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[ ] 12 U.S.C. 2901

[ ]

[ ]

Dear [ ]:

This letter responds to your inquiry about whether financial
institutions that finance the renovation of the Parkchester
condom ni um conpl ex in the Bronx! would receive positive

consi deration when the institutions’ Community Reinvestnent Act
(“CRA") performance is evaluated by their regulators. As you may
know, the four financial institutions regulatory agencies issue
interagency CRA interpretive letters for the purpose of providing

! Parkchester is a multi-building residential conplex in the East Bronx.
It includes 12,271 apartnent units, approximately a half a million square feet
of retail space and five parking garages. Although originally built over 50
years ago to provi de noderate-incone rental housing, the conplex has been
converted to condom ni um ownership. Conversion occurred through the
nonevi cti on conversi on nethod, pursuant to whi ch nonbuying tenants could
remain indefinitely as renters. According to a New York Times article, in
1996 unsold apartments nade up just under 40 percent of the units in the North
condom ni um and 57 percent of the units in the South condominium See Alan S.
Cser, Buyer’s Goal at Parkchester: Restoration of a Mini-City, N. Y. Tinmes,
Oct. 27, 1996, 8 9 (Real Estate), at 1, 6. The tenants were either recent
renters of vacant apartnents, who were not rent-regulated, or longterm
occupants of regul ated apartnents, whose rent-control or rent-stabilization
rights were undi sturbed by the conversion. In addition, some of the
condom ni uns were owned by investor-owners who rented themto tenants.
According to the sane article, in 1996 the nunber of owner-occupi ed apartnents
in the conplex was estimted at about 3, 400.

Par kchester covers two full census tracts and nost of a third. Your letter
mentioned that, according to the 1990 census, the Parkchester popul ation was
22,393, although nore accurate estimates are in the 40,000 range.

The Parkchester conplex has deteriorated substantially in the past decades.

Al'l of the major building systems are original and nost require upgrading,
including, in particular, the plumbing and electrical systenms and the w ndows.
Your |etter stressed that individual unit values have declined, and that it is
wi dely acknow edged that there is no nmarket for unit end | oans due to the
physi cal conditions and hi gh sponsor unit ownership



consi stent guidance to our exam ners, financial institutions, and
the public. The letters are intended to provide broadly
appl i cabl e gui dance and not to endorse any specific projects or
product s.

In order to provide broadly applicable guidance as descri bed
above, this letter will focus on how an exam ner woul d determ ne
whet her | oans for renovation of the project, or a simlar
project, would receive favorabl e consideration under the CRA
regul ati ons.

As you know, the four federal bank and thrift regul atory agencies
promul gated substantially simlar CRA regulations on May 4,

1995.2 Staff fromall four agencies have considered your inquiry
and concur in the opinions expressed in this letter.

Discussion
Proposed activity

[ ] (“A") and its subsidiary,

1(“B"), propose to rehabilitate the
Parkchester conplex.®* [ B] has contracted to acquire the unsold
units, commercial space and garages at Parkchester. These
properties would provide collateral for the rehabilitation | oans.
[ B] is also currently negotiating a conprehensive
rehabilitation plan with Parkchester’s two condom ni um boards and
unit owners.

To fund the acquisition and devel opnent of Parkchester, [ A]is

2 See 12 C.F.R pts. 25, 228, 345, and 563e.
31 A] was incorporated “under the Not-For-Profit Corporation Law of
the State of New York for the purpose of mmking nortgage financing avail abl e
in sel ected nei ghborhoods or projects which are experiencing deterioration or
di sinvestnent. The Corporation acconplishes its purpose by making
construction and pernmanent nortgage |oans to the private sector for the
devel opnent and preservation of residential properties in |ow and noderate
i ncome areas of New York State with a concentration in the New York City area.
... CGovernmental agencies and private sector organizations participate with
the Corporation in many of the nortgage |oans that it originates.” | A
] 1996 Annual Report at 28.

[ B] was incorporated “as a for-profit corporation. The purpose of the
[whol |y owned] subsidiary is to function primarily as a servicer for nortgage
| oans held by the private sector, to seek equity participation in |oans or
real estate ownership of residential properties in |ow and noderate incone
nei ghbor hoods within New York City ... and to provide consulting services on
af f ordabl e housi ng devel opment and financing.” [ A ] 1996 Annua
Report at 29.



assenbling a group of |enders, including regulated financi al
institutions, to participate directly in a conbined construction
and permanent |oan facility of about $130 million. Details of

t he financing have not yet been determned. 1In addition to
participation in the rehabilitation project, many financial
institutions will also provide |oans for individual unit sales

and refinancings after the rehabilitation is conpl et ed.
CRA consideration of loans for renovation

In order to evaluate | oans provided to the project by a financial
institution during an institution’s CRA exam nation, the exam ner
must first determ ne what type of |oans they are.

Under the Honme Mortgage Disclosure Act regulation (12 CF. R pt.
203), multifamly dwelling | oans are collected and reported as
home nortgage loans if their purpose is the purchase,

i nprovenent, or refinancing of nultifamly housing. Because the
CRA regul ati ons equate “home nortgage | oans” with those coll ected
and reported under HVDA as “hone nortgage | oans” or *hone

i nprovenent loans,” the multifamly dwelling |oans for renovation
of the Parkchester project would be considered as “honme nortgage
| oans” during financial institutions’ CRA eval uations.

However, |loans for multifamly rental housing may al so be
consi dered as community devel opnent loans if they conformw th
the regul ations’ definitions.

The CRA regul ations define “comrunity devel opnment | oan” as a | oan
t hat :

(1) Has as its primary purpose comunity
devel opnent ; and
(2) Except in the case of a wholesale or
[imted purpose bank:
(1) Has not been reported or collected
by the institution or an affiliate for
consideration in the institution's
assessnment as a home nortgage, snal
busi ness, small farm or consuner | oan,
unless it is amultifamly dwelling |oan
...; and
(1i) Benefits the institution’s
assessnent area(s) or a broader
statew de or regional area that includes
the institution s assessnent area(s).*

412 C.F.R 88§ 25.12(i), 228.12(i), 345.12(i), and 563e.12(h).
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“Communi ty devel opnent” is defined in the regulations to include:

(1) Affordable housing (including nultifamly
rental housing) for |ow or noderate-incone

i ndi vi dual s;

. . . or

(4) Activities that revitalize or stabilize

| ow or noderate-incone geographies.®

The community devel opnent activities defined in the regul ations
focus on | ow or noderate-incone individuals or geographi es.
Exam ners woul d eval uate whether the residents of Parkchester or
the area in which Parkchester is |located are | ow or noderate-
income, as defined by the regulations.® Parkchester’s three
census tracts, according to the 1990 census data, were all

m ddl e-i ncone geographies.” And, according to available

i nformati on, Parkchester had a mx of |ow, noderate-, mddle-,
and upper-inconme residents.?®

The agenci es, however, have clarified that exam ners have

di scretion to consider financial institutions’ performance in
hi gh-cost areas. The agenci es have provided the foll ow ng
gui dance:

The flexibility of the performance standards
all ows exam ners to account in their
eval uations for conditions in high-cost

5 12 C.F.R 8§ 25.12(h), 228.12(h), 345.12(h), and 563e.12(g).

6 “Low i ncome” neans “an individual income that is |ess than 50 percent
of the area nedian incone, or a nedian fanmly income that is |less than 50
percent, in the case of a geography.” “Moderate-inconme” neans “an individua
income that is at |east 50 percent and | ess than 80 percent of the area nedian
i ncome, or a nedian family incone that is at |east 50 and | ess than 80
percent, in the case of a geography.” 12 C.F.R 88 25.12(n), 228.12(n),
345.12(n), and 563e.12(n).

7 According to CRA WZ, based on 1990 census data, the census tracts
(CTs) in which Parkchester is located had the follow ng nmedian famly incomnes:
CT 0210.00 -- $34,241; CT 0212.00 -- $36,545; and CT 0216.02 -- $35, 969.
These amounts correspond to the foll owi ng percentages of MSA nedi an i ncone:
91.27% 97.41% and 95.88% respectively, and thus are mniddle-incone
geogr aphi es.

8 For exanple, according to CRA WZ, in CT 0212.00, of the 2,466
househol ds counted in the 1990 census, 25.22% were |owinconme, 13.95% were
noder at e-i ncone, 22.10% were ni ddl e-i ncome, and 38.69% were hi gh-income. In
the sane census tract, of the 1,460 famlies counted, 20.27% were |owincone,
21.23% were noderate-incone, 21.10% were m ddl e-i ncome, and 37.47% were upper -
i ncome.



areas. Exam ners consider |ending and
services to individual s and geographi es of

all incone | evels and businesses of all sizes
and revenues. In addition, the flexibility
in the requirenment that comrunity devel opnment
| oans, conmmunity devel opnent services, and
qualified investnents have as their “primary
pur pose” conmunity devel opnment al | ows

exam ners to account for conditions in high-
cost areas. For exanple, exam ners could
take into account the fact that activities
address a credit shortage anong m ddl e-i ncone
peopl e or areas caused by the

di sproportionately high cost of building,

mai nt ai ni ng, or acquiring a house when

determ ning whether an institution’s loan to
or investnment in an organization that funds
af f ordabl e housing for m ddl e-i ncone peopl e
or areas, as well as |ow and noderate-incone
peopl e or areas, has as its prinmary purpose
comunity devel opnent. °

It is generally agreed that the New York Metropolitan Statistical
Area (MSA) is a high-cost area. Evidence of this is denonstrated
by the Runzhei ner Index for New York, NY. Therefore, exam ners
woul d consider the fact that the renovation will take place in a
hi gh-cost area in determ ning whether the activities are
community devel opnment, either as providing affordabl e housing or
revitalizing the area.

Exam ners nmay determ ne that the renovation of Parkchester has
either or both of these activities as its primary purpose. They
will make this determ nation based on | oan docunents and ot her
information provided to themby the financial institutions. In
evaluating that information, examners will generally consider
the follow ng factors:

. Whet her the express, bona fide intent of the renovation
project, as stated, for exanple, in the | oan proposal, is
primarily to provide affordable housing for | ow and

9 Comunity Reinvestment Act; Interagency Questions and Answers
Regardi ng Community Reinvestnent, 61 Fed. Reg. 54,647, 54,650 (Oct. 21, 1996)
(QRA3 addressing 88 __.12(h) & 563e.12(g)).

10 Runzhei mer International, an international management consul ting
firm prepares an annual |iving cost conparison of various cities. For
exanpl e, in 1995, the Runzheinmer index for New York, NY was 123.1, conpared to
t he medi an of 100.0.



noder at e-i nconme individuals and/or to revitalize or
stabilize a |l ow or noderate-incone area (“the conmunity
devel opnent purpose(s)”);

. Whet her the renovation project is specifically structured to

achi eve the expressed comunity devel opnent purpose(s);

. Whet her the renovation project is reasonably certain to
acconplish the comunity devel opnment purposes. !

| trust this letter is responsive to your inquiry. |If you have

further questions, please contact ne or Margaret Hesse, an
attorney on ny staff, at (202) 874-5750.

Si ncerely,
/sl
M chael S. Byl sma

Director
Communi ty and Consuner Law Divi sion

1 Exam ners may consider the past record of performance of CPC and

CPCR in conmmunity devel opnent endeavors as relevant to this factor
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