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addresses issues in commu-

ommunities

nity economic development,
particularly as ’clley relate to the
roles of bankers and community
leaders. In an effort to increase this
pul)hca‘cion’s relevance to your clall
worle, the newsletter has beun
refocused slig’h’cly to provi(]e ’cimely
information about emerging com-
munity economic cleve]opment
matters. As you read this and up-
coming editions, you will notice a
number of reg‘ular sections that
perioclicauy address these issues and

questions:

* Compliance Q&A: answers your
questionson regula’coqr compliance
matters relevant to bankers and

community leaders;

° Comlnunity Developments:
lists information about additional
resources related to fair 1ending‘,
reinvestment strategies, and eco-

nomic (1(3\’(3101)11‘181’11:;

° Policy Update: provides a syn-
opsis of important leOiJative and
regu la’cow clevelopmen’h

° Information Exchange: higl -
1ig‘11ts one of the community devel-
opment resources offered lay the
Federal Reserve Bank of Boston;

° Reader Response: gives you the
opportunity to communicate with
the editor regarcling newsletter con-
tent, and to suggest ideas for future

stories.

Communities & Banking

Along with these reg‘ular sections,

each issue of Communities & Bank-
ing will include a feature story ad-
dressing’ animportant issue or policy
clevelopment. f\dditionaﬂy, a pro-
file will hig‘hlight an interesting
program, a comumunity organiza-
tion, or an individual worlzing in
the field of community economic
clevelopment.

This issue presents two related fac-
tors that contribute to economic
growtllz CRA compliance and small
business development. The new
CRA reg‘ulation does so lay stress-
ing bank performance in helping to
meet community credit needs, while
the small business incubator sup-
plies an environment well-suited to
enterprise clevelopmen’c.

For bankers and community lead-
ers alilee, CRA reg‘ulatory chang‘es
have raised questions about how
dovernment agencies will evaluatea
bank's community reinvestment
performance. This issue devotes
considerable attention to the new
reg‘ula’cion: It featuresa guicle de-
scril)ing the rule’s structure and
options, and Compliance Q&A
answers many ﬂequently asked ques-
tions concerning the regula’cion’s
Strategic Plan Option.

Small business incubators have es-
tablished strong track records in
new business creation around the

country. Small business incubators

[

Venture

such as The Venture Center are the
sul)ject of this issue’s proﬁle. The
Center, located in
Greenﬁeld, the seat of a rural west-
ern Massachusetts county, has con-

tributed to the region’s economic

revitalization ]Jy assisting ﬂeclgling
The £aci1i’cy is fiﬂing a

growing need and is now in the plan—

enterprises.
ning stages fora secon(l, larger site.

Finaﬂy, Community Develop-

ments hStS resources availal)le for

affordable housing loan consortia,
homeownership counseling and edu-
cation, the new CRA regulation, as
well as upcoming economic clevelop-
ment conferences.

We llope you find Communities &
Ban/eing interesting and informa-
tive. As always, we welcome your
‘choughts regarcling the content of
this puljlication, and we invite you
to complete and return the new

reader response card at the back of

this issue. (f
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| 102521.740@COMPUSERVE.COM




Commumfzw BCHLIZHIj eXPIOle‘

By now, bankers understand that Ovem'iew O{ tlle New
the new CRA rcgu/ation cvaluates CRA Reg'ulation

a enc/ing institution based on per-

viable roles for financial institu-
tions in community economic
developmen’c. The newsletter is

proc]ucecl bothe Eadonal Reiona formance rather than process. The The new regulation poses four dif-
i éod;on'c Public and new regu/atfon mare c/ose/y reﬂects feren’t s::enarios_ under which a
Communiﬁvf\ﬂairs Dottt t/m orfgiim/fntenf of t/uz /egis/afion, ]Janle s CRA performance may L)e
: G b that banks /74_/;3 address the credit evaluated: 1) undera strategic plan

Eiilbi sul)scﬁpt:i/ohs,‘ L needs of their communities, includ- cleveloped by the ])arflz; 2)asa sn.mH
Ribeics Carter, Public and ing low- and moderate-income geog- }Janlz, using streamlined evaluat%on
Communi”c\? A Baliad r_ap/u'cs. The c/za//cnge, L‘/wrcfore, is criteria; 3) as a larg‘e bank, using
Paiiiia Bal.lk O{ Boé‘tdil, PO. for [mnles to a/ez‘crmine /mw Zwst to t}n'ee performance tests; and 4:‘) asa
Box 2076, Boston, MA appraachf/w new .ragu./afifjn. Care- wh.olesale or limitec'l—purpose bank,
02106- 7016 (611 9[3—0813}. : fu/ p/amzmg and institutional se/f: using the community clevelopment
eLa/uationLan joa/onq way toward test. Each of the four categories

For additional copies, contact
Sharon St. L01;~P§jc *’Ehe sa:ne success with the new CRA uju/a— speciﬂes banlzperformance criteria.

tion. Understanding the structure The criteria under which a particu-
address (617-973-345 g P
A ( 9 9) of the new uqu/ahon and how a lar 1)anlz will be examined will de-
st . [mn,/\ flt~ into it is an important pend on its size, its proclucts, ancl,
Views expre e& are not neces-

al i bk Bk ][ll:t step 1‘72 umlem] u]%cflw/J with frequen‘cl.y, the bank’s own determi-
it. What fo//ows is a’esfgnec[ to /1e/p nation of how it wishes to be evalu-
bankers do just that Zﬂy provia]ing a ated. (See Figure 1.) A lencling
fmnwworlz for compre/wna’ing the institution has some discretion in

Reserve Bank of Boston or
the Federal Reserve System.

Information about upcoming ;
é G pe g nuances of the regu/ation. cletermining under which classifi-

events and other organizations
: - cation its CRA pel{ormance will be

should be considered strictly
informational, not as an en-
dorsement of their acﬁvities.

Readers interested in. havin»
commum&v &evelopment pro-

grams or projects described in / Pen‘ermanee Evaluation Gategones ancf Gmena
Communities & Ban]emg should - :

contact:

STtaTegm Plan Opno Small Banks

S = Which Instifutions Qualify? Which Institutions Qualify?
Rebecca Carter Editor Small and large; wholssale and limited- ~ © Lenders with assets <$250 million, or
i Lot pUrpose. that are subsidiaries of holding
Communifies & Banking ‘ companies with assets < $1 billion,
, i P ; CRA Performance Evaluation Criteria
PE}[}IIE and {B!ﬁfﬁﬂﬂmﬁ ﬂffﬁlfﬁ Lender submits a plan for regulator CRA Performance Evaluation Criteria
Federal Reserve Aank of Boston- approval. Institution establishes measurable ~ Streamlined. focusing on lending.

Pﬂ stﬂﬂ?ﬂ - goals. Plan must be developed with ; ; :
-U. DU community input. e L
Boston, 1A 02106-2076 : Large Banks

: 51'7"37‘3“38]3 ‘ Which Institutions Qualify?

Wholesale and Lenders with assets >$250 million, or
- , Limited-Purpose Banks that are subsidiaries of holding
B Which Institutions Qualify? - companies with assets > §1 billion.

Lenders with assets <$250 million are

Lenders must apply for this designation. also sligible for this option.

Articles may ]ae repun’ced

or abstracted if CRA Performance Evaluation Criteria . o
Communities & Banleiaq . Assessed primarily on a lender’s E?{?dfnegft%'sl?ance Evaluation Criteria
is credited. Please send copies community development activities. Ivesiment test
of the reprmte& materials Service test

to the editor.
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evaluated. Accoulin»l\ each insti-
tution should con~1del Lale:luﬂv
whlch option to ele»t dom:j S0 1)a~ec1
on the size and nature of the
institution, its streng‘ths, and the
economic and market conditions in
which it operates. The bank should

then work within that Latecorvl

'*ulclelme~ to optimize its LR\ '

perfmmance
The Strategic Plan Option

A bank electing the strategic plan
option may tailor its CRA activities
to its streng‘tils and market condi-
tions, estabhshing g‘oals for meet-
ing the credit needs of its assessment
area(s). Any size institution, as well
as a wholesale or limited-pulpose
bank, may elect the strategic plan

option. The plan must address the
bank's lencling, service, and invest-
ment activities and must establish
measurable g’oals in each of these
three areas. These g‘oals comprise
the criteria against which the bank’s
performance will be evaluated , form-
ing the foundation for the bank’s
CRA rating. Figure IT outlines the
process s for dev clopin» and submit-
ting a stratedic plan and for evalua-
tion un(]ex its pedoxmalue
standards. (See Compliance Q&A
on page 1 for more a detailed discus-
sion of the strategic plan option.)

Evaluating‘ Small Banks
CRA evaluation

for small banks is cleﬂgnecl forinsti-
- $250 million in

The streamlined

tutions with under

Developing a Strategic Plan
1)Lender assesses community credit needs. :

i Lender establishes measurable goals fo help mest

credit needs.

a)Plan must address each of the three per ormance

caiegories;

assets, and subsidiaries of holcling
companies that have less than $1
billion in assets. It focuses on lend-
ing activity, particu}arl_v on an
institution’s efforts to 11elp meet
the credit needs of its entire com-
munitv Underthe streamlined test,
leoulatOb will assess the clegree to

lm,ll a small bank lends in the
various deoclapllie\ of its ass
ment area, and the extent to which
the bank plo\qcle: mortgagde loans
to individuals of different income
levels and loans to farms and busi-
nesses of different sizes. Examiners
will assign ratings based on assess-
ments of bank performance in five
areas: 1) bank loan~to-c1eposit ra-
tio; 2) bank lending‘ activities in its

ssessment area; 3) distribution of

of different

a
loans to individuals

b) Bank develops goals that specify lending or lending-
related activities: distribution of loans; extent of
communify development lending; and use of
innovative flexible lending practices;

Public Participation ,
Lender seeks public participation in the plan by:

- 1)informally seeking suggestions from the public in }ts
assessment areas; -

9) formally soliciting public comment on the plan for at
least 30 6&/3'

¢) Plan specifies performance criter
Satisfactory rating, and may speci

Omstandmg CRK rating.

afora

Ty criteria for an

3) Pl an may he for u;ﬁa frve years but must include

_ annual interim periormance goals.

hoency evaluates:

activities;

community de\relepmenz Services.

e r;iatéryfﬁppr&al of Strategic Plan

| 1) lender’s extent and breadih of iending or lending-related §

2) the public's mvolvemem in formulating the pian

3) the amount and innovativeness, comp%exliy, and
responsiveness of the bank's quain‘ned investments;

[ 4) availability and effectivenass of systems for delivering
refail ba nkmg services: and extent a‘nd mnovatweness of

Communities & Banking




income levels and businesses and
farms of different sizes; 4) the geo-
graphic distribution of a bank’sloans
given its assessment area; and 3)
the institution’s record of taking
appropriate action in response to
written complaints. Figure III out-
lines the criteria for evaluation of
small bank performance. These cri-
teria reduce a small bank’s regula—

tory burden 1))' streamlining the
examination process and by reduc-

ing documentation requirements.

A small bank will be evaluated un-
derthese streamlined criteria unless
it elects to be evaluated in one of
three other ways: under the strate-
gdic plan option; as a large bank
using the lencling, investment, and

service tests; oras wholesale or lim-
ited—purpose institution. The stra-
tegic plan option provicles for some
ﬂe.\'il)ility and certainty by aﬂowing
the small bank to establish measur-
able g‘oa]s for itself. The large bank
test may have appeal for smaller
institutions with especia”y strong
investment and service pel{ormance.
The third altemative, evaluation as

Loan-ﬁ’r'o-l/)eposh‘
Ratio

The bank has a
reasonable loan-to-

deposit raiio.

" Lending in

Assessment Area
 Amajority of the loans

and lending-related
activities are in s

assessment area. .

Performance Criteria

Borrower
Demographic
Gharacteristics
Bank has a reasonable

distribution of loans.

Geographic’

Distribution of Loans
Bank has a reasonable
_ geographic distribution

of loans given its

7 Reébohse 1o

Written Gomplaints
- The bank has a record
-of taking appropriate
action in response o

If the hank meets the five standards, it is awarded a

provisional Satisfactory rating. If it exceeds the standards, -
or if consideration given to invesiment and service, the bank
is awarded a provisional Outstanding rating.

- Lending Performance Indicators

» Lending activity

< Geographic distribution

» Borrower characteristics

» Gommunity development lending

\‘ = Innovative or flexible lending practices

A final CRA rating is awarded

Service Performance Indicators

= Branching

 Branch openings and closures
o Alternative service systems

» Range of services

Pen‘ermanee G&ntex’f

assessment area(s).

aritien complainis.

If the hank does not meet the five standards, if is
awarded a provisional Needs to Improve or
Noncompliance GRA rating.

Investment Performance Indicators

« Dollar amount of qualified investments

« Investment innovativeness or complexity .

» Responsiveness of investments to
community needs

« Degree to which invesiments not
otherwise provided

A bank's performance context s assessed in the Lending, Service. and Investment tests, and con31ders -

"demogytﬁaph‘c data: /Eend

investment, and service opportunities; bank product offerings and business strate
past performance and the p’erformangeyof similarly-situated lenders: and the ki

stttunona! capac iy
s public file.

Communities & Banking



a wholesale or limited—purpose
institution, is designed for banks
that do not provide full retail ser-
vices in a community; reg’ulator
approval is required ifa bank desires
this designation.

Larg’e Bank Evaluation

An institution with more than $250
million in assets, or that is a subsid-
lary of a bank llolcling‘ company
with greater than 81 hillion in as-
sets, will be (lesignatec{ as a larg‘e
bank. Such an institution will au-

1c
tomatically be evaluated using the

lending‘, investment, and service
tests unless it speciﬁcauy selects the
strategic plan option or the whole-
sale/limiteci-purpose option. The

ending‘, investment, and service

tests are appliecl based on the
institution’s performance context,
which provicles information about
the condi’cions, capacities, and
constraints under which a bank op-
erates. Figure IV outlines evalua-
tion criteria speci‘fiecl ljy the three
performance tests.

The examiner assesses the lencling
institution’s performance in each
of the three areas and assigns one of
five ratings: Outstanding; Hig‘h
Satis{actory; Low Satisfactory;
Needs to Improve; or Substantial
I\Toncomphance. The three scores
are totaled to yielcl a composite
score, which {alls into one of £0ur
rating categories: Outstanding; Sat-
isfactory; Needs to Improve; or
N‘oncomphance. The scoring sys-

Gomposite Scoring

ExampIeZ ,,

- Lending Test Score
(Quistanding) 19

tem grants the greatest weig‘ht to
the lending test. Example 1in Fig-
ure V clepicts how the scoring sys-
tem requires a bank to earn a rating
of at least Low Satisfactory on the
lencling‘ test to receive a composite
rating of Satisfactory. Example 2
describes how a bank receiving an
Outstancling rating on the lencling
test will receive an overall rating of
at least Satisfactory.

Wholesale and Limited-

PLII'POSG B anlzs

No precise criteria define a whole-
sale or limitecl-purpose bank. In
Q‘eneral, however, a limited-purpose

hank offers only a narrow procluct
linetoa regional orbroader market,

while a wholesale bank does not

Iastitution
receives 2
rating of
fleeds io
Improve

Final
composite
500r8:
33=9

Institution
r8CeIVES &
rating of

Satisfactory

Investment Test Score
(Nesds to Improve)

" Initial Composite Score

Communities & Banking 5



lend to retail customers. An insti-
tution must submit a written appli-
cation, in advance, to its regula’cor
to be examined under these criteria.

The test for wholesale and limited-
purpose institutions aclanowleclges
that such banks have operations
and business strategdies that are dif-
ferent from those of full-service
banks. The rating criteria, there-
jf‘ore, ln'oacny emphasize commu-
nity developmen‘c activities without
requiring that ’chey meet the same
standards in all three areas of lend-
ing, investment, and service as full-
service banks. Figure VI depicts
CRA evaluation criteria for whole-
sale and limited-purpose banks.

Further information is available
through the Federal Reserve Bank
of Boston. See Community Devel-
opments on page 8 for details.

— Rebecca Carter

Designation as Wholesale or Limited-Purpose Bank
Guidelines:
o & limited-purpose bank offers only a narrow product line to a
regional or broader market.
o f wholesale bank does not generally extend home morigage, small
business, small farm, or consumer loans to retail cusiomers.

Application Process:
« Apply in writing to regulatory agency requesting designation as
a wholesale or limited-purpose bank.

CRA Evaluation of a Wholesale or Limited-Purpose Bank

Assesment Area:
« Examination applied to assesment area and broader statewide or
regional area.
o |f area needs are met, community development activiies outside
area receive full consideration,

Evaluation;
o Acknowledges differences in business strategy and operation.
» Recognizes that institutions need not engage in all three activity
categories.
« Rating broadly emphasizes community development activities.
« Consideration given fo community development lending both inside
and outside the assesment area.

Performance Criteria

« Number and amount of community development loans, qualified
invesiments, or community development services.

« Use of innovative or complex qualified invesiments, community
development loans. or community development services; includes
the extent to which the investmenis are anot routinely provided
by the private market.

« Bank's responsiveness to credit and community development
nesds.

Communties & Banking



What is the purpose offlze Strate-
gic Plan Option?

Agencies want to encourage l)anles,
whether or not tlley elect the Stra-
tegic Plan Option, to undertake
this type of planning‘ as part of the
process of assessing and addressing
the credit needs of their communi-
ties. The Strategic Plan Option
simply formalizes this process, al-
lowing an institution to establish
pel{ormance o]ojectives 13y which a
regulator will evaluate its CRA per-
formance. Operating under a stra-
tegic plan may provicle aninstitution
with greater certainty, since the bank
sets measurable goals foritself. Flex-
il)ility is also a feature of the Stra-
tegic Plan Option, since a bank has
the opportunity to submit amend-
ments to its plan when market or
economic circumstances Cllang‘e.

What types of banks may submit
a strategic p/an?

Any institution — large or small,
wholesale, re’cail, or limited«purpose
— may elect to submit a strategic
plan. Affiliated institutions may
prepare a joint plan that allocates
activities, or ’chey may submit sepa-
rate plans. Multi-state banks may

either submit omne plan that ad-
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Houw /ong is the term of a strategic
p/an?

A strategic plan may have a term of
up to five vears. It must, however,
specify annual measurable goals.

What types ofgoa]s should a bank
establish Jor itself?

Goals should be specific, measur-
able (’cha’c is, number of loans,
amount of Iending, or Loth), and
responsive to community credit

Communities & Banking

neecls. Tlley shouH address each O£

the evaluation criteria — lencling,
investment, and service — covered
in the larg‘e bank test. A bank must
establish performance targets re-
quirecl for it to achieve a Satisfac-
tory rating. [t may also specify levels
require(l foran Qutstanding‘ rating.

What is the extent of pul)/ic par-
ticipation requirec[ in c[eue/oping
a strategic p/an?
[nstitutions must solicit commu-
nityinputin developing‘ their plans,
but the institution
alone will make

how it will help

date. The plan must include a de-
scription of the formal comment
process, whether the plan was
amended as a result of those com-
ments, and the initial plan. The
criteria on which an agency evalu-
ates a strategic plan are: 1) the
extent of len(ling activity; 2) the
amount and innovativeness of quali-
fied investments; and 3) the avail-
aljihty and effectiveness of services.
A bank will receive a decision from
its agency within sixty clays.

decicions about .0 SITATEQIC pIan may provide an instifution
[

meot community  WifHOrB3FF CEraINtY, Since the bank sefs

credit needs. In re-
viewing pul)lic par-
ticipation, the
agencies will assess
whether an institution has made an
appropriate investigation of com-
munity needs and whether the goals
of the plan serve those needs.

Two forms of pubhc participation
are requirecl: informal input and
formal written comments. Infor-
mal pu}alic involvement helps the
bank understand the credit needs of
its community as it (levelops the
plan. The formal 30-c1ay comment
pen'ocl allows the public to submit
written remarks on the bank’s plan.
A bank must first notif‘y the public,
via local newspapers, of the plan’s
availahili’cy for examination, and
then it must leeep copies of the draft
strategic plan ateach of its branches
for pul)lic review.

What is the processfor submitfing
a strategic p/an for approva/?

A bank submits a strategic plan to
its regulating agency at least three
months prior to the planys effective

When may an institution amend
an approved’ strategic p/an?
When economic or market circum-
stances change, an institution may
submit an amendment to its ap-
provecl strategdic plan. Public par-
ticipation, similar to that soug‘h‘c
tluring development of the original
plan, is also requirecl for an institu-
tion to amend its plan.

When will a bank first be evalu-
ated under an approvec] strategic
p/an ?

An institution must have been op-
erating under an approvecl strategic
plan for at least one year prior to an
examination. If an examination is
scheduled before that time, the in-
stitution will be evaluated under
whichever category (’that is, large
institution or small institution)
would otherwise appl}n

continued on page 10
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More Information on the New CRA and
Community Economic Developmen‘c

ﬁA&ordaLle Housing’ B E
rgj/j-lora’aé]u HOHS?ﬂg LOG?’Z Caﬂsorha SOZHC@AOO& Thla

*mdeboofz mtroduc&« loan con:oxha, and instructs

Iencler: in c:’ca]ah:hn;xg and operating them succes {uﬂv ]

By silaring rislz with other lenders ;.a consortium can
allow a financial institution to tapinto market niches it
: mighi‘ not otherwise reach. The sourcebook also profifes
more than 30 loan consortia of varying types and sizes
around the country. From the National Association of

Affordable Housing Lenders. To ou.fel, call 202-328-
9171 $45 for member,, 9 for non- memhel«
Partners. 3& Lompu’cer ~o{‘tware program cleswned to
serve as an analytn tool for financial institutions,
community groups, and other community clevelopment
plofe sionals in »ouh%]ind low- and moderate-income
apphcan’c\ The program can qulle\ determine if po-
tential homebuvex.« can quah{y ma’chematlcanw. fora
home puluha-e loan. The program also 1cle,m‘:1£1e= 10
quah{vm» alternatives to help apphcan’o- W].‘J.O may not
quahﬁ £or a loan based on current ﬁnanumo criteria.
Partners includes loan amortization >checlu1e=, equity
}mlld-up calcu]atlona, ancl ~econc1arv market consider-
ations. From the Federal Reserve Banle of Boston. To
order, call 611 97 -21:)0

Fannie Mae's \oﬁheésﬁéln Redonal Office sponsors
about 30 seminars cach year for lencfeb Topics s include
un&ermntmg, Londo~ anc{ co-ops, managing &efaul
and other Iemier concerns. Thouo}l t}1e~e courses are
c}eqdneﬁl toserve }emler: Worlemv W Ith Fannie l\lae, Lhev
are open to anyone with an interest in the topic. For
m{ormahon, Caﬂ Suzanoe Klett at ’702 752-2605.

BAE Eccﬁomzc Davelopment BB

The National Bze:iness IncuLation Aa ssociation offers
mem}aelalnpc and numerous resources for business
incubators and the businesses housed in them. Publica-
tions include how-to ¢ \c-ulcle: for organizations wmhmg to
establish an incubator’ facﬂity, business ing;ulza’cion
research reports, and information for entrepreneurs. To
request a Resource Ca’calog‘, or to inquire about mem-
bership, call the National Business Incubation Associa-
tion at 614-503-4331,

V Pu/e ISSLleC}, }f)\’ Jthé‘ OE{ICG OLE the

Urban Economic Development Summit, March 3-5,
1996, Washington D.C. Sponsored by the National
Council for Urban Economic Deyeiopment. This elec-
tion-year summit will address the etfect of ‘na’cionai
pohcies on communities, and at can be done to
influence them. The conference s so e‘(plme state
and local issues, notaMV the compebhon to attract
1e10uahnv businesses \uﬂl tax incentives and other

i Ind

measures: f or more in: mmahon, caﬂ 907-°73 4735,

BE New CRA Réguiétioﬁf EE

Community Reinvestment ~L:t R‘,guiafrort ,
imﬂer of the  :
Currency, U.S. Department o£ ’che Tre SULy; Board of
Governors 0{ the Feclexa} Re’* srve Dv:tem, reclerai
Depo~i’c [nsurance Comora’cion, jf;{me of Thrift Su-
pexrvision. Revisions pronc}e amc}ance to hnancxal insti-
tutions on the assessment of their CRA related activities.

To receive a copy, contact Rebecca Carter, Federal

Reserve Banlz of Bosfcbn, Community A{'Eairs'Depart— \
ment, P.O. Box 2076, Boston, MA 02106-2076;
617-973-3813.

Examinatimz,‘Procec]ures for the New Community Rein-
vestment Act Regu/ation, issued l)y the Office of the
Comp’cmﬂpr of the Currency, U.S. Department of the
Treasury; Board of Governors 0£ the Federal Reserve
\v tem; Federal Depom& In~urance Corpmatzon, O£

flce of Thrift S Stupervision. Proceclurea outline gm&e-
lines gor comphance e\{ammer” to foﬂo wwhen con&uctmv

a CRA examination. To receivea copy, x,on’cacf Rebecca

Carter, Federal Reserve Bank of
Affairs Department, P.O. Box
02106- 2016 617-973- 3(‘313

oston, Lommunn%y

//1’6 Bo:’con, MA

CRA Examination Sclzec[u/u, Fzr\f Quarter, _ZQQO issued
}DV the Office of the (_,omptzoner of t}‘xe Currencv Us.
Depaxtment of Tleaqn'v Board o£ Go»ernorvo{ thev

- Federal Reserve System; Federal Deposit Insurance

Corporatlon, Office of Thrift S Supervision, ancl the

Commonwealth of Massachusetts, Division of Banks.

This schedule >pez,1he=~ lnycll institutions will be exam- e
ined for CRA performance by their respective regula-
tors. To receivea copy of the schedule, contact Rebecca
Ca’rtér, Federal Reserve Bank of Boston, Communi{:\
Affairs Department, P.O. Box 2016 Boston, }\LA
02106-2076; 617-973-3813.
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i Growing Enterprise: The

There were only about ten such
facilities across the U.S. in 1980.
In 1995 there are more than 500.
An average of one new facili{:y opens
each weelz; Jchey now occupy more
than 29.5 million square feet and
thrive in url)an, sul)url)an, and ru-
ral economies.

It is not the latest restaurant or
coffee house chain. But it is the
trend in enterprise clevelopmen’c —
the small business incubator.

upplv
f1t11 environ-

Small business incubators
nascent businesses
ments suited to survival and growth
during the critical early p}lases of
operation. Incubators offer flexible
tenancy arrangements, below-mar-
ket rents, shared office services,
and, increasingly, management and
technical assistance.

Business incubators may be estab-
lished as either Jf()rnprofit or non-
pro)!it enterprises, and are often
funded I)y a combination of private
and public resources. Across the
country, existing facilities serve
nearly 7,800 companies in service,
hgh’c manufacturing, and hlg}l tech-
nology industries. And more than
4,600 such companies have gradu-
ated from incubators to traditional
tenancy arrangements.

Incubator facilities are often tai-
lored to the characteristics of local
economies. For example, Science
Park Developmen’c Center, a Yale
University-related tec}mology in-
cubator in New Haven, Connecti-
cut, is well-situated to utilize the
resources of the University and to
foster high ’cecl'mology enterprise
clevelopment. The Business and
Technology Center, located in the
inner city of Omaha, Ne}oraslea, on
the other hancl, is targeted to the
needs of low-income urban resi-
dents. Such urban incubators often

Communities & Aanking

house a combination of cra{‘ts, food
procluction, and light manufactur-
ing enterprises. Al’chough tlley vary
in their location, size, and £ocus,
mall business incubators all have

w

one thing‘ in common: They en-
courage enterprise.

An Evolving’ Role

Originauy established primarily to
provide low-cost facilities to start-
up businesses with below-market
rents and reduced-cost services, the
role of the incubator has evolved.
:aﬂv Havhow of the National Busi-

ess Inuubahon Association notes
ha‘c below-market rents are reced-
“What business
incubators offer today is more im-

ing in importance.

portant than low-cost
space. They now have
a full complement of
tools to work with —
from their own micro-
loan funds to links with
the financial commu-
nity. They can now
work with their clients
toward entrepreneur-
ial self-sugiciency ]3y
aiding these firms in
esta Hi>hind them-
elve Todav ~op1’11=t1ca'ced busi-

ness assistance, which can consist

m
m

of o ongoing management support,
develo opment of talde’ced business
1an>,1 ega Isupport, and mentoring

programs, forms the core of many

business incubators.

The Venture Center:
Helplno Western
I\Ia:sachuaetts Grow

At The Venture Center, located in
Greemgielcl, N[assachusetts, the seat
of rural Franklin County, the con-
cept of the small business incubator
has taken root. In a region known
forits sweet corn, itisnot surprising
that the motto at this incubator is

“Home-Grown Jol)s.”
them at home is exactly what has
occurrecl at Tlle Venture Center,

Growing

where local entrepreneurs have cre-
ated more than 60 jobs.

Although the higlﬂy paicl manufac-
turing jobs that Iong sustained the
area Legan to clisappear inthe 1970s,
the area’s liva]:)ﬂity kept workers
and their skills in the Greenfield
region. Their expertise, and an en-
trepreneurial spirit, sproute& ideas
for new enterprises. Accorc;.ing to
Kathleen Jaworslzi, Executive Di-
rector ojx‘ The Venture Center,
worker skill and motivation made
self employmen’c a viable option for
some of the area’s former industrial
employees.

~ "Wihat businass incubators offer raﬁau 5

- more important than low cost space... They
A noly Work i th their clents tsmaﬁi

enfr

g

reneuria sefsuff czeﬂﬁu
Saly Hauimﬁz Hﬁiﬂ

The Venture Center grew out of a
recognition of the need to foster
this kind of local en‘crepreneurship.
According to Ms. ]aworslei, the
Franklin County Community De-
velopment Corporation, which es-
tablished the Center, identified the
need among local start- -up businesses
for aclequate space and services in
order to establish themselves and
grow —a combination that was all
but impossible to find in the aging
and empty factories of Franklin
County. But the former site of Bete
Fog Nozzle Company offered a fa-
cility suitable for numerous purposes

— offices, production, warehousing

continued on page 10
9



confinued from page 7

How will @ bank’s CRA perfor-
mance with respect to its strategic
p/an be assessed?

An examiner will evaluate a bank’s
per£ormance with respect to its
measurable annual goals and will
review the bank’s accomplishmen’cs
for each full year that has elapsecl
since the previous examination.
Performance will be evaluated based
on the degree to which the institu-
tion has met or exceeded its g‘oals.

Must a bank f:ul’/y meet all of its

goals in order to receive a Satisfac-
tory rating?

An institution must su}as‘cantiauy
meet its pel{ormance ol)jectives in
order to receive a CRA rating of
Sa’cisgactory. Goals are considered
substantiauy met if performance on
most goals exhibits variances that,
in the aggregate, are not sig‘nﬁ:ican’c
to the overall plan. In consiclering‘
the signigicance of unmet g‘oals, the

examiner will assess their num}aer,
their relative importance to the plan,
and the reasons forthe performance
shortfall.

What rating does a bank receive lf
itdoes not substan tia//y meet goa/s
for a Satisfactory rating?

The bank may then be reevaluated
and assigne& a CRA rating based on
the pel‘formance criteria an exam-
iner otherwise would have applied
(ei’ther the larg‘e—l}anlz test or the
small-bank streamlined evalua’cion)
in the absence of a strategic plan. If
an institution elects not to be evalu-
ated under these alternate assess-
ment criteria, the examiner will
assign a rating of Needs to Improve
or Substantial Noncompliance, de-
pencling on the clegree to which the
bank did not meet its goals.

Ifa lending institution has more
than one assessment area, and its
performance levels vary from one

assessment area to anoiller, lzow
will it be rated?

The examiner will consider several
factors, inc]ucling’: 1) the credit needs
of and the lencling, investment, and
service opportunities in the differ-
ent assessment areas, particularly
in low- and moderate-income and
rural areas; 2) lencling, investment,
and service activity in the different
assessment areas; and 3) the rela-
tive importance of the institution
in each assessment area in meeting
the credit needs of the community,
pad‘icularly in areas with a limited
number of financial service provic].—
ers. The examinerwill consider these
factors to establish the relative im-
portance of each assessment area in
assigning the institution’s overall

rating.

-—Rel)ecca Carter

continued from page 9

— and the ﬂexi!:)ility to accommo-
date a variety of sizes of small busi-
nesses. The Venture Center supplies
front-office operations for its ten-
ants, warehouse lx‘acili’cies, shared
use of conference room space, shared
use of hea\'y equipment, and build-
ing management services. In addi-
tion, Franklin County CDC offers
courses in small business manage-
ment and a micro-loan program.
The CDC also oﬁersrassistance in
developing‘ business plans, a lzey
element of firm success. Ten to
fifteen firms operate at any gdiven
time in the 35,000 square foot
facility. Individual businesses range
from custom furniture clesig‘n and
production, to a materials testing
lab, to a hig‘h-quality silk-screen
operation. And all of the enter-
prises reflect the region’s economic
tradition of lligh—quali’cy pro&ucts
proclucecl with skill and care.

Many business tenants have flour-
ished at The Venture Center, with
several firms grac]uating to 1arg‘er

10

sites. Small Corporation, for ex-
ample, belying its name, outgrew its
space at The Venture Center and
built its own Jf‘acilit_v at Greenfield
Industrial Park. And The Venture
Center is growing along with the
businesses it serves. Operating con-
sistently at close to 100% occu-
pancy (na’cionaﬂy, according to the
National Business Incubation
Association, occupancy rates range
from 73% to 89%), The Venture
Center's buﬂding and services are
in demand in Franklin County.

Plans are under way for a second
incubator facility in Greenfield. Ms.
Jaworski anticipates that the new op-
eration will offer up to 50,000 square
feet of office, procluc’cion, and ware-
house space, and will be able to accom-
modate somewhat 1arger, growth—
oriented firms in addition to very
small enterprises. The 1arger £acili’cy
would also mean tllat, the incubator
would provicle more services, includ-
ing marleeting and technical assis-
tance, and would link tenants with
outside sources of financing’.

The kind of economic clevelopment
encouragetl l)y business incubators
like The Venture Center may be
especiauy stable. As Ms. Jaworski
states, “We believe that firms with
roots in Franklin County will con-
tribute to lasting‘ growth for the
region. Because the business own-
ers live here, and have remained
here through good times and bad,
their commitment to the economic
revitalization of the region is espe-
ciaHy strong. When these small
businesses hire a new worker, they
don't view themselves as simply pro-
\dding‘ a jol); tlley recognize they
may well be l1in'ng’ their neighhor."

Banks and Business
Incubators: A Log‘ical
Link

As business incubators establish
strong track records in small busi-
ness creation, bank affiliations with
such facilities can be an effective
way to address some community
reinvestment o]_)hgations , notes Ms.
Hayllow of the National Business

{ommunities & Banking
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