outstanding‘. Assessment
factors similarto those for the lend-
ing test will appl_\' to the service and
investment tests. The regulators will
assess bank len(ling as follows:
1)t the *eouapluc clhtulmtlon of
the bank's Icnclln;, mgludmé the
proportion of total leu(ling in the
bank's service area, the 1i\persion
of len(lmc tlnomlmut tl 1e service
area, ancl the numbex of loans to
low—, moderate-, mul(”e—, and up-
per-income areas of the bank’s total
service area; 2) the number and
amount of home mortgage loans to
lo\v-, miclc“e—, ancl upper-income
persons; 3) tlw numl)er and amount
of loans to small farms and busi-
nesses with gross annual revenues
of less than 81 million; and 4) the
number and amount of small farm
and smaH business loans according‘

to the size of loans.

A Streamlined Small
Banlk Evaluation

Small bank CRA performance will
be assessed using the {'oHowing cri-
teria: 1) the bank’s loan-to- clepo~it

ratio; 2) the percentage of loans

ade
t‘
"\

located in the bank's servic cearea; 3)

the l)anle s record {l lmg' to 1)01'-

rowers of different income levels
and businesses and farms of differ-
ent sizes; 4) the g‘eog‘rapllic distri-
bution of the bank'’s loans given its
service area; and 3) the bank’s record

ofta king action in response to writ-
ten complaints about its perfor—
mance in meeting the credit needs

of its service area.
:’:a.{ety and boundness

Toa 11eopl1_vte CRA lender, these
requirements could seem daun’cing‘.
[t is true that banks will need to be
more mindful of how loan officers
treat different people. Banks should
consider carefully how marleeting‘
dollars are spent, in what marleets,
and whom tlley are des gnccl to
attract. What none of this means,
however, is that l)anlzs need to malze
unsafe or unsound lencling deci-
sions. In fact, banks can and should
make a profit on CRA lencling.
Community (levelopment organi-
zations have a wealth of informa-
tion and expertise in profitably
structuring CRA lending‘, and can
~upp]v numerous ~uccessful ex-
ample~ of such programs. More-
over, se omlary markets are
Ioosening un(ler\vriting’ criteria to
allow more opportunities to sell

many of these CRA loans.

Like the len(ling in(lus’cxy, the com-
munity reinvestment movement has
matured in the past several years.
Community organizations no 1onger
look for bank targets, but for lend-
ing partners. Community groups
have moved from viewing lenders as
part of the prol)lem to viewing them
as part of the solution to economic
cl}a“eng es. Increasingly, they re-
g‘ard banks as the ultimate purvey-
ors of the American Dream.
Without bank presence and com-
mitment, individuals would never
be able to own a llomc., start a
business, or opuateafalm Toclav s
CRA movement is about partner-
ships, with lenders and communi-
ties slmring’ the role of Ieadersliip
and l)ringing‘ great promise to many

traclitiona“y underserved people.
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Acommunity meeting held on

r’\ugust 0, 19935, at I\”lorgan Me-
morial Goodwill Industries in Bos-
ton was the forum for the release of
two reports that examine the results
of the Massachusetts Bankers As-
sociation Lommumtv [nvestment
Program. The reports are entitled
A PrOJr ss Rgport Initiatives Zn/
Mas <a¢/7u\<,tt Bank bers and 1\01[]/7‘
bor/woa/ Lc.ac[u': to Meet Comm unity
Credit Needs, 1000-1005 and
Clmnging Patterns: 1\’fortgagc Lend-
ing in Boston, 1000-1003. The
program was initiated in January
1990 in response to a Federal Re-
serve Bank of Boston report on
mortgage lendind patterns which
revealed a si gt nhgantlv lliglwr
mortgage loan (lemal rate in
Boston's black neiglll)orlloocls than
in its white neig‘lll)orlloocls. The
Community Investment Coalition,
a union of community groups, de-
manded cllanges in banks’ 1en(ling‘

polu es.

Though relations initially were con-
tentious, the Massachusetts Bank-
ers Association and the Community
Investment Coalition ultimately
were able to iclentif\ common goa1s

ancl e~ta1311~11 the Massa

Bankers Association L’ommunity

Ilusetts

Investment Program. T]’)mug’h this
program, commitments to‘caling‘
nearly $400 million were made for
development of affordable lmusing‘,
mortgages, l)anl-zing services, and
economic clevelopment. The com-
mitments were less than the $1
l)'uion originanv <oudl1t lJV commu-
nity groups, l)ut ne\'ertllel ess, to-
gether with additional sums that
some banks have contributed to the
program, have resulted in a signif‘i-

cant investment. (Seetableat rig‘ht J)
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Riehecca Carter, Federal Reserve Bank of Boston

The Community Investment Pro-
gram created three corporations:
the Massachusetts Community and
Banlaing’ Council (MCBC), the
Massachusetts Housing [nvestment
Corpm‘ation (MHIC), and the Mas-
sachusetts Minority Enterprise In-
vestment Corporation (MEIQ). All
include both community and bank

representatives on their boards.

Richard F. Pollard. Chairman {1eft]. end Hilie Jones. Vice President {right) Hassachusetts Community &nd Banking Council [HCBE)

MCBC a
tu_ulml vV su

nd MHIC have been par-

cessful, exceed lm; their
1990 funl ng commitments for
affordable 110].1\11’1\.1, mortgage pro-
grams, and bankin ngservices. MEIC
has been less successful, investing
only about one fourth of the funds
committed to it in 1990. MEIC’s
slow start-up is cited as a factor in
continued on page 12




the corporation’sinvestment short-
fall, as is the clevelopment in the
early 1990s of a more favorable
credit environment in which the
overall availa]oility of JEuncling for
low- and moderate-income entre-
preneurs increased considerably.
Moreover, says Willie Jones, Direc-
tor of The Community Builders
and Vice Chairman of MCBC, the
shortfall in performance of MEIC
revealed a structural problem in
providing commercial loans in mi-
nority communities: These entre-
preneurs often cannot qualify for
the loans based on traditional un-
derwriting criteria. It became ap-
parent to MEIC that the first need
of many of these small businesses
was for equity, not credit. MEIC
responc]ecl lny (leveloping its Micro-
Equity Program. This program of-
fers “patient capi’tal," which
minority entrepreneurs can use to

augment bank {inancing.

All three corporations continuauy
reassess and adjust their programs,
according to Kathleen Tumaerg,
Senior Vice President for Commu-
nity Reinvestment at Shawmut
Bank and a member of the Board of

Directors of MCBC. For example,
MHIC, which exceeded its goals,
reevaluates its program on an ongo-
ing basis to ensure it serves its core
purpose of providing’ a })riclge be-
tween community needs and bank-
ing services. The Corporation's
original plan called for the estab-
lishment of loan and equity pools.
However, with reductions in afford-
able housing rent subsidies, MHIC
restructured its program to empha-
size equity assistance, which in turn
reduced loan burdens, malzing af-
fordable housing development fea-

sible.

In the coming years the three cor-
porations plan to direct their atten-
tion to addressing‘ other emerging
needs of low- and moderate-income
communities. The Initiatives report
outlines several areas for future ac-
tion. First, with the cl1anging fed-
eral {:meling environment, groups
like MHIC will need to revise their
programs to continue to fund devel-
opment of affordable rental hous-
ing. Second, to reduce the need for
JEoreclosure, MHIC will clevelop a
foreclosure prevention program that
includes post—purchase £oHow-up

andan early warning system. Third,
MEIC will empllasize lenc[ing‘ and
technical assistance to llelp educate
currentand potential entrepreneurs
about the opportunities and respon-
sibilities of small business owner-
ship. According to Mr. Jones,
however, fostering small business
clevelopment in low-income and mi-
nority communities is an aspect of
economic development that has vet
to mature. MEIC — along with
much of the economic clevelopmen’c
community — is in the process of
exploring alternatives to determine
how best to reach and assist these
entrepreneurs. Finally, as Ms.
Tum)erg states, MCBC recognizes
that its effectiveness rests on its
a]aility to understand and address
the economic needs of low- and
moderate-income communities in
the Greater Boston area. To ac-
complish these objectives, MCBC
will monitor the area’s cllanging
clemographics and will con’cinual]y
ssess the effectiveness of its pro-

o

(%

rams in meeting the credit needs
of these communities.

Copies of both reports may be ob-
tained by calling 617-556-6537.
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