Defining Community Development (CD)

What qualifies and a case study for
practical application
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Presentation Notes
Session Objectives
To provide an overview of community development and its concepts
To review the CRA changes and how they impact community development
After the presentation, we will break into groups and participate in a case study and determine which activities qualify for community development and what doesn’t 



DEFINING COMMUNITY DEVELOPMENT (CD)

e Credit needs vary among communities

e CD regulation concepts
CD Loans
Qualified Investments
CD Services



Presenter
Presentation Notes
Community development refers to a variety of areas, not to housing alone. Because credit needs vary among communities, the statute and regulations, provide guidance, but do not specify what an institution must do to meet its community’s credit needs. 

No particular mixture of loans, grants, or other types of assistance is prescribed, and no dollar figure or percentage of capital is specified.  We’ll talk about examples of community development loans and services, and qualified investments as we work through this module.
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DEFINING COMMUNITY DEVELOPMENT (CD)

Affordable housing for Low- or moderate-income (LMI)
individuals

Community services for LMI individuals

Activities that promote economic development by providing
financing for small businesses or small farms

Activities that revitalize or stabilize LMI geographies, distressed
or underserved non-metro middle-income areas, or designated
disaster areas.

Activities that support, enable or facilitate projects or
activities that meet “eligible uses” criteria described in
Section 2301(c) of the Housing and Economic Recovery Act of
2008 (HERA) and are conducted in designated target areas
identified in plans approved by HUD in accordance with the
Neighborhood Stabilization Program (NSP)
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Community development is defined as:

Affordable housing (including multifamily rental housing) for low- and moderate-income (LMI) people; 
Community services targeted to LMI people; 
Activities that promote economic development by financing small businesses or farms. Activities that fall under this category must meet both a “size” and a “purpose” test.  
--By size we mean a business or farm that meets the size eligibility standards of the Small Business Administration’s small business development company or small business investment company programs OR that have annual gross revenues equal to or less than $1,000,000.  
--To meet the “purpose” test, the activity must promote economic development through permanent job creation or retention, and/or improvement for LMI persons, or in LMI geographies or in areas targeted for redevelopment by Federal, state, local, or tribal governments. 
Activities that revitalize or stabilize LMI geographies, designated disaster areas and underserved or distressed non-metropolitan middle-income geographies designated by the Board of Governor’s of the Federal Reserve System, FDIC, and the OCC (Agencies).  
The supervisory agencies announced on Dec. 15, 2010 of a change to the definition of community development. The definition now includes loans, investments, and services for projects or activities that meet “eligible uses” criteria for approved NSP (neighborhood stabilization program) plans.
Effective 11/3/2010, institutions could also receive consideration for certain types of student loans. 
We’ll talk more about the changes a bit later.


DEFINING COMMUNITY DEVELOPMENT (CD)

e Community development activities
Benefits the bank’s assessment areas (AAS)

Responsive to community needs

il
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Before we go into a more detailed description of the expanded definition of community development, let’s look at two other concepts.

Throughout this module we’ll talk about the types of activities that might qualify under the CRA definition of community development.  
---Now is a good time to point out that banks may make CD loans or qualified investments or provide CD services outside their defined assessments areas.  However, those activities will be considered only if the bank has adequately met the needs of their defined assessment areas.  
------That usually means loans, investments or services that are made, or are conducted, within the assessment area.  It can also include activities that occur outside the geographic boundaries, as long as the activities benefit LMI individuals or LMI geographies within the geographic boundaries of the AA.
---And, examiners will give greater weight to those activities that are responsive to identified community needs.

Let’s talk more about “revitalize” and “stabilize.”
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DEFINING COMMUNITY DEVELOPMENT (CD)

Distressed - non metropolitan middle-
Income geographies

Underserved - non metropolitan
middle-income geographies

Designated — major disaster areas
designated by FEMA



Presenter
Presentation Notes
These three categories were added in September 2005 in order to increase the number of rural geographies that count for CRA purposes, recognizing that there are some rural areas that are in need of community development, even though they are not defined as low- or moderate-income geographies. 

As we mentioned earlier, “distressed” and “underserved” designations are determined by The agencies.  
Rates of poverty, unemployment, and population loss are used to determine whether specific areas are distressed.  
Population size, density, and dispersion are used to determine which nonmetropolitan middle-income geographies qualify as underserved.  Both lists are compiled and updated annually, and published on the FFIEC website – CRA section www.ffiec.gov/cra/default.htm.
A “designated disaster area” is a major disaster area designated by the federal government. Such disaster designations include, in particular, Major Disaster Declarations administered by the Federal Emergency Management Agency (FEMA) (http:// www.fema.gov), but excludes counties designated to receive only FEMA Public Assistance Emergency Work Category A (Debris Removal) and/or Category B (Emergency Protective Measures).

Before we move on to a more detailed discussion of what “revitalize or stabilize” means, let’s look at two more concepts,
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DEFINING COMMUNITY DEVELOPMENT (CD)

Revitalize or stabilize LMI geographies

Help attract new, or retain existing, residents
or businesses

Part of a strategic plan for an Enterprise
Community or Empowerment Zone

Consistent with a federal, state, local or
tribal plan for revitalization or stabilization of
LMI geographies
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Activities that revitalize or stabilize a low- or moderate-income geography are activities that:
Help to attract new, or retain existing, businesses or residents.
----Examiners will presume that an activity revitalizes or stabilizes a low- or moderate-income geography if the activity has been approved by the governing board of an Enterprise Community or Empowerment Zone (designated pursuant to 26 U.S.C. 1391) and is consistent with the board’s strategic plan. 
---They will make the same presumption if the activity has received similar official designation as consistent with a federal, state, local, or tribal government plan for the revitalization or stabilization of the low- or moderate-income geography. 

For example, providing technical assistance to an organization that offers foreclosure prevention counseling to LMI individuals would be a qualified CD service. 

To determine whether other activities revitalize or stabilize a low- or moderate-income geography, examiners will evaluate the activity’s actual impact on the geography, if information about this is available. 

If not, examiners will determine whether the activity is consistent with the community’s formal or informal plans for the revitalization and stabilization of the low- or moderate-income geography.

§ll.12(g)(4)(i) Activities That Revitalize or Stabilize Low- or Moderate-income Geographies §ll.12(g)(4)(i)–1: What activities are considered to ‘‘revitalize or stabilize’’ a low- or moderate-income geography, and how are those activities considered? 
A1. Activities that revitalize or stabilize a low- or moderate-income geography are activities that help to attract new, or retain existing, businesses or residents. Examiners will presume that an activity revitalizes or stabilizes a low- or moderate-income geography if the activity has been approved by the governing board of an Enterprise Community or Empowerment Zone (designated pursuant to 26 U.S.C. 1391) and is consistent with the board’s strategic plan. They will make the same presumption if the activity has received similar official designation as consistent with a federal, state, local, or tribal government plan for the revitalization or stabilization of the low- or moderate-income geography. For example, foreclosure prevention programs with the objective of providing affordable, sustainable, long-term loan restructurings or modifications to homeowners in low- or moderate-income geographies, consistent with safe and sound banking practices, may help to revitalize or stabilize those geographies. To determine whether other activities revitalize or stabilize a low- or moderate-income geography, examiners will evaluate the activity’s actual impact on the geography, if information about this is available. If not, examiners will determine whether the activity is consistent with the community’s formal or informal plans for the revitalization and stabilization of the low- or moderate-income geography. For more information on what activities revitalize or stabilize a low- or moderate-income geography, see Q&As §ll.12(g)–2 and §ll.12(h)–5. 


DEFINING COMMUNITY DEVELOPMENT (CD)

Examples — LMI Geographies
e Loan for an anchor

pusiness (grocery,
"Jﬂi pharmacy, etc) that
el \
employs or serves
residents of the LMI area

ad e May be located In, or
nearby, the low- or
moderate-income area
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DEFINING COMMUNITY DEVELOPMENT (CD)

Revitalize or stabilize distressed non-
metropolitan middle-income areas

Help to retain, or attract new, residents or
businesses

Are consistent with a bona fide government
plan to revitalize or stabilize the geography

Greater weight to activities that are most
responsive to community needs
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An activity revitalizes or stabilizes a distressed nonmetropolitan middle-income geography if it helps to attract new, or retain existing, businesses or residents.

An activity will be presumed to revitalize or stabilize the area if the activity is consistent with a bona fide government revitalization or stabilization plan.  (Q&A § __.12(g)(4)(iii) – 3)

Qualifying activities may include providing financing to attract a major new employer that will create long-term job opportunities. Another example would be providing technical assistance on financial matters to nonprofit, tribal, or government organizations serving low and moderate-income housing or economic revitalization and development needs.


§ll.12(g)(4)(iii)–3: What activities are considered to ‘‘revitalize or stabilize’’ a distressed nonmetropolitan middle-income geography, and how are those activities evaluated? 
A3. An activity revitalizes or stabilizes a distressed nonmetropolitan middle-income geography if it helps to attract new, or retain existing, businesses or residents. An activity will be presumed to revitalize or stabilize the area if the activity is consistent with a bona fide government revitalization or stabilization plan. The Agencies generally will consider all activities that revitalize or stabilize a distressed nonmetropolitan middle-income geography, but will give greater weight to those activities that are most responsive to community needs, including needs of low- or moderate-income individuals or neighborhoods. Qualifying activities may include, for example, providing financing to attract a major new employer that will create long-term job opportunities, including for low- and moderate-income individuals, and activities that provide financing or other assistance for essential infrastructure or facilities necessary to attract or retain businesses or residents. See Q&As §ll.12(g)(4)(i)–1 and §ll.12(h)–5. 

Activities That Revitalize or Stabilize Distressed or Underserved Nonmetropolitan Middle-income Geographies
§ll.12(g)(4)(iii)–1: What criteria are used to identify distressed or underserved nonmetropolitan, middle-income geographies? 
A1. Eligible nonmetropolitan middle-income geographies are those designated by the Agencies as being in distress or that could have difficulty meeting essential community needs (underserved). A particular geography could be designated as both distressed and underserved. As defined in 12 CFR ll.12(k), a geography is a census tract delineated by the United States Bureau of the Census. A nonmetropolitan middle-income geography will be designated as distressed if it is in a county that meets one or more of the following triggers: (1) An unemployment rate of at least 1.5 times the national average, (2) a poverty rate of 20 percent or more, or (3) a population loss of 10 percent or more between the previous and most recent decennial census or a net migration loss of five percent or more over the five year period preceding the most recent census. A nonmetropolitan middle-income geography will be designated as underserved if it meets criteria for population size, density, and dispersion that indicate the area’s population is sufficiently small, thin, and distant from a population center that the tract is likely to have difficulty financing the fixed costs of meeting essential community needs. The Agencies will use as the basis for these designations the ‘‘urban influence codes,’’ numbered ‘‘7,’’ ‘‘10,’’ ‘‘11,’’ and ‘‘12,’’ maintained by the Economic Research Service of the United States Department of Agriculture. The Agencies publish data source information along with the list of eligible nonmetropolitan census tracts on the Federal Financial Institutions Examination Council Web site (http:// www.ffiec.gov). 

§ll.12(h)–6: Must there be some immediate or direct benefit to the institution’s assessment area(s) to satisfy the regulations’ requirement that qualified investments and community development loans or services benefit an institution’s assessment area(s) or a broader statewide or regional area that includes the institution’s assessment area(s)? 
A6. No. The regulations recognize that community development organizations and programs are efficient and effective ways for institutions to promote community development. These organizations and programs often operate on a statewide or even multistate basis. Therefore, an institution’s activity is considered a community development loan or service or a qualified investment if it supports an organization or activity that covers an area that is larger than, but includes, the institution’s assessment area(s). The institution’s assessment area(s) need not receive an immediate or direct benefit from the institution’s specific participation in the broader organization or activity, provided that the purpose, mandate, or function of the organization or activity includes serving geographies or individuals located within the institution’s assessment area(s). In addition, a retail institution that, considering its performance context, has adequately addressed the community development needs of its assessment area(s) will receive consideration for certain other community development activities. These community development activities must benefit geographies or individuals located somewhere within a broader statewide or regional area that includes the institution’s assessment area(s). Examiners will consider these activities even if they will not benefit the institution’s assessment area(s). 


DEFINING COMMUNITY DEVELOPMENT (CD)

Examples — Distressed Areas

e Financing to attract a major new employer
Long-term job opportunities

e Financing essential infrastructure necessary to
retain or attract existing or new businesses

Water and sewer facilities
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DEFINING COMMUNITY DEVELOPMENT (CD)

Revitalize or stabilize underserved non-
metropolitan middle-income areas
Help meet essential community needs

Does not have to target, but must include,
_MI individuals
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Simply put, activities revitalize or stabilize an underserved nonmetropolitan middle-income geography if they help to meet essential community needs, including needs of LMI individuals. 

These might include financing for the construction of essential infrastructure such as a new sewer line, or facilities for health services, education, public safety, public services, industrial parks, or affordable housing.  Another example might be an investment in a mixed income housing development that includes affordable housing for low- and moderate-income families.

Other examples:
--New or expanded hospital that serves the entire county, including low- and moderate-income residents; 
--An industrial park for businesses whose employees include low- or moderate-income individuals;
--A renovated elementary school that serves children from the community, including children from low- and moderate-income families. 

Remember the activity does not have to exclusively serve LMI.


§ll.12(g)(4)(iii)–4: What activities are considered to ‘‘revitalize or stabilize’’ an underserved nonmetropolitan middle-income geography, and how are those activities evaluated?
A4. The regulation provides that activities revitalize or stabilize an underserved nonmetropolitan middle-income geography if they help to meet essential community needs, including needs of low- or moderate-income individuals. Activities such as financing for the construction, expansion, improvement, maintenance, or operation of essential infrastructure or facilities for health services, education, public safety, public services, industrial parks, or affordable housing, will be evaluated under these criteria to determine if they qualify for revitalization or stabilization consideration. Examples of the types of projects that qualify as meeting essential community needs, including needs of low- or moderate-income individuals, would be a new or expanded hospital that serves the entire county, including low- and moderate-income residents; an industrial park for businesses whose employees include low- or moderate-income individuals; a new or rehabilitated sewer line that serves community residents, including low- or moderate-income residents; a mixed-income housing development that includes affordable housing for low- and moderate- income families; or a renovated elementary school that serves children from the community, including children from low- and moderate-income families. Other activities in the area, such as financing a project to build a sewer line spur that connects services to a middle- or upper-income housing development while bypassing a low- or moderate-income development that also needs the sewer services, generally would not qualify for revitalization or stabilization consideration in geographies designated as underserved. However, if an underserved geography is also designated as distressed or a disaster area, additional activities may be considered to revitalize or stabilize the geography, as explained in Q&As §ll.12(g)(4)(ii)–2 and §ll.12(g)(4)(iii)–3. 



DEFINING COMMUNITY DEVELOPMENT (CD)

Examples — Underserved

e Financing for essential facilities 3
Health services
Education
Public safety

e Mixed-income housing facility that includes
affordable housing for LMI families




DEFINING COMMUNITY DEVELOPMENT (CD)

Revitalize or stabilize designated

disaster areas

e Attract new, or retain existing businesses or
residents and Is related to disaster recovery

e Are consistent with a bona fide government
disaster recovery plan

e Regulators will give greater weight to those
activities that are most responsive to
community needs, including those of LMI
iIndividuals or neighborhoods
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Like “distressed nonmetropolitan middle-income” areas, activities that occur or benefit, designated disaster areas include those that attract new, or retain existing, businesses or residents, or that are consistent with a bona fide government disaster recovery plan.  

Examiners will consider institution activities related to disaster recovery that revitalize or stabilize a designated disaster area for 36 months following the date of designation. Where there is a demonstrable community need to extend the period for recognizing revitalization or stabilization activities in a particular disaster area to assist in long-term recovery efforts, this time period may be extended.

This is a good time to remind you that your bank must first meet the needs of their defined assessment areas before consideration will be given to activities that occur or benefit areas outside your AAs.  Another reminder – examiners will give more weight to activities that help meet identified community needs.

§ll.12(g)(4)(ii)–2: What activities are considered to ‘‘revitalize or stabilize’’ a designated disaster area, and how are those activities considered? 
A2. The Agencies generally will consider an activity to revitalize or stabilize a designated disaster area if it helps to attract new, or retain existing, businesses or residents and is related to disaster recovery. An activity will be presumed to revitalize or stabilize the area if the activity is consistent with a bona fide government revitalization or stabilization plan or disaster recovery plan. The Agencies generally will consider all activities relating to disaster recovery that revitalize or stabilize a designated disaster area, but will give greater weight to those activities that are most responsive to community needs, including the needs of low- or moderate-income individuals or neighborhoods. Qualifying activities may include, for example, providing financing to help retain businesses in the area that employ local residents, including low- and moderate-income individuals; providing financing to attract a major new employer that will create long-term job opportunities, including for low- and moderate-income individuals; providing financing or other assistance for essential community-wide infrastructure, community services, and rebuilding needs; and activities that provide housing, financial assistance, and services to individuals in designated disaster areas and to individuals who have been displaced from those areas, including low- and moderate-income individuals (see, e.g., Q&As §ll.12(i)– 3; §ll.12(t)–4; §ll.22(b)(2) & (3)–4; §ll.22(b)(2) & (3)–5; and §ll.24(d)(3)–1). 


DEFINING COMMUNITY DEVELOPMENT (CD)

Examples — Disaster Area

e Financing to help retain businesses in the area
that employ local residents

e Financing to attract a major new employer

e Financial assistance and services to
Individuals In the area who have been
displaced
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DEFINING COMMUNITY DEVELOPMENT (CD)

Change in the definition of CD
e Adds paragraph (g)(5)to .12

e Includes loans, investments, and services

For projects or activities that meet “eligible uses”
criteria and relate to approved NSP plans

Must be In designated target areas

Must be provided no later than two years after last
date appropriated funds are required to be spent

May be outside AA as long as needs of AA are
adequately addressed

e Key change — may benefit middle-income
borrowers or geographies
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KEY CHANGE – Activities do not have to be targeted to LMI individuals, families, or geographies.  

HUD guidelines permit the sale of properties acquired under NSP to homeowners with incomes of up to 120% of the HUD area median income. 


DEFINING COMMUNITY DEVELOPMENT (CD)

Change in the definition of CD

e Applies to activities related to approved NSP
plans

NSP was first established under the Housing and
Economic Recovery Act of 2008 (HERA)

e “Eligible uses”
Financing mechanisms for foreclosed properties

Purchase & rehab abandoned or foreclosed homes
& residential properties

Land banks for foreclosed properties
Demolition of blighted structures
Redevelopment of demolished or vacant properties




DEFINING COMMUNITY DEVELOPMENT (CD)

Higher Education Opportunity Act

e Amendments to implementing regulations

___.21(e) (Performance Tests, Standards, and
Ratings) is amended to address low-cost education

loans

__.21(f) is amended to address activities in
cooperation with minority- or women-owned
financial institutions and low-income credit unions
Appendix A, Ratings, is amended to reflect both
provisions




DEFINING COMMUNITY DEVELOPMENT (CD)

Higher Education Opportunity Act

e Low-cost education loans

Consideration to low-cost education loans to low-
iIncome borrowers in evaluating performance and
assigning a rating

Applies to “education loans” as defined under TILA

Must be for a student at an “institution of higher
learning” as generally defined in the Higher
Education Act of 1965

Interest rates and fees must be no greater than
those of comparable education loans offered
directly by the U.S. Dept. of Education




DEFINING COMMUNITY DEVELOPMENT (CD)

Higher Education Opportunity Act

e Activities related to minority- or women-
owned financial institutions and low-
Income credit unions

Noted under examples of qualified CD
activities in the 3/11/2010 Interagency
Q&As on CRA

Although effective 11/3/2010, does not
change the availability of consideration for
activities cited in the 3/11/2010 Q&As
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e TRUE or FALSE?

Economic development activities must
meet two tests.

A loan to build a market-rate
apartment complex in a low-income
geography helps to revitalize because
It creates jobs

A contribution to support a disaster
recovery program for a city outside the
bank’s assessment area automatically
gualifies as a qualified investment
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TRUE – Economic development activities must meet both “size” and “purpose” tests.
    FALSE – Unless there are other qualifying factors, on the surface, this would not qualify because it does not provide affordable housing, or lasting benefit to the geography or its residents
    FALSE – A bank must first meet the needs of its assessment area before consideration is given to loans, investments or services made outside the AA.


DELETED ORIGINAL BULLET POINTS
Distressed CD activities can create temporary jobs. The reference to permanent job creation is in relation to “economic development” activities, not revitalization or stabilization.  This is a gray area.  
Underserved CD activities should target middle-income census tracts and must benefit LMI persons or geographies. A bit redundant.  Underserved CD activities only apply to middle-income areas.  I think the point is to reinforce that activities don’t have to benefit LMI exclusively.
How well a bank has performed within its AA has no bearing on it CD activities in a designated disaster area.  Whether or not consideration is given for any CD activity is dependent on whether the bank has adequately met the needs of their AAs.  This is not exclusive to disaster areas.
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DEFINING COMMUNITY DEVELOPMENT (CD)

Community Development Loan
e Have a primary purpose of CD
e Not reported as a home mortgage, small business,

small farm or consumer loan
Unless it is a multi-family loan
e Benefits the bank’s AAs or broader regional or

statewide area that includes the bank’s AAs

e Consideration given to complex or innovative loans/loan
products

e May be direct or indirect

Indirect refers to loans originated by affiliates or third party
lenders
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One concept in the regulations is that of community development loans. These are defined as loans that have community development as their primary purpose. CD loans can be direct or indirect.

Direct CD loans are made directly by the lender and can not be counted as a SB loan, S Farm or Consumer loan. Small business loans or small farm loans that meet the community development purpose, serve LMI persons or geographies and the loan amount is greater than $1 million, may be considered as CD loans.

Indirect CD loans are those loans not made directly by the lender, but rather by an affiliate or loan consortium, or community development financial institution, or other third party in which the lender has invested.  
The regulations state that lenders may take credit for loans made through affiliates as long as no other affiliate has claimed the same loan.  
Remember, CD loans are generally over $1 million in amount unless they are made to a non-profit or for multifamily affordable housing. 

Recognizing that some of these loans are made through statewide loan consortia, the regulations say a lender can count them if the loans are located in the lender’s assessment area(s) or in a larger state-wide or regional area that encompasses the lender’s assessment area(s). And as we discussed earlier, banks may receive credit for CD loans made in disaster areas if they have adequately met the needs in their AAs.  This means that lenders can get credit for loans that do not serve their local communities.  
A tool to help you determine if a loan is a CD loan instead of a home mortgage or small business loan is the CRA Loan Data Collection Grid. The grid breaks out loans made to nonprofit and for-profit entities and provides guidance on loan reporting based on the type and collateral of the loan. For example, a $900,000 commercial loan to a housing developer to build multifamily affordable housing for LMI is a CD loan. 
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DEFINING COMMUNITY DEVELOPMENT (CD)

Examples of CD Loans

e Affordable housing: rehabilitation, construction,
permanent financing for multi-family
e Loans to:
Nonprofit organizations
Construction or rehab of community facilities
Financial intermediaries
Local, State or Tribal governments

e Loans to finance environmental cleanup or
redevelopment of industrial site



Presenter
Presentation Notes
Examples of community development loans include, but are not limited to: 
Loans for affordable housing rehabilitation and construction and permanent financing of multifamily rental property and single family owner occupied serving LMI persons; 
Loans to nonprofit organizations serving primarily LMI housing or other community development needs; 
Loans in support of community facilities in LMI areas or to facilities that support LMI persons; 
Loans to community development financial institutions (CDFIs), community development corporations (CDCs), and minority- and women-owned financial institutions; 
Loans to governmental entities for community development purposes; and Loans to finance environmental cleanup or redevelopment of an industrial site in LMI geographies. 
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Qualified Investment

e A lawful investment, deposit, membership
share, or grant

e Has CD as its primary purpose
e May be direct or indirect (through affiliates)

e Consideration given to innovative or complex
Investments
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2nd Concept –

CD Investments are: Lawful investment, deposit, membership share, or grant that has community development as its primary purpose.  
Community development investments include any grants to, or deposits or shares in organizations that serve LMI individuals or neighborhoods.  Primary Purpose > Must meet one of four components of community development definition.
Banks may also make investments primarily designed to promote the public welfare under the community development investment authority. This authority allows banks to make investments that primarily benefit low- and moderate-income individuals, low- and moderate-income areas, or areas targeted for redevelopment by local, state, tribal, or federal government. 
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Examples of Qualified Investments
e Investments, grants, deposit, or shares in or to:
Financial intermediaries

Organizations:
o Engaged in affordable housing or serving LMI housing needs
o Finance small businesses
o Provide community services for LMI
e Supporting activities essential to the capacity of LMI to
sustain economic development or utilize credit

Low-Income Housing Tax Credit projects
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Examples of these investments that support affordable housing and other real estate development, providing equity for start-up and small business expansion, revitalizing or stabilizing a government-designated area. 

Financial intermediaries (e.g., CDFIs, CDCs, minority- and women-owned financial institutions) that primarily lend in LMI areas or to LMI persons; Organizations engaged in affordable housing and rehabilitation, including multifamily rental housing; Organizations promoting economic development by financing small businesses, including small business investment companies; Projects eligible for low-income housing tax credits; Community development entities with new markets tax credit allocations; State and municipal obligations that specifically support affordable housing or other community development activities; Nonprofit organizations serving LMI housing or other community development needs such as home ownership and home maintenance counseling; and Organizations supporting activities essential to the capacity of LMI persons or geographies to utilize credit or sustain economic development. 

Common Q: Are mortgaged-backed securities (MBS) qualified investments?  Yes, if the MBS have a community development purpose and are backed by loans made to LMI borrowers that meet all of the following requirements:�Have terms and fee structures appropriate for the credit risk of the borrower and�*Are financially beneficial to the borrower�*Meet fair lending and loan disclosure and settlement laws and regulations
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DEFINING COMMUNITY DEVELOPMENT (CD)

Community Development Services
® Has CD as Its primary purpose

® Related to the provision of financial
services

® Has not been considered as a retall
service
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A CD service is one that meets all of the following requirements:�
Has community development as its primary purpose 
Is related to the provision of financial services 
Has not been considered in the evaluation of the bank's retail banking services


§ll.12(i) Community Development Service §ll.12(i)–1: In addition to meeting the definition of ‘‘community development’’ in the regulation, community development services must also be related to the provision of financial services. What is meant by ‘‘provision of financial services’’?
A1. Providing financial services means providing services of the type generally provided by the financial services industry. Providing financial services often involves informing community members about how to get or use credit or otherwise providing credit services or information to the community. For example, service on the board of directors of an organization that promotes credit availability or finances affordable housing is related to the provision of financial services. Providing technical assistance about financial services to community-based groups, local or tribal government agencies, or intermediaries that help to meet the credit needs of low- and moderate-income individuals or small businesses and farms is also providing financial services. By contrast, activities that do not take advantage of the employees’ financial expertise, such as neighborhood cleanups, do not involve the provision of financial services.  




DEFINING COMMUNITY DEVELOPMENT (CD)

Other CD Service Examples:

Providing financial services through branches and
other faclilities located in LMI areas

Technical assistance on financial matters
Loaned executive program

Credit or foreclosure prevention counsellng
Financial planning to promote CD

School savings programs

International remittance services that increase
access to financial services by LMI
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Examples of community development services include, but are not limited to: Technical assistance to nonprofit, tribal, or government organizations serving LMI housing needs or economic revitalization; 
Lending executives to organizations facilitating affordable housing construction and rehabilitation; 
Providing credit counseling, home buyer counseling, home maintenance counseling, or financial planning to promote community development; 
School savings programs targeting LMI persons; and 
Financial services with a primary purpose of community development such as low-cost or free government check cashing. 

Not CD Services:  Boy Scouts; Band Booster Club; Local scholarship fund raisers
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DEFINING COMMUNITY DEVELOPMENT (CD)

e TRUE or FALSE?

Loans to nonprofit organizations providing LMI housing must
be greater than $1million.

Creation of a consumer small loan program is an eligible CD
service.

A loan to support the construction of a community facility in a
LMI area is a qualified CD loan.

A large volume of SBA 504 loans should qualify as CD loans.

Investments in community development credit unions outside
your AA are not qualified CD investments.

A $700,000 working capital loan to a commercial developer to
remove gas storage tanks in an LMl area is a

gualified CD loan.
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False – if the purpose of the loan to the nonprofit organization meets the community development purpose, then the loan can be less than $1 million
True – a small loan product could help to meet the financial needs of LMI and serve as an alternative to payday lending
Maybe –  key is does the community facility primarily serve the needs of LMI.  Suppose the community facility is located in an underserved area, would the facility still be required to primarily serve LMI?  NO – does not have to target LMI
False – SBA 504 loans generally meet the purpose of CD.  However, an SBA 504 loan that is $1MM or less is considered a small business loan.  If the bank made SBA 504 loans that met the CD purpose and were > $1MM then they would be CD loans
True and False – If the bank has adequately met its needs within its AA then it may make investments outside its AA
Maybe – In most cases, the loan would count as a small business loan because it less than $1 million even though the storage tanks are in an LMI area. ISBs may choose to have the loan evaluated as a CD loan if project is part of a revitalization plan.
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Bank Community
Partners:

e Help bank to target
ItS Investments to
benefit LMI

e Help bank to fulfill its
CD goals

and ObJeCtlveS ORGzlliJIIIBZLAIﬁION

e Help bank to
maintain awareness

of CD needs

h
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ANY QUESTIONS ABOUT WHAT WE’VE COVERED SO FAR???
More and more financial institutions are taking an active role in the communities where they operate, forming partnerships with nonprofit organizations, government agencies, companies and other stakeholders to address a wide variety of social and environmental issues. 
These partnerships reflect an appreciation of the limited resources that one entity may have but can often create better results when working together.
Community partnerships are built on shared or complementary strengths of companies and their partners, and can involve the development or strengthening of community services and capabilities. 
And as with all Partnerships, there can be both a benefit and a risk element to all parties involved. 
Benefits to the partners could include developing trust and goodwill in communities.  However, risks may develop when partnerships are not clearly defined or negotiated, are executed poorly or are conducted in ways that lack integrity. 

So do your homework and be clear on the expectations you expect to result from the partnership.


DEFINING COMMUNITY DEVELOPMENT (CD)

Bank Community Partner Examples:

For profit and nonprofit housing developers

Community Housing Development Organizations
(CHDOs)

Community Development Financial Institutions

(CDFlIs)

CD Credit Unions

Nonprofit neighborhood based organizations
Small Business Development Centers (SBDCSs)
Governmental agencies

Foundations

Secondary mortgage market
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Partnerships can also help companies enter new markets, attract potential employees and establish or strengthen company reputation or brand loyalty. 
Here are just a few examples of what community partnerships can do:
Expand markets and create new opportunities - Businesses have developed partnerships to help provide new services in the community as well as to expand existing markets or enter untapped ones. 
Access to a broader, more diverse customer pool - By engaging in community-focused partnerships, businesses can increase and enhance their pool of potential employees. 
Improve risk management - Companies with good community relations and involvement often find they are better able to anticipate and resolve problems as they arise. Because of the relationships that exist as a result of the partnership, companies are more likely to be “given a second chance” by their stakeholders when problems occur. 

In my previous life as a CRA Officer, I can recall several occasions when if it had not been for partnerships, the outcomes for some situations may have been different: mergers; my first foreclosure on a church loan


DEFINING COMMUNITY DEVELOPMENT (CD)

Helpful Hints

e CD activity must have one of the four
community development hooks

e Bank should have a tracking mechanism in
place to capture community development
activities. This will ensure you receive credit
during an evaluation and accurate reporting

e Be prepared to support why CD activity
gualifies
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QUESTIONS
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