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To Whom It May Concern:

On behalf of Sustainable Jobs Fund L.P. (SJF), I am pleased to provide comments in response to
the Advanced Notice of Proposed Rulemaking published on July 19, 2001.

The Community Reinvestment Act (CRA) has been instrumental in increasing lending and investing
to our community. Because of CRA, banks and other financial institutions often partner with CDFls
like Sustainable Jobs Fund L.P. and have aggressively entered new markets that were previously
ignored or “redlined”. For example, SJF’s portfolio company Container Technologies Industries,
L1.C, a manufacturer of engineered steel containers, has created 99 jobs in rural Helenwood, TN, an
area with a high poverty rate and few employers. Another SJF investment in Allegheny Child Care
Academy has helped expand its network of inner-city child care centers in Pennsylvania and
Michigan, providing easier access to quality childcare for parents in inner city neighborhoods and

adding 235 jobs to date.

Regulatory changes to CRA during 1995 strengthened the law by emphasizing a bank’s
performance in providing services and in making loans and investments. In addition, the 1995
revisions to CRA shifted the emphasis in examinations from process to outcomes. As a result, a
majority of the more than $1 trillion in CRA-related agreements negotiated since 1977 have been

committed in the last few years.

SUMMARY
CRA is constrained today by outdated regulations that do not adequately recognize seismic shifts

in the financial services industry. Financial reform laws, bank mergers, credit card banks, and

nternet banking raise concemns about how structural changes in the financial services industry
will impact poor people and underserved communities. CRA needs e-modernized to keep i
step with financial modemization and to stimulate increased activity in economically

disadvantaged communities,
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Sustainable Jobs Fund L.P.’s comments and recommendations focus on four areas.

1.

® & @
Expand CRA coverage to all financial service institutions that receive direct or indirect
taxpayer support or subsidy.
After passage of the 1999 Gramm-Leach-Bliley Act, banks became nearly indistinguishable
from finance companies, insurance and securities firms, and other “parallel banks.” For
example, banks and thrifis with insurance company affiliates have trained insurance brokers
to make loans. Securities affiliates of banks offer mutual funds with checking accounts,
Mortgage finance company affiliates of banks often issue more than haif of a bank’s loans—
especially in the subprime markets.

However, as enacted, CRA covers only banks—a fraction of a financial institution’s lending,
To keep CRA in step with financial reform, it should be extended to all financial services
companies that receive direct or indirect taxpayer support or subsidy.

Sustainable Jobs Fund L.P. strongly urges regulatory agencies to mandate that all lending and
banking activities of non-depository affiliates must be included on CRA exams. This change

would most accurately assess the CRA performance of banks that are expanding their lending
activity to all parts of their company, including mortgage brokers, insurance agents, and other

non-traditional Ioan officers.

A bank’s assessment area should be determined by how a bank defines its market.
Under CRA, banks are requited to provide non-discriminatory access to financial services in
their market—assessed according to where they take deposits. In 1977, taking deposits was a
bank’s primary function. In 2000, banks no longer just accept deposits—they market
investments, sell insurance, and issue securities and are rapidly expanding the more profitable
lines of business. In addition, the advent and explosion of Internet and electronic banking has
blurred the geographic lines by which assessment areas have been typically defined.

Presently, CRA exams scrutinize a bank’s performance in geographical areas where a bank
has branches and deposit-taking ATMs. Defining CRA assessment areas based on deposits is
at odds with the way financial institutions now operate—beyond bricks and mortar.
Moreover, it disregards the spirit of the CRA statute.

As another much-needed step towards modernizing the system of assessment, simplify the
definition of CRA assessment area according to a financial institution’s customer base. For
instance, if a Philadelphia bank has credit card customers in Oregon, it also has CRA
obligations there. The obligations ought to be commensurate with the level of business in
any market.

Predatory lending has become "the new redlining,” perpetnating the very practice that
CRA was intended to stop.
Abusive lending practices remain serious problems in many dlstressed communities. The

CRA statute sta Y
a safe and sound manner. CRA exams should ngorously evaluate subpnme activity and
ensure that lending is conducted in a non-discriminatory and non-abusive manner that is safe
for the institution as well as the borrower.

Lenders should be encouraged to “refer up” or make as many prime loans as possible since
prime loans are more affordable for minority and low- and moderate-income borrowers.
Significant research concludes that too many creditworthy borrowers are receiving over-




priced and discriminatory subprime loans. Thus, CRA exams should provide boeth a positive
incentive tc lenders who “refer up” and penalize those who steer unsuspecting borrowers into ¢ ®
senselessly over-priced loans.

Finally, improve data disclosure to uncover predatory lending practices. For example, the
Federal Reserve Board should adopt its proposed HMDA reform to include information on
interest rates and fees so that subprime lending can be assessed on CRA exams.

4. Maintain the three-part (lending, service, and investment) examination.
The lending test should remain the test with the greatest weight. Purchases of loans should
not count as much as loan originations on CRA exams since making loans is the more
difficult task. Furthermore, originations are a better indicator of a bank’s commitment to
providing credit to underserved communities; purchases of loans do not satisfy the intent of
CRA.

The service test encourages partnerships with CDFIs like us. These CDFI partnerships
benefit banks by providing them with local market knowledge, serving as a local product
delivery system, and helping to grow customers and markets. Through investments in
CDFIs, banks contribute to the building of sustainable community-based institutions. While

direct bank services should be paramount, partnerships with CDFIs must also be recognized
as highly valuable.

The investment test provides a source of dedicated equity capital essential for capacity
building, leveraging investment, and economic growth. With the anticipated debut of the
New Markets Tax Credit, financial industry investors and community development entities
may find it easier to document their qualified investments for purposes of both CRA and the
tax credit.

These recommendations should complement enhanced enforcement of CRA. Updating the CRA
regulation will produce CRA exams that are rigorous, performance-based, more consistent, and
that are able to better capture the lending, investment and service activity of rapidly changing
banks.

Thank you for your consideration,

Anne Claire Broughton
Community Development Manager, Sustainable Jobs Fund L.P.
Executive Director, Sustainable Jobs Development Corporation




