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Around the District

[llinois

Woodstock Institute Releases Latest Community
Development Fact Book (2004)

The Fact Book contains data on the level of high cost, or
subprime, mortgage lending in the region, neighborhood
foreclosure trends, and information on the changes in
the income levels of local homebuyers. The Fact Book is
available in two editions, one for the six-county Chicago
region, and a new edition for the 10 largest metropolitan
areas in lllinois. Community summaries from the 2004
Community Lending Fact Book are now available.

For more information, visit www.woodstockinst.org.

Indiana

State Awards $617,204 in Training Acceleration Grants
The Indiana Department of Workforce Development and
Indiana Economic Development Corporation have awarded
$617,204 in training grants to 15 Indiana companies or
consortia. The program provides financial assistance to
companies and organizations seeking to expand the skills
of their existing workforce through training programs

that result in industry-recognized credentials. This grant
program is one of the state’s primary job training programs
offered to Indiana businesses.

For more information, visit the Indiana Workforce
Development Web site at www.in.gov/dwd.

lowa

Three lowa Communities Named One of the

“100 Best Communities for Young People”

Senator Tom Harkin (D-la.) congratulated three lowa
communities recently on being named one of the “100
Best Communities for Young People.” The communities
are: Lamoni, Des Moines, and Waterloo. Selection of the
100 communities is a project of America’'s Promise, an
organization founded by former Secretary of State Colin
Powell.

The selection criteria relates to the organization’s five
essential promises to young people: (1) caring adults who
are actively involved in their lives; (2) safe places in which
to learn and grow; (3) a healthy start toward adulthood;
(4) an effective education that builds marketable skKills;
and (5) opportunities to help others.

For a complete list of the winning communities
and details about the 100 Best competition, visit
www.americaspromise.org.

Michigan

Hudson-Webber Foundation Makes

$2.1M in Local Grants

The Detroit-based Hudson-Webber Foundation approved
$2.1 million in grants to Southeast Michigan nonprofits.
The largest grants were: $517,000 to Goodwill Industries
of Greater Detroit to continue its “Reducing Chronic
Unemployment Initiative”; $300,000 to Habitat for
Humanity Detroit to assist in neighborhood revitalization
and increase homeownership among low-income
residents; $300,000 to the United Way for Southeastern
Michigan to help fund its 2-1-1 health and human services
hotline; $200,000 to the University Cultural Center
Association for community development in the Woodward
corridor; and $200,000 to Volunteers in Prevention,
Probation and Prison Inc. to expand its community-based
mentor program.

For further information, visit www.hudson-webber.org.

Wisconsin

Milwaukee LISC Recognizes Innovative

Projects and Leaders

King Drive Commons, a mixed-use development that
includes 18 affordable rental apartments, was among the
recipients of the Milwaukee Awards for Neighborhood
Development Innovation (MANDISs). While the $3.5 million
project signals investment opportunities in Milwaukee’s
Harambee neighborhood, the Martin Luther King
Economic Development Corporation was also honored for
achieving 40 percent minority and disadvantaged business
participation in the construction.

MANDIs are presented annually to individuals and
organizations that demonstrate innovative approaches to
stabilizing and revitalizing Milwaukee neighborhoods.

For more on the MANDI awards and other Milwaukee
neighborhood initiatives, visit the Milwaukee LISC Web
site at www.lisc.org/milwaukee.
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Research Review -

The Impact of Poverty on the Location of Financial Establishments:
Evidence from Across-County Data

By Robin Newberger and T. Lynn Riggs

Introduction

The location of bank branches is an important issue

for consumer advocates and other groups that monitor
access to financial services for low- and moderate-
income people. The proximity of banks and their branches
to the places where people live and work is one basic
element of mainstream financial access. The ability of
people to choose from an array of financial products,
especially those offered through the banking system, is
fundamentally related to the economic well-being of a
community.

In a recent working paper, T. Lynn Riggs of the Chicago
Census Research Data Center examines the location
patterns of both mainstream depository institutions and
“alternative” financial services providers, including payday
lenders and pawnshops?! The study summarized in this
article contributes to the conversation about branch
placement by applying empirical methods to the question
of establishment location. Addressing the issue from an
empirical perspective is useful for determining whether

a specific connection exists between poverty rates and
the places where different types of financial services
companies locate their businesses.

Brick and Mortar Bank Establishments
Are on the Rise

Over the past two decades the number of deposit-taking
firms has fallen by almost 50 percent, yet there has been
substantial growth in the number of establishments — i.e,
offices, branches, and stores — of these financial services
companies. There were 30 percent more branches of
commercial banks and savings institutions in 2004 than
there were in 1984. Alone, commercial bank branches
grew by 67 percent. Savings and loan branches actually
fell by 14 percent. Credit union establishments displayed
some growth between 1992 and 2002, but relative to
banks this number was small, just 4 percent. Figures 1
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and 2 show the changes in the growth patterns of these
depository institutions over this time period.

The financial services establishments analyzed in this study are found in the
Standard Industrial Classification (SIC) industry category of Finance, Insurance, and
Real Estate. The subgroups with this category include:

1. Depository institutions - national commercial banks, state commercial banks,
savings institutions, credit unions, branches and agencies of foreign banks; and

2. Non-depository institutions — personal credit institutions, business credit
institutions, mortgage bankers and loan brokers.

A Personal credit institutions include consumer finance companies;
establishments engaged in the financing of automobiles, furniture,
appliances; and loan companies.

A Business credit institutions include establishments engaged in extended
credit with installment notes; factorers of commercial paper; and purveyors
of working capital financing and intermediate investment banks.

This analysis also includes firms classified under a separate SIC category called
“Used Merchandise Stores.” This category includes pawnshops.

The Number of Branches, Offices, and
Storefronts of Non-depository Credit
Institutions also Grew in the 1990s

Non-depository credit institutions, including both
personal and business credit institutions, have displayed
similar growth patterns with respect to the number of
establishments over the last two decades. Most of this
growth occurred in the mid 1990s. Between 1992 and
1997, establishments of non-depository credit institutions
grew dramatically, by 32 percent. Between 1997 and
2002, growth dropped to 3 percent, but the number of
firms in this group again grew, by 2 percent, between
1997 and 2002. Pawn shops entered these figures
when, in 1997, the Census Bureau began to report pawn




poverty counties, on average, than in lower-poverty

Figure 1: Growth of Depository Firms counties. The trend reversed between 1995 and
— 1997 when the average number of depository
— establishments fell in higher-poverty counties and
—— increased in lower-poverty counties.
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Figure 2: Growth of Depository Branches In sum, not only did wealthier areas have more
80,000 - bank branches and offices, they also had more
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Note: Credit Union data from the Economic Census is available for years 1992, 1997, and 2002.

Source: United States Credit Union Statistics (CUNA), Federal Deposit Insurance Corporation, Economic Census (U.S. Census Bureau).

U.S. Census Bureau, the average poverty in a given county was
between 13 and 16 percent over the period analyzed in this study.
A very high-poverty county had over 30 percent of its population in

shops as their own category within non-depository credit
intermediaries. Pawn shop establishments grew by 10
percent while the number of firms grew by approximately
5 percent.

High-poverty Counties Have Fewer Financial
Establishments, Including Those in the
Alternative Financial Services Sector

Throughout this period, many more commercial banks,
savings institutions, and credit unions established
branches in counties with fewer lower-income residents
than in higher-poverty areas (Figure 3).2 In 1997,

there were almost three times as many depository
establishments in low or very low-poverty areas (VLLP)
as in high or very high-poverty counties (VHHP). This
imbalance persisted throughout the decade even

though there was much greater growth in the number of
depository institutions between 1989 and 1995 in higher-

poverty; a very low-poverty county had about 6 percent.

The Impact of Poverty on Financial
Services Providers

The motivation for this analysis is to isolate the
relationship between the extent of poverty in a county
—i.e., the percent of the county population estimated to
live in poverty — and the share of financial establishments
in that county. It makes sense to perform this analysis
separately for depository establishments — commercial
banks, thrifts, and credit unions — and for non-depository
establishments, since the role that poverty plays may not
be the same for each type of establishment.

In addition to poverty rates, the analysis controls for
other factors that might influence the location of financial
establishments, including the share of businesses that
operate in a given county.® It is important to separate the
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Figure 3: Average Number of Depository Establishments by County
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Source: Longitudinal Business Database and Small Area Income and Poverty Estimates

per 100,000 population, and one more
credit union per 100,000 population.

Conversely the share of personal credit
establishments relative to the county
population decreases as poverty levels
fall. In other words, rising poverty

rates increase the share of alternative
financial services organizations in a given
county. For example, on average, high-
poverty counties have six more personal
credit establishments than low-poverty
counties. Business credit establishments,
like factoring companies, follow a

1997

similar pattern as the personal credit

Figure 4: Average Number of Personal Credit Establishments by

County Poverty Levels
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Source: Longitudinal Business Database and Small Area Income and Poverty Estimates

establishments, but the results are less
strong.

Poverty therefore does affect the
proportion of depository establishments
in high-poverty areas as well as the
proportion of alternative financial services
providers in these same counties.

Conclusion

A simple count of alternative financial
services companies in low- versus high-
poverty counties does not reveal the
complete picture about the influence

of poverty on the location of financial
establishments. Poverty levels in a county
do impact the location of mainstream

1997

effect that local firms and their employees might have on
the presence of financial services establishments.

It should also be noted that financial establishments are
represented in the analysis as a county’s share of financial
establishments relative to the total in the U.S., divided by
the county’s share of the U.S. population. Standardizing
financial establishments by population is important to
avoid mistaking the role of poverty with that of population.
Poorer counties may have fewer people than wealthier
counties, and this could lead to a given county having
fewer financial establishments.

After combining data from 1989, 1992, and 1997,*

the results show that the extent of poverty in a county
does matter for the location of financial establishments.
However, there is a different impact for depository
versus non-depository institutions. For commercial
banks, thrifts, or credit unions, the share relative to the
county’s population rises as the intensity of poverty falls.
For example, low-poverty counties have, on average, six
more community banks per 100,000 population than
high-poverty counties, three more savings institutions
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establishments and alternative financial

services providers. While this finding alone
does not indicate that individuals in high-poverty areas
are under-banked, it does have potential implications
for the stabilization of high-poverty areas. The presence
of mainstream depository institutions is an important
indicator of the overall economic and social well-being
of a community. The analysis described in this article
uses county-level data. More work is needed to examine
whether these results hold for smaller geographic areas
as well.




Notes

1 This article is adapted from an unpublished study, “Location of 3 Separate variables are constructed for businesses in
Financial Services” by T. Lynn Riggs, April 2005. The study is the mining, construction, manufacturing, transportation,
based on data from the Economic Census and the Longitudinal communications and utilities, wholesale trade, retail trade,
Business Database of the U.S. Census Bureau, 1977-1997. finance, insurance, real estate, and services industries.

2 4 The most recent Economic Census survey years.

Category Poverty Percentile Percer.1t Of County

Population in Poverty
Very high poverty 90th percentile 34%
High poverty Between 75th and 90th percentile 23%
Above median poverty Between 50th and 75th percentile 18%
Below median poverty Between 25th and 50th percentile 13%
Low poverty Between 10th and 25th percentile 10%
Very low poverty 10th percentile 6%
Source: Longitudinal Business Database and Small Area Income and Poverty Estimates

Robin Newberger is a business economist in the
Consumer Issues Research unit of the Federal Reserve
Bank of Chicago. Ms. Newberger has a B.A. from Columbia
University and a master's in public policy from the John F.
Kennedy School of Government at Harvard University. Ms.
Newberger holds a Chartered Financial Analyst designation.

Lynn Riggs has been an economist with the U.S. Bureau
of the Census, Chicago Census Research Data Center
since 2002. Dr. Riggs has conducted research related to
policy evaluation, health care, education, and social welfare
including the effects of policy on consumer and producer
incentives to undertake food safety efforts. She received
her Ph.D. from the University of Wisconsin-Milwaukee in
1998 and completed a post-doctoral fellowship at the U. S.
Centers for Disease Control and Prevention in 2000.

Profitwise News and Views m April 2006

5




Consumer Circle -

Bankruptcy - the New Law

By Helen Mirza

Background and Overview

New provisions under bankruptcy law became effective
on October 17, 2005. The Bankruptcy Abuse Prevention
and Consumer Protection Act of 2005 was passed by the
109t Congress on April 14, 2005, and signed into law by
President Bush on April 20, 2005.

The new legislation made sweeping changes to existing
bankruptcy law, and the main result appears to be that

it will now be more difficult for certain individuals to
discharge all debt in Chapter 7 filings than under the old
law. Individuals under the new law will have to demonstrate
whether or not they have the ability to repay some or all of
their debt. If the court determines that the consumer does
have the ability to repay, s/he will be forced into Chapter
13, as opposed to Chapter 7. The filer as an alternative
may simply withdraw the filing. There is now a “means
test” to qualify for Chapter 7. Simply put, Chapter 7 results
in the extinguishment of all debt, other than priority

debt such as child support, taxes, and certain types of
judgments. Chapter 13 does not extinguish all non-priority
debt, but requires repayment of at least some debt (often
including unsecured debt) over a certain time period—
generally three years under the prior statute and five years
under the new.

Means Testing

While the new law also included provisions affecting
farming (Chapter 12), Business Reorganizations (Chapter
11), financial contracts, and ancillary foreign bankruptcy
proceedings, many of which are also important in their
scope, the centerpiece is the means testing required for
consumers. Under the former law, the Chapter 7 filer
received a presumption of eligibility to receive relief under
the statute. Although it was a presumption rebuttable by
the creditors or the trustee in bankruptcy, it was rarely
challenged, and even more rarely challenged successfully,
due to the inability of creditors to obtain in-depth
information about the filer’s financial status.
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Under the new law, no presumption of eligibility exists;
the filer must prove eligibility by disclosing financial
information including income documentation and tax
returns. If the filer's income is below the median income
in his state (based on the prior six months), s/he is not
required to show eligibility and may stay in Chapter 7.
However, for those earning more than the median state
income, a means test is applied.

This test, in its most simplified form, is conducted as
follows:

Step 1: Subtract defined allowable expenses from
monthly income, and multiply the result by 60 (the total
of five years of monthly income).

Step 2: If the result of the calculation above is more
than 25 percent of the filer's unsecured (hon-priority)
debt or $10,000 or more, the case must be converted
to Chapter 13 or dismissed.

If ultimately, either Chapter 7 or 13 goes forward, the filer
must complete an approved financial management course
in order to obtain the final discharge.

Pre-filing Credit Counseling Required

For the court to begin to process a filing, the potential
filer must have completed an approved credit counseling
session within the prior six months.

Early predictions about the likely effects of the new
provisions on debtors, prior to passage, held that the new
law would make achieving total relief in Chapter 7 very
difficult for the average filer. Thousands of debtors rushed
into court hoping to get their case filed before the law
changed. During the final two weeks before the new law
took effect, over 600,000 debtors filed for bankruptcy
protection! compared with approximately 30,000 filings
per week on average previously, and a mere 3,600 a week
immediately following the effective date of the new law.?



Although predictions of difficulties in filing under the

new law apparently prompted the spate of filings before

it took effect, it is interesting to note that a Washington
Post staff writer who spent time with a representative

of Money Management International, Inc. (MMI), the
“nation’s largest credit-counseling organization,” was told
that most of the debtors they have counseled under the
new requirements will in fact meet the test of being able
to file under Chapter 7.2 Most of the debtors counseled
were in very serious financial difficulty with no apparent
way to repay. “In the first 13 weeks after the new law took
effect October 17, only 4.5 percent of the 14,907 debtors
counseled by MMI had sufficient income to be considered
for a plan to pay back debts over a few years. Of those
669 debtors, only 42 have signed up so far for such a
debt-management plan,” stated the Washington Post
reporter in the same article*

Winners and Losers

The financial services industry, including banks and

credit card companies, had lobbied aggressively for the
passage of bankruptcy reform for over a decade. The last
major reform of the bankruptcy code occurred in 1978
and was considered largely pro-debtor. Creditors had
been complaining ever since about certain practices they
considered unfair. In particular, they did not believe that
the abruptness of the bankruptcy filing was appropriate.
The creditor often only learned of the bankrupt'’s

financial difficulties when informed of the automatic stay
occasioned by the filing. Creditors felt that this lack of any
notice of financial duress often lured them into continuing
to extend credit in the face of the debtor knowing s/he
was unlikely to be able to repay. They also felt victimized
by the bankrupt's legal ability to shift assets prior to filing
into asset protection trusts and into homesteads in states
with extremely or even unlimited homestead exemption
provisions.

Since, under the new law, the debtor must undergo
counseling, creditors have an opportunity to work with
the borrower and have input into any proposed repayment
plans. The new law also addressed the issue of state
homestead exemptions. It requires that a debtor must have
lived for two years in any given state before being able to
use that state's homestead exemption. In addition, if the
property was acquired within 3.3 years (1,215 days) prior
to filing bankruptcy, the debtor is limited to $125,000 in
homestead exemption, regardless of the state’s statutory
exemption limit.

Creditors were also pleased with a change to what was
formerly referred to as the “cramdown” provisions of the
old statute. This provision required that the secured value
of a vehicle be written down to its fair market value even
though the debtor may still owe substantially more than
that value. Automobiles purchased new usually depreciate

rapidly; a write-down in proportion to the loan amount on
a car purchased new can be significant. Under the new
law, the write-down is not permitted if the vehicle was
purchased within 910 days preceding the date of the filing.
For other purchase money security interests on personalty,
the write-down is not permitted if purchased within one
year of the filing.

Debtors also received consideration in the law's new
requirement for more disclosures for open-end credit
under Regulation Z (Truth in Lending). The Federal
Reserve is responsible for implementing these changes,
and has issued an Advance Notice of Proposed
Rulemaking to seek public opinion on how to craft the
required disclosures. The comment period ended on
December 16, 2005, and the Federal Reserve staff

is in the process of evaluating these comments and
drafting appropriate regulations. The principal thrust of
these disclosures is to let consumers of open-end credit
understand how long it will take to pay off their debt if
they only make the minimum required monthly payments,
and to provide a toll-free number where they can call

to find out how long it would take to pay off their own
balance assuming minimum payments. This provision
also requires language concerning introductory interest
rates (often referred to as “teaser” rates), when they will
expire, what rate will apply after they expire, and under
what circumstances the rate can be changed earlier
(late payments for example). Some other provisions for
consumers under the Truth in Lending law include:

ABarring creditors from closing open-end accounts
where the consumer does not incur finance charges;

ADisclosure of the earliest date a late fee can be
charged, and the fee amount; and

ADisclosure for home-secured credit wherein the
amount of the loan may exceed the fair market value
of the home, and the fact that interest would not be
tax deductible for amounts above that fair market
value.

Recent History and a Reality Check

Post enactment counseling experience at MMI indicates
little change for the average consumer (who is not in a
position to repay debts) seeking bankruptcy protection.
The American Bankruptcy Institute is quoted as estimating
that the new law will adversely affect fewer than 3 percent
of all debtors.5 Early indications from counseling records
support that estimate. However, these early filings may not
be typical of future filings inasmuch as they may represent
a group of filers who, for the most part, were unable to
complete or attempt a filing prior to October 17, and were
forced into filing relatively soon thereafter due to dire and
worsening financial circumstances.
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More Consumer Issues

One significant change to the priorities of obligations

was to elevate child support payments or recoverable
amounts to first priority, making it somewhat more likely
that such debts will be paid to the custodial parent. In
addition, certain penalties are provided for abusive creditor
practices, particularly when a creditor refuses to negotiate
a reasonable repayment schedule.

Another change prohibits disclosure of the name of
minor children, unless required by the court to be kept in
a non-public record, and the prohibition on the release

of personal information of the debtor that may create
undue risk of identity theft or “other unlawful injury to the
individual or the individual's property” (Subtitle C., Section
234).

Interestingly, however, the law caps at $1 million the value
of an IRA, which the debtor may claim as exempt property,
and may increase this cap “if required in the interests of
justice” (Subtitle C., Section 224[e]).

Summary

It is too early to evaluate the longer-term impact on
consumers and society in general of these changes to
our bankruptcy laws. However, it is clear that Congress
was able to put together a significant number of changes
sought by various and conflicting interests and parties
after an extended effort. Certainly, the financial services
and banking industries were able to claim some reforms
in what they perceived to be pro-consumer provisions

— particularly barring some debtors with the real ability to
repay some debt from Chapter 7 relief. The “means test”
provides some ability to control abuse. The homestead
exemption, which almost all parties other than bankrupts
and their counsel felt was often abused, was successfully
addressed by the new limit of $125,000 for property held
less than 3.3 years, and curtailment of use of a state’s
exemption until the filer has been a property owner in that
state for at least two years. Certain states, notably Florida
and Texas, had very high homestead exemptions, causing
some wealthy individuals who contemplated bankruptcy
to purchase expensive homes in these states in order

to shield as much of their assets as possible under this
single exemption.

Pro-consumer advocates are particularly pleased to
note the new disclosures required for open-end credit

— especially the requirement to let a consumer know the
true cost of his borrowing if s/he makes only minimum
payments. The consumer is also well served in being
informed of the duration of teaser rates and how rate
changes are triggered.

In February 2005, 92 law professors of bankruptcy and
commercial law throughout the U.S. issued a letter to
Congress to express their dissatisfaction with the then
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proposed law, and to ask Congress not to pass it. They
expressed the belief that abuses of the system were

the exception, and that it is extremely important that an
avenue remain open for consumers to make a fresh start.
They particularly pointed out that consumer lending is
highly profitable, and that clear abuses exist on the part of
creditors as well.

No one appears to have received their entire wish list from
this piece of legislation; nevertheless, most parties are
happy with at least certain aspects of the new law.

What a number of people have pointed out, however, is
that having obtained bankruptcy reform from Congress
is just the start. Getting the legal community involved in
bankruptcy filings to adapt to the changes as Congress
intended may take time.

There will undoubtedly be compromises and differing
interpretations of the various express changes to the law.
It is too early to assess the degree of compliance with
the new requirements, and the effect on the bankruptcy
system as a whole.

For more information on the Truth in Lending regulatory
changes, please check our Web site for updates at www.
federalreserve.gov/regulations/default. htm#z.

Notes

1 Caroline E. Mayer, Washington Post staff writer,
Tuesday, January 17, 2006, Page AO1 located at
www.washingtonpost.com.

2 Ibid.
3 Ibid.
4 |bid.

5 Bankruptcy Resource Center located at www.legalhelpers.com
quoting a spokesperson for the American Bankruptcy Institute.

Helen Mirza is a community affairs program director for
the state of lowa at the Federal Reserve Bank of Chicago.
She is a supervising examiner with experience as examiner-
in-charge for both safety and soundness and compliance
examinations, as well as a fair lending specialist and
instructor. Prior to joining the Federal Reserve in 1996,
she was with the United States Treasury Department,
Office of Thrift Supervision, as Community Affairs Liaison,
and was with the predecessor organization, the Federal
Home Loan Bank of Chicago since 1975, where she

was a vice president of Mergers and Acquisitions, and a
supervisory agent with special assignment for liquidations
and troubled institutions. She graduated summa cum
laude from Marymount College with a degree in English
and Secondary Education and is also a graduate of John
Marshall Law School. Ms. Mirza is licensed to practice law
in lllinois.



