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What are the benefits of CRA to small businesses? 

Under the CRA regulations, stDiOl busIneM lending is an integral part of bank CRA 
comphance. Banks are assessed on their effort to support small businesses under the 
^ndmg, mvestment and services tests. For the first time, large bank$ will report small 
busmess loan data by c«isus tract, in order to identify new market opportunities. 

What are the benefits of CRA tg baaks? 

Good CRA performance l5 good banking business. 

;'Businesscs that leam how to meet [community reinvestment] demand profitably and 
integrmo It mto their hmmcss fees, will gain a tremendous competitive advantaĝ  " 
Richard Rosenberg, former Chaiiman and CEO, BankAmerica Corporation. ' 

"Lendmg in the inner city [has] tumed out to be the most profitable part of our business 
over the past few years." Mario Antoci, Chairman and CEO, American Savings. 

"Many [institutions] now recognize that in an era of growmg competition, CRA 
performance may be critical to an mstitution's abUity to adjust to the new banking 
environment/ CRA-related activities can help develop new markets, potentially profitable 
busmess and miprove a bank̂ s public hnage." Lawrence Lindsey. former Governor 
Federal Reserve System, 

Isn't CRA burdensome? 

The banking regulators, after an exhaustive period of review and public comment, revised 
the regulauons under CRA in April 1995. Under the new revised regulations CRA 
eomphance is now leas intrusive and burdensome, and more productive, The'emphasis is ' 
new on acmal performance, rather than paperwork and process. 

C l ^ ejcams are now tailored to differences in instihitions* structures and operations 
Xhere is an assessment method for large retaU Institutions that focuses on lending, 
mvestment, and services; a streamlined method for smaU institutions focused on lending-

separate methods for whol̂ mle or limited purpose institutions; insHtutioiis may also" 
cjioose to submit strategic plans to implement CRA, • -

AS James D. McUughlin, director of regulatory aud trust affairs at the American Bankers 
Association has said. For the vast majority of banks it reduced record keeping exams 
79*̂ 8)̂ ^ """̂  ^ ' '^ '̂ ''"̂ '̂ '̂  of them." (American Ba^er. Jan. 20, 

'^J^ the regulators for instituting a meaningfiil, streamlined tiered examination 
i^'^-^i.T "HZ ^̂ "̂̂ "̂  PaP«"vork nightmare of CRA for community 

banks. Richard Mount, President, Independent Bankers Association of America 
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CRA Fact Sheirt 

WluitisCRA? 

• Congress enactijd CRA la 1977 tp coiubat Hio practice of "^d-lining" connnunities by publicly-
Insured banks and thrifts. 

• CRA encourages banks and thrifts to meet the credit needs of their fioromunities, consistent vdth 
safe and sound banking practices. 

Htw Does C3EIA work? 

• Federal bank and thrift supervisors assess flnn.noia] institution's perfoctnance: loana made, 
services provided, and investments in. thair oommunities, ITio CRA regulation pnyvldcs a 
streatttlijied pyaminarioig for banka m i thrifts with asaets under 52S0 itiillion. 

» Banks and thrifts make thdr CRA filings public. The public has an opportunity to cormneat On 
CRA perfotmano* befom the start of a scheduled examination. 

Wluttare the beneCte gf CRAto coiDuinttH.(ibieia7 

CRA is wjiddng to restore healthy ni.irkets in distressed conmutoities. 

• 1996 Home Mortgage Disclosure Aot date, show that londing to minority and low income 
borrowers Is on iiio risg. For examplu, pinoc 1993, the nuoiber of hgme moitgage loatm to 
Africaa Americans inctoased by 58 percent, to Wiapanics by 62 percent, and to low and modflrato 
inoome boirowera by 38 percent, well above Hio lyverall market 

• Since 1992, the National Community Reinvestinent Coalition cstimntes that the private sector haa 
pledged over SI triJIion In loans going forward for conmmaity development 

Wbsvt lire the benefits of CE^A to small Inxslncsscs? 

Small business lending Is an .integral put of bank CRA compIJsnoe. Banks are assessed on their 
effort to support small businesses under the lendine, iavciStmcnt fliid services testa, Forthe first 
timê  large hstiks arc reporting small business loan databy oansua tmct. 

Wli at Are the beneCts of CRA to biutks? 

« CRA is good banking business. *3uBiiie3ses fiiat leam how to meet [community reinvesmient] 
denaand profitably, and Integrate it Into thctr business lines, will gain a tremendous competitive 
advantHge." Richard Rosenberg, former Chaloiian and CED, BonlcAmerica, Corporation. 

'%cndinB in the inner city [has] turuijd out t» be the most profitable part of our business over tho 
past .fbw yeais." Mario AntOfli, Chalimon and CEO, Amerioan Savings. 

» "NfTany [mstitutions] now recognizD liiat ia an era of growing competition. CRA performauQa 
be critical to an Institution's ability to adjust to the new baokliig e^ CRA-reletted 

l̂otivitles can help develop new tnarlcets, ptrtantially profitable business, and improve a banla's 
public image."* X-â vrence Lindsey, fonner Governor, Federal Reserve System. 
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W hat Is CRA? 
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• Congress enacted CRA in 1977 to combat the practice of "red-lining" communilies by 
publicly-insured banks and thrifts. 

• The goal of CRA is to encourage banks and thrifls to meet the credit needs of theh- enth-e 
communities, hicluding low and moderate mcome areaa, consistent with safe and sound 
banking practices. 

How Does CRA work? 

Under CRA, federal bank and thrift supervisors assess financial mstitution's perfomiance: 
loans made, services provided, and investments in their communities. 

• The CRA regulation provide? a streamlined examination procedure for banks and thrifts 
. with assets under $250 million, 

• Banlcs and thrifts make theh" CR.A ratings public. The public has an opportunity to 
comment on CRA perfonnance befbre the start of a scheduled examination. 

• Under the Home Mortgage Disclosure Act, banks and thrifts report on their home 
mortgage lendmg, which is considered m the assessment of CRA performance. Under 
CRA, larger banks and thrifts also collect and report aggregate data on their small 
business and small fknn loans hy census tract. This data is made publicly available. 

W hat are the benefits of CRA to commumties? 

• CRA is working to restore healthy markets in distressed communities. 

ISClOSUli 

In 199S alone, large commercial banks made nearly SI 8 billion in community development 
loaris, in addition to their afford,ible housing and small business loans. 

S'mcQ 1992, nonprofit community groups estknate that the private sector has pledged 
nearly SI trillion in loans gomg forward for community development, which represents 
over gS"/*. of CRA pledges made smce CRA's enactment m 1977. 
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TO: Gene Speriing 
FROM: Lisa Green 
DATE: April 29, 1999 

RE: CRA Conference call wilh Mayors on April 30, 1999 

Location: NEC Conlerence Call Line 202-757-2104 code 3939 

Purpose: 

Others 
Presenters: 

Format: 

The purpose oflomon'ow's meeting is to gamer support from Mayors on the 
Community Reinvestment Act. The meeting is an opportunity to share information 
with them aboul some of CRA provisions proposed by Gramm and to communicate 
our plans and strategy for safeguarding CRA. 

You will be joined on the call by Mickey Ibarra. 

(1) Introduction by Ibarra 
(2) Overview ofCRA 
(3) Recognition of each mayor and discussion on the economic impact of 

CRA 
(4) Each mayor has a brief chance to comment. 

Audience: List of Mayors participating will be provided by Peter. 

Attachments 
• Talking Points 

• Memorandum from Sarah (dated 4/15) with an update on recent activities on Financial 
Modemization 

• Early Draft of CRA memorandum to President (written by Sarah and Paul with your comments in 
the margins) 

• New Community Reinvestment Act Numbers 
• One Page Fact Sheet on Communily Reinvestment Act - How Does CRA Work? 
• One Pager on Financial Commitments to Underserved Communities through CRA 
• Legislative Summary 
• General Background Information from Treasury 



TALKING POINTS FOR CRA MEETING 
April 30, 1999 - 2:30 PM Conference Call 

This Administration strongly supports CRA. We've worked very hard to both streamline and 
strengthen the Community Reinvestment Act. CRA has been on the books for more than 20 
years but 95% ofall the fmancial commitments made under the law have been made since 1993, 
under this Administration. That's more than $1 trillion in long-term commitments to invest in 
people. 

There have been 23 times more flnancial commitments to distressed communities from 
banks in the past 5 Vz years than in the previous 15 years combined. Many of these 
communities are located in your cities. CRA helps bring needed debt fmancing to markets and 
businesses that would not otherwise have access to capital. Lending commitments under the 
CRA have increased from an average of $2.6 billion per year between 1977 and 1992 to about 
$180 billion per year in the past 5 Vz years. 

The President is committed to preserving existing CRA as we know it and not as proposed 
by the Senate. A veto threat was issued by the President in March in opposition to the Senate 
bill developed by Chairman Gramm. The bill reported out by the Senate would 1) undermine the 
relevance of CRA because it increases leeway for affiliations between banks and non-bank 
institutions but does nol require them Ip-have satisfactory CRA ratings to undertake non-bank 
activities 2) reduce access lo credit in hiial communities by exempting small banks from CRA 
and 3) severely dampen opportunity for public comment on the reinvestment aclivities of 
financial institutions by creating a safe harbor for institilutions that have al least a satisfactory 
CRA rating. 

Our strategies to safeguard CRA in the House include helping to move forward the 
flnancial services bill put forth by the House Banking Committee, developed by Chairman 
Leach and Ranking Democrat LaFalce. This bill contains no weakening of CRA and requires 
banks to have and maintain an adequate CRA record in order to engage in new financial activities. 

In the Senate, Secretary Rubin held a press conference with Daschle and Sarbanes to 
support their alternatives to Gramm's proposals. The Daschel and Sarbanes legislative 
recommendations would not weaken CRA. 

The Administration will continue to strongly oppose any legislation that would weaken 
CRA. This issue is of great personal interest and importance to the President and the First Lady. 
The President wil! nol hesitate lo issue additional veto threats against any bills that would weaken 
CRA. 

In his leiter responding to Gramm's version ofthe Financial Modemization Act, Presidenl 
Clinton stated " In its current form, the hill would undermine the effectiveness ofthe 
Community Reinvestment Act.... The CRA is working, and we must preserve its vitality 
as we write the flnancial constitution for the 21" Century. ... I agree with you that 
reform ofthe laws governing our nation's flnancial services industry would promote the 
public interest. However, I will veto the bill if it is presented to me in its current form." 
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CRA Talking Points 

CRA is working to create jobs, build homes, and grow businesses m commumties across 
f-lie counlry. 

The President has been a strong supporter of CRA from the begimiing of his 
Administration. At the President's request, the banking regulators reformed CRA to 
focus on performance, not paperwork. 

The results have beeu impressive: while we have much more progress to make, home 
mortgage lendmg to Afi-ican Americans is up 58 percent, to Hispanics by 62 percent and 
low and moderate income borrowers by 38 percent, well above the overall market. 

In 1997, banks and thrifts made $18.6 billion in community development loans and 
Investinents. Over the last six years, the private sector has pledged over $) trillion m 
loans imder CRA that's over 96% of pledges made since CRA's enactment in 1977. 

Now - again - CRA is under attack. The Senate bankhig committee has voted out a bill 
on party lines that would seriously wealcen CRA in three ways: 

First, die bill provides a safe harbor for banks with satisfactory CRA ratings in tiieir last 
examination, effectively removing public comment from the merger application process. 

Second, the bill exempts small banks in rural areas from CRA entirely, removing 38% of 
banks and thrifts from CRA m die communities that often face the worst problems. 

Thh-d, the bill faUs to mclude a provision that banks have and mamtam an adequate CRA 
record as a condition of engaging hi newly authorized financial activities, despite the fact 
tiiat tiie unportance of these new activities is gomg to keep growing in the decades ahead. 

The President has made it clear that he will veto the Senate biU in its current form. It is 
wrong for financial modernization and it is wrong for America's commumties. 

By contrast, the House banking bill was voted out ofcommittee on an overwhehningly 
bipartisan basis, 51-8, and does not contain these problems. It is a bill wc support. 

fhe President, tiie Vice President, and Secretary Rubin have all made it clear how 
strongly we stand for CRA. In tiie days and montiis ahead, we will continue to make our 
case. 

CRA is a moral issue. It is an economic issue. And it is a civil rights issue. CRA is vital 
to brmgmg real economic opportunity to all our communities. With all the progress we 
have made togetiier, now is not the time to turn back. 

Thank you very much for joming us here today. 



Sarah Rosen 
04 /15 /99 05 :53 :01 PM 

Record Type: Record 

To: Melissa G. Green/OPD/EOP, Sally Katzen/OPD/EOP 

cc: Rictiard L. Siewert/WHO/EOP, Paul J. Weinstein Jr./OPD/EOP, Roger S. Ballentine/WHO/EOP, 
Broderick Johnson/WHO/EOP 

Subject: Fin Mod/CRA Update 

Gene and Sally -- Lots going on. A brief update. 

IPaul/Roger/Broderick -- Did 1 miss anything?] 

Greenspan on CRA: Shrewd Gramm asked the Fed Chair for his analysis of the CRA provisions of 
the House and Senate Fin Mod bills. Greenspan said that the House bill would affect CRA in 3 
ways: (1) new requirement to have satisfactory CRA rating before approval for securities or 

^ insurance activit ies; (2) banks that have nonbanking affiliates and don't satisfy CRA obligations 
would be subject to enforcement; and (3) CRA would be applied to "woahss." The Gramm bill 
would affect it i n ^wo way(H-W"small bank exemption;'and (2) "reiJuTfable presumption" about 
CRA compliance (the so-called "safe harbor") for banks with satisfactory ratings. Although the 
Greenspan letter never used the word expansion, Gramm's press release, of course, concluded that 
"Greenspan finds significant expansion of CRA in House Ibil l]." 

Status in Senate: Expected to go to floor beginning of IVIay. Lott/GrarjWpaset^le/Sarbanes 
(possibly Rubin) meeting yet to be scheduled. [FYI - Sarah thinks it is " dJmb" fbr RuUiii lu*go ^ 
hurts us wi th House and could lock us into what Senate Dems agree, hut if DaSchle wants Rubin, 
he may have to. ] Daschle will wait til Lott comes to them. After the meBTlTTg, Daschle and Senate 
Banking Dems wil l release a "Dear Colleague" about why they want a bill, but their bill is better, 
w i th President's veto letter and a side-by-side attached. Rubin is also scheduled to appear before 
Dem Caucus lunch. 

Status in House: Commerce Committee mark-up is next - date uncertain. Treasury working and 
making some progress but outcome on key issues is unclear. 

Possible Interest Group Press Conference: Wade Henderson and a coalition of groups are planning 
a press conference for the end of the month. Treasury and Senate Dems would be happy to 
participate if it is a "save CRA" event, but It It is a "kill Fin Mod" event, we can't participate. Gail 
Cincotta recently got press by bringing 13 busloads of protestors to Phil Gramm's home in Texas on 
a Sunday and littering the place wi th leaflets. Not the kind of event we want to participate in. 
Discussions wi th Henderson and Treasury ongoing. 

CRA Outreach: As part of the follow-up to the Race Report, Maria E. and Chuck Ruff have a group 
that Is working on various projects, Including "CRA/Fair Lending Enforcement." Maria wanted to 
schedule a "CRA outreach" meeting wi th all the groups. Weinstein said: hold on. Let's coordinate 
here. Lots going on w i th the groups. Democrats on Hill, Treasury, and others in context of Fin 
Mod. Maria has scheduled an internal meeting to coordinate which has been rescheduled numerous 
times. Now rescheduled for Fndf ly,_4716^t 11:00. Meanwhile, apparently Wade Henderson 
wants to come in to meer^wlth"NE(^^PC^TrBa^u,-and^ HUD on C ^ ^ ^ a t e g y . ^ S a r b a n e s and 



Lafalce staff want to be there if this happens. Weinstein is coordinating. 
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To; Ser; the (lisIril)Lnioii list at lhe hol tuin of this message ^yv^^ :>y w ^ a c t - ^ ^ ' ^ ' , ^ ^ i V " 

Subject: DRAFT POTUS CRA Memo 1^-^'' \ k \ / i ^ _ . . I U ^ J ^ K - l T ^ 

C'^-*'^^ T̂ v.A Gr'-A/\ K .̂» V - ^ ' j ' - ^ I ' 
As I have discussed with many of you, the President has been talking "off the cuff" recently about 
protecting CRA. Paul and I thought it was important that he have a bit more detail about the I ^ / L I ^ ^ " ^ ^ 
debate on CRA, so that he understands the context in which his statements will be read. He cares M 
passionately about the subject and has the appetite for more Information here. \ . 

Record Type: Record ( i 'Ix « (dtyl ¥ ^ "̂ "̂  "? 7 - ^ 

Attached is the dralt for your comment. As I discussed with Gary, Paul feels strongly that we raise ^ y w 
for the President the possibility (without any recommendation) of taking a more aggressive, ' ^ J \ ) / \ \ I 
pro-expansion pcjsition as a tactical move I know that others feel that would be a mistake, 
alienating modertite Democrats, and question if it need be mentioned here. We've included a brief 
discussion at the end for your comment. 

• 
crapotus.me 

Also, Treasury is working on the dralt the reply letter to Senator Gramm. It would be easier for us 
to share both this memo and that dralt with Gene and Bruce at the same time. Thanks. 

Message Sent To: ^ 

Gaiy.gensler @ treas.sprint.com @ inet 
richard.carnell @ treas.sprint.com @ inet 
(jrcg.baer @ trcas.sprint.com @ inet 
karen.kornbluh @ treas.sprint .<;om @ inot 
marnie.levine @ treas.s|)rint.com (3) inet 
WEINSTEIN P @ A1(a)CD@VAXGTWY @ VAXGTWY 
Roger S. Ballentine/WHO/EOP 
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MEMORANDUM TO THE PRESIDEN T 

CC: THE VICE PRESIDEN 1 

FROM: GENESPEREING 
BRUCE REED 
EARRY STEIN 

SUBJECT: The Community Reinvestment Act 

The Community Reinvestment Act (CRA) will be front and center In the next few months, a 
result of the ascendancy of ils chief advei sary, Phil Gramm, to Chairman of the Senate Banking 
Committee and its inextricable link to Financial Modemization legislation -- a high priority for the 
Republican leadership In both chambei s. The purpose of this memorandum is to familiarize you with 
Senator Gramm's critique of CRA, the Administration's current strategy for respondiniz, and how 

X : K A may be allect the debate over Financial Modemization legislation. 

Background: How CRA Work.s 

CRA requires the federal regulators to encourage each institution under their jurisdiction to 
help meet the ciedit needs oflhc communities that the Institution Is chartered to serve. The Act also 
requires the regulators to assess each insliiutlon's community reinvestment performance during 
periodic exams and lo consider lhal performance In their evaluations of any applications by the 
institution for expansion or relocation of iheir operations. During your first term, amid concem about 
the effectiveness of CRA and the regulatory burden on Institutions, you directed the regulators to 
rewrite the CRA regulations lo address these Issues. 

Under revised regulations Issued in 1995, regulators assess a financial institution's 
\ ] performance under acTTTree-prong tesTT) loans made, servlcesj}rnvidp,d, and Investments in their 

communities. The 1995 regulations streamlined the examination process, especially for small 
Institutions. Examinations are typically done (^lA\oZ^^r^Xil \ \ cycles. The public has an 
opportunity to comment on CRA performance at any time, Including before the start of a scheduled 
examination, and In connection wilh Ihc filing of certain applications, such as those for mergers and 
acquisitions and the establishment of new Institutions and deposit facilities. 

Analysis: Senator Gramm's Criti(|uc and Proposed "Reforms" 

While acknowledging a desire lo repeal "reform" CRA, Senator Gramm admits that further 
work is necessary before he can advance lhal goal. In the short-temi, he offers two ways to address 
CRA In Financial Modernization, flic first he dubs "CRA neutrality"; the second would deal with 
what he describes as '^xtortion." liolli ajiproaches are reflected in a recent draft bill that his staff 
released for commenl. 



CRA "Neutrality" , p AW-V^ ^ / ^ 

Under cuirent law, an msliliilion's CRA performance is considered when an application is 
filed to open a new branch or lo nicr̂ -e ivvo inslitutlpns. However, Increasingly, we are seeing 
applications to merge wilh noii-banking firms (e.g., the Citibank-Travelers merger^which does 
currently requiic an adequate CRA record for approval. The House version O / H . R . lO^ast year 
would have required lhal, bcloi c a hank holding company could affiliate withVnorFbank firm (e.g. a 
securities or insurance company), il mtisl he found to be well capitalized, well managed, and(fiavea| 
"satisfactory" CRA rating. In adilition, it iniisl(^TainTairr^"satlsfactory'' CRA record in order to 
continue to opciate the non-hanking aclivities. Ifihe InsTitutlon failed to do so, the regulator could 
required It to suhinil a plan to improve. I'he ultimate sanction for failure to restore a satisfactory 

•^TTating would be divesliltire oflhc non-bank affiliate^ 

Senator Gramm describes this as a radical expansion of CRA. He^roposes to eliminate the 
requiremenl ofa salisfactoiy CRA laling lo initiate or maintain non-bank acfivities. Senator Sarbanes 
and commumty advocates argtic lhal. unless applied to bank requests to perform nnn-hank arfivitjes, 
CRA's relevanc£_muikl be diiniiiinhcd. Tlu- Admini'^tniiinn concurs. In tesfimonv before the House 
Banking Committee, Secrelary Rubin emphasized that the authority for financial Insfitufions to 
engage in non-bank aclivities mtisl he connected lo satisfactory CRA perfomiance. 

Nonetheless, the Admmisliation is In a difficult position. The Treasury's own Financial 
Modemization iiioposal in 1996 wotil^En^HTjive required satisfactory CRA compliance for new bank 
powers. We explain the evoltUion m our position by noting that the last two years have demonstrated 
the far greater impoi tance than cxpeclcil of non-banking activities to financial institufions. Howeyer, 

•̂"̂  ^ moderate Democrats looking lo cominomise with Senator Gramm will block provisions that weaken 
CRA but may nol supporl provisions lhal they view as expanding CRA. Our challenge is to make a 
compelling case that the provision is necessary to maintain CRA's current effecfiveness. This issue is 

v""'̂  \̂  important parlicularly since any version of Financial Modemization under discussion would allow 
'"^^V^ some assets current held by banks lo be shifted into non-bank affiliates, thus reducing the bank-held 

assets subiect lo the CRA. 

CRA "Extortion" or " l i r ibcry" 

Senator Giamm also insists lhat I'inancial Modernization legislation address what he temis 
"extortion." Senalor Gramm alleges lhal advocates file CRA protests and then offer to withdraw the 
protest i f paul by the banks, pci haps iii ihc form ofa general contribution to their organization or an 
"advisory" Ice. 1 Ic tilso complains that advocates insist on minority hiring and contracting "quotas." 

In response, Senator (ii amm proposes two amendments. The first would make It a crime to 
provide a conlribtition ol'any kind or lo establish an>C!I^uotaor set a s id?^r employment, purchases, 
sales, or other aclivily (olher lhan lotins). with the intent to influence the person to refrain from 
providing information or lo iiilhiencc lhe content ofthe Information, In connection with a review of 
the bank's CRA comiiliance. As written, lhe language could mak^;mmmarh)uch ofthe activifies 

/that l.nstltutions undertake to slicnglhcn iheir relationship with their conunuriities. The possibility of 

A r , ^ . ( r -L 1 2 /-/)Lo fMc^^ J 6(^/^'^ ci.'i'i'-< 



criminal penalties will likely dclcr Icgilimale efforts to Invest in community-based organizafions or 
make voluntary hiring, conlracling or supplier commitments. The second amendment would provide 
a "safe harbor" for any inslilulion with a salisfactoiy CRA rating during its most recent exam. Banks 
In the "safe harbor" would be deemed lo he in compliance for all purposes, precluding any analysis of 
the insfitulion's CRA record during a merger application. Although community groups can comment 
on an institution's performance al any lime, in reality they focus their attention on Institutions that 
have applietl for merger or bitiiich a|i|iroval. As each of thousand Insfitutions [Treasury ~ how 
many institutions arc subject to CRA?| are examined for CRA compliance ever 24 to 36 months, 
groups simply do nol have llic resources lo evaluate CRA performance of each institution on an 
ongoing basis. 

The rreastiry Departmenl is near completion of an analysis of CRA protests >hat they believe 
will show thai jew applications are protested, regulators have streamlined the^FO€^so that protests 
no longer result in signifieanl delays, and thus CRA creates no opportunityHo "extortJ^ Instead. 
financial instilulions make commitments to their communifies because It Is good business and good 
public relations. 

We expect that a few prominent leaders of financial Institutions will reiterate what they have 
often said - comnninity inveslmenl is good business. However, we do not wish to overstate the 
prospects. Few CEOs are eager lo antagonize the Chainnan of the Banking Committee and. In tmth, 
most Institulioiis would prefer not lo litive the oversight and examination that CRA brings. 

We also are assessing olher strategies to counter Senator Gramm's efforts. First, we are 
assessing whelhcr Ihere is an ahcinalive lo Senalor Gramm's anti-extortion amendment that would do 
no hami to legilimale activities. While lhe Gramm amendment Is unacceptable, we should not allow 
Senator Gramm lo cast the Adirmnslration as supporters of extortion. We may wish to support a 
narrowly diawn anTcTiTlmMTlTarwould bar a communitv eroup from directly linking their support for 
a merger applicalion |o n pnymî m m ihai |>rniip or its leadership. However, It Is too early to concede ^ 
the point. The case has nol been made that such extortion ls_prevalent. And we do not want to la^.Pfu^i 
undercut the community grotips thai strongly support CRA. But with their concurrence, such an' 
amendment nnglil provitle cover lo f)emocrals and help take that Issue off the table. ^ ^ ^ 

[FOR DISCUSSION: A second approach under consideration would have us retake the "''̂  ^ ' -r ;^^ 
offensive hy proposing lo sUengihcn CRA in some way, such as an amendment, offered by Rep. 
LaFalce lasl year, lo require all fmancial inslilulions to keep track of their progress in meeting the 
voluntary C:RA commilmenls lhal ihey make. Currently, there is no accountability for meeting such 
commltmenls. Last year when the OCC asked Institutions to provide voluntarily infomiation on their 
progress against commilmenls, lhe inslilutions balked and the move was harshly criticized by the 
Republicans. Furlher analysis is required, however, before we make any recommendations. Such a 
move miuhl .ilieiiale modeiaic IJemocials who will defend CRA bul oppose its expansion.] 
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Community Reuivestment Act (CRA) Fact Sheet 

What is CRA? 

Congress enacted CRA in 1977 to encourage publicly-insured hanks and thrifts to meet the needs 
of their communities, consistent with safe and sound banking practices. 

How does CRA work? 

Federal bank and thrift supervisors assess fmancial mstituhon's performance: loans made, 
services provided, and investments in their communities. The CRA regulation tailors 
examinations to specific types of institutions: The regulation provides a streamlined 
examination for banks and thrifts with assets under $250 milhon, a community development test 
for wholesale and limited purpose institutions, and a strategic plan option for all institutions. 
Examinations are typically done on 24 to 36 month cycles. 

• Banks and thrifts make their CRA ratings public. The public has an opportunity to comment on 
CRA performance at any time, including before the start ofa scheduled examination, and in 
connection with the filing of certain types of applicahons, such as those for mergers and 
acquisihons, the establishment of new institutions, and deposit facilities. 

What are the benefits of CRA to homeowners, small businesses, and communities? 

• CRA is working to restore healthy markets in distressed communities, to extend homeownership 
opportimities, and to help grow small businesses and create jobs. 

• 1997 Home Mortgage Disclosure Act data show that lending to minority and low income 
borrowers is on the rise. For example, smce 1993, the number of home mortgage loans to 
African Americans increased by 58 percent, to Hispanics by 62 percent, and to low and moderate 
Income borrowers by 38 percent, well above the overall market. 

In 1997, large commercial banks made $18.6 billion in community development investmenls. 

Since 1992, nonprofit community organizations estimate that the private sector has pledged over 
$1 trillion in loans going forward for affordable homeownership and commimity development. 

• In 1997, banks and thrifts subject to CRA made 2.6 million small business loans for a total of 
$159 bilhon, two-thirds ofall small business loans made that year. More than one-fifth of those 
loans were made to small businesses in low and moderate income communities. 

What are the benefits of CRA to banks? 

• CRA is good banking business. "Businesses that leam how to meet [community reinvestment] 
demand profitably, and integrate it into their business lines, will gain a tremendous competitive 
advantage." Richard Rosenberg, former Chairman and CEO, BankAmerica Corporation. 

TOTfiL P.02 
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NEW COMMUNITY REINVESTMENT ACT NUMBERS 

According to the National Community Reinvestment Coalition (NCRC), 
the private sector has pledged more than $1 trillion going forward in 
loans to distressed communities - and more than 95 percent of these 
financial commitments have been made since 1992. 

• There have been 23 times more financial commitments to 
distressed communities from banks in the past 572 years than in 
the previous 1 5 years combined. 

Lending commitments under the CRA have increased 69-fold from 
the pre-1993 era -- from an average of $2.6 billion per year 
between 1977 and 1992 to about $180 billion per year in the 
past 5 72 years. 

Financial Commitments To Distressed Communities Under CRA 
1977-1992: $42.3 billion 
1992-1998: $991.7 billion 

Total since 1977: $1,034 trillion 
% Since 1992: 96% 

Financial Commitments To Distressed Communities Under CRA 
(Average Financial Commitments Per Year) 

1977-1992: $2.6 billion per year 
1992-1998: $180 billion per year 
Past 5 Years vs. Previous 15 
Years 

69-Fold Increase 

NOTE: These numbers include financial commitments to distressed 
communities by financial institutions with merger approvals still 
pending. 

/f Only Approved Mergers Are Included: 
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Under CRA, $411 billion in financial commitments have been 
made to low-income communities with 90 percent ~ $369 billion 
~ has come since 1992. 



(14/21/99 WED 20:42 F.M 202 622 5672 Barr Comm Dev Policy @[00l_ 

SUBJECT; Community Remvestment Act: Update on Legislation 

ACTION-FORCING EVENT: Tlie House and Senate I3anlang Committees have approved 
mjyor hnancial seivices legislation. On March 12, the House Banlcing Committee approved Its 
b i l l developed by C h ™ Leach and Ranking Democrat LaFalce, on a broad, bipartisan vote 
(51 -8). 1 he bill includes a provision we strongly support requiring banlcs to have and maintain 
an adequate CRA record in order to engage in newly authorized fmancial activities But the 
Senate bill, developed by Chairman Gramm, and reported out on strict paily lines (11-9) on 
March 4, would: sigmficantly wealcen CRA; erode the national bank charter and the 
Adnumstralion's role m fmancial services policyTiiakmg; provide inadequate consumer 
protections; and provide mcreased leeway for affiliations between banks and nonfmancial firms 
The President issued a veto threat on the Graiimi bill on March 2, citing these concems. 

In addition to the context of financial modernisation legislation, CRA will be the focus of 
heanngs likely to be held tliis spring by ChauTiian Gi-amni and House Financial Institutions 
Subcommittee Chau" Roukema. Senator Gramm and otJier Republicans may also introduce 
CRA proposals as stand-alone bills or in "regidatory burden relieflegislation. 

BACKGROUND: 

Current law. CRA requires a banlc to serve tlie convenience and needs ofall conmiunities m wliich 
l l operates. Although banks are examined periodically (every 24-36 months) for CRA compliance 
and these CRA ratings aiid evaluations aie made public, cnlbrcement comes only when a bank files 
an application to merge with another bank or open a new branch. The regulator must then consider 
the bank's CRA record in evaluating the bank's application. The public has an opportunity' to 
coniinent on the application. A bank's CRA record is not currently scrutinized in comiection witli 
applications to affiliate with non-banking companies. 

At the President's request, the banking regulators revised the CRA regulations to focus on 
perfomiance, not paperwork. They now base CRA ratings on a three-pronged test: lending services 
and inveshnents. Regidators revised and streamlined the examination process, particulaiiy fo^ 
smaller inslilutions. 

Effectiveness of CRA. Evidence suggests that public disclosure of CRA ratings, together with the 
changes made by tlie regulators mider your leadersliip, have significantly contributed to improved 
perlormfmce by financial mstitutions in meeting tlie convenience and needs of low and moderate 
mcome commumties, as well as minority borrowers. Home Mortgage Disclosure Act data from 
1997, show that lendmg to minority and low income borrowers is on the rise. Since 1993 the 
nmiiber of home mortgage loans to African Americans increased by 58 percent to Hispanics by 
percent, and to low and moderate income borrowers by 38 percent, well above the overall market 
increase. In 1997, large commercial banks made $18.6 billion in commumty deveiopmem 
mvestments. Since 1992, nonprofit community organizations estimate that the private sector has 
pledged over $1 tiillion in loans and investment under CRA. In 1997. banks and tluifts subject to 
CRA's reporting requirement made 2.6 million small business loans for a total of $ 159 billion iwo-
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tlhrds of all small busmess loans made that year. More than one-fifth of those loans were made to 
small businesses m low and moderate income commumties. 

Changing Nature ofthe Financial Services Industry. Commercial banks have seen their share of 
total tmancial mtermcdiaiy assets decline from about 60 percem at the end of World W.ir 11 to 
roughly 25 percent today. As the llnancial services industiy becomes Increasmgly less focused on 
banks and thnlts, as the lines between banking and non-banking products become mcreasinoly 
blurred, and as fmancial lirms become larger and financial power in the mdustry more concentrated 
commumty groups have become concerned that fmancial modernization - both as it is alreadv 
occun-mg m the marketplace, and in the fonn of new legislation - wil l reduce the assets subject to 
CRA, reduce financial mstitution's comiection to local comnumities. and thus haiTn low and 
moderate income conmiunities. Communities groups are likely to oppose any iTnaneial 
modermzation legislation unless CRA were extended to securities and hismance providers an 
outcome with practical and theoretical difficulties that wc have not supported, and which stands no 
chance ol success in the current or foreseeable political environment. 

Status of Legislation 

House. The Leach-LaFalce bill contains no weakening of CRA, and requires that banlcs must "have 
and mauitain a satisfactory CRA rating in order to undertake newlv authorized non-banlcing 
activities. Secretaiy Rubm sent a letter to Leach and LaFalce on March 3 indicatuig our slroiw 
suppoit for their legislation. ° 

During mark-up, Leach and LaFalce worked together to avoid any amendments tliat would wealcen 
CRA. Filed amendments by Rep. McCollum to provide small bank exemptions, and to weaken lhe 
Department of Justice's role m enforcing tlie Fair Housing Act and Equal Credit Opportunity Act 
were not offered. Chairman Leach also chose not to offer - despite earlier indications to the contrary 
- an amendment weakemng enforcement of the "have and maintain" requirement. 

Democrats succeeded in passing (28-27) an amendment by Rep Lee, wliich we supported requiring 
msurance companies to be m compliance witli the Fair Housing Act prior to alTiliatrng with insured 
depos.toiy mstitutions. An amendment by Rep. Watt requiring a study ofthe effect of financial 
modermzation legislation on CRA also passed. 

Democratic amendments to expand CRA to secunties and insurance firms, iu various ways were 
defeated by signifieanl margins, as was a Waters amendment, whicIi we supported, to require the 
provision of low-cost "life-lme" banking accounts as a precondition for expanded iionbaiikhio 
activity (31-27). An ainendment offered by Rep. SchakowskT to require reporting of race and 
income data on small business borrowers was withdrawn in the face of strong Republican opposition 
("We have been working to get the Federal Reserve Board to change its rules, to pennit (but not 
require) financial institutions to collect and report such data to expand access to minonty small 
business borrowers.) 

Last year. Representative LaFalce had introduced an amendment requiring financial institutions to 
report on their progress hi meeting publicly aimounced "commitments" imder CRA, but in 
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recognition of Republican restraint in not offering amendments to weaken CRA, LaFalce did not 
offer Ins provision this year. 

Senate. Chainnan Grauun's financial modemization bill wotdd seriously weaken CRA and you 
have issued a statement that you wotdd veto the bill in its currenl fomi. 'fhe bill has three main 
problems ^vith respect to CRA: (1) it does not require bank.s to have and maintain an adequate CRA 
record as a conditibn for engaging m newly authorized financial activities; (2) it gives banks witli 
satisfactory CRA records a sale harbor firom CRA reviews dunng applicafions; and (3) it exempts 
small banks outside metropolitan arê is from CRA. In addition, Grannn may yet offer an "tmti-
exiortion" amendment tliat would cliill legitimate relationships between financial institutions and 
connnunities. These are discussed more fully below. 

Senator Sarbanes, the Ranking Democrat, worked with die Treasurv to imite Bankuig Committee 
Democrats behind an alternative bill that had much in common with die Leach-LaFalce bill The 
Democratic altemative lost on an 11 - 9 party line vote. 

Failure to condition authority to conduct new non-banking activities on banks having a 
satisfactory CRA record. The Leach-LaFalce bill allows a financial services company to en^aae 
in new non-banking activities only i f the company's subsidiary banks have and mainlahra 
satislactoiy CRA record. Although such a requirement was nol contamed m the Admmistration's 
1997 bill. Treasury and Rep. LaFalce successfully argued that such an argimient bad to be mcluded 
this tune, fhe Leach-LaFalce bill has now been referred lo the Flouse Commerce Committee and 
we understand lhal Conunerce will leave tliis provision intact. 

Basically, the "have and maintain ' requirement, while not expanding tlie scope of CRA beyond 
insured depository institutions, broadens the entbrcement mechanism for CRA to include die 
potential for denial of applications for non-banking activities as well as bankmg activities, and Ibr 
farther consequences i f the bank's CRA record becomes imsatisfactory after the application is 
approved. (Under the Leach-LaFalce, tliis later action explicitly includes a requirement that a 
compliance plan be submitted and the possibility of forced divestitures of the newly approved 
activities. It could be read to include civil money penalties - a sanction that tlie Justice Department 
found m 1994 does not apply imder CRA as h is cim-ently written.) In argmng for tliis provision in 
the Senate and the House testimony. Secretary Rubin noted tliat the financial services system ofthe 
fimu-e may include fewer banlc merger applications and more non-banlcing activities. Thus, absent 
tins additional en forcement mechanism, tliere could be fewer opportunities to take action against a 
bank witii an imsatisfactory CRA record. A bill that is silent on CRA (and thus supposedly neutral) 
would, in our view, tend to weaken the effect of CRA, and wc would oppose such a bill. 

Gramm's safe harbor amendment. Gramm has proposed a safe harbor for applications now 
subject to CRA. A satisfacloiy CRA rating at a hank's most recent examinadon would conclusively 
establish the bank's CRA perfonnance, unless public conmient provides .substantial verifiable 
mfomiation to the contrary. Thus, a regulalory agency could not review the bank's CRA record 
unless there were an adverse public comment meeting the test-even if the previous examination 
were old or otherwise slale. And. even i f there were an adverse comment, Gramm would create a 
rebuttable presumption favoring approval of the application. In so doing, he would place a 
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significant burden of prool on consumer and conmiunily organizations that generally have less 
aecess than the bank to relevant mfomiation. He would also, m effect, force cc^mnun ly ionps o 
stretch their Imuted resources to comment on many examinations, Instead of f o e u s i C X e 

r h 3 T r ' ' ^ ' ' , H ^ ^ ^ ^ ^ ^ Secretary Rubin has testifiedthat 
ueh a ^̂ re harbor would tend to eviscerate the effectiveness of CRA, and the Administration has 

repeatedly threatened vetoes of bills contahiing safe harbors provisions. 

Small bank exemption. The Conmiittee passed an amendment (supported by all bm one 
Republican (Sen. Santorimi, PA) and opposed by all but one Democrat (Sen. Johnson SD)) tbâ  
exempt̂  fiom CRA banks with less than $100 million m assets localed outside metropoiitan areas 
These banks constitute 38 percent of FDlC-msured institutions, with 3% of assets We have 
repeatedly Slated that you would veto legislation containing a small bank exemption CRA is 
import̂ mt for small banks. Banks with less than $100 million in assets received 70% ofthe "needs 
10 improve" and "substantial noncompliance" ratings under CRA. The new CRA rules lifted the 
regulalory burden on small banlcs, with a streamlined examination and no additional reporting 
requirements. -ITie major small bank tirade association recenlly praised tiie small banlc exemption' 
although at tire tune ofthe release of the new CRA rules, it had praised the sti-eamlined small bank 
exam a5 a big step m regulatory burden reduction for community banlcs." 

Gramm's anti^extortion amendment. Gramm also considered proposing a so-caUed "miti-
extortiou • provision. As Secretaiy Rubm lias testified, we stronglv oppose extortion Yet laws 
pimishmg extortion, bnbery, and lalse statements already apply to the CRA process In oiu- view 
andthatoftheDepartmentofJustiecGrannn'sbroadandvagueproposalwouldcrimmalizenomiar 
legitmiaie anns-lengtii transactions and cooperation between banks and community oioups (e ^ ' 
bank grants to support coimnmiily groups' home ownership coimseling programs if the%ommun̂ t̂ ' 
group later comments favorably on tbe bank's CRA record)-tiic very sort of activity CRA seeks to 
tester. Granmi may well pursue tins proposal in CRA heainigs, or in financial modeiTuzation. or in 
"regulatory burden relief legislation. 
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MiscffiefFromMnG^ : NV<ilv7>)T 
are e ^ ^ S S S T r e b S ^ ^ ^ T ^ ^ ^ ^ ^-P^B the surrounding communities strong, 
ers who are t ransfoSg h S ^ S ^ ^ S ^ PVO ̂ ^ ^ ' " ^ . " ^ examiners can block mergers or 
slents into places w h ^ a S S X t S ^ S ^ ^ ^^hi«^e a satisfac-
what happens. The r e n a i s s a S f n a S ^ u S S ^ ^ r S r ' T ? ' Reinvestment Act rating. The Sen-
Federal Community R S S T L T I ^ ^ ^ J ? proposal that Mr. Gramm supportTwould ex-
quires banks to r e K I ^ S y ^ S j - r ^ a S S o h T ^ t f ' ^ ^ ^ ^ ^ - ^ 
minority areas that we,^ i S i ^ ^ S d f 6? L i S ° ° f "U'^f 
SenatorPbllGrammofTexasnow^tstoi^S woSfa^o K a u S u f . . ^ ^ - . . " ^ ^ 
the Reinvestment Act. encouraging a renirn to the rieht to^JooIf^h^t > ̂  ^ commuaitys 
bad old days, when banks took^rroneVdeposks wSL.t ^ P « I " »^«isiders unfair practJcls. 
but lent them only to the a f f l n e n t ^ S e m S ^ S m ^ X S Z V ' ^ ^ ^ ^ T ^ ^ f ' ^ " " " ^ 
of Congress need to keep the measure IntacT^ ShsSnViau?^ to poorer neighborhoods wtruld drop 

The act was passed to 1977. S f 5 , S i 5;>spec. I ^ T l ^ t Z T l ^ ''''''^'^^^^y-
t̂ .e home or business owners in many cominuiiEj " e i t o r t o / - ^ " i " , ^ community groups ans 
had UttJe chance of landing loans even f r o m S f a n ^ n f ^ L ^ ! ,^u^"f ^ for ap> 
where they kept money m d ^ p o s l x ^ l ^ ^ r S Z ^^ ' " " "^ " ^ ' ^ ^ ^ Paperwork ^ 
tbe National Community Reinves tmem^S? ^ ^ ^ . h l V " ? ' " " ' " ' ^ organizations that build 
banks have committed more thanlSSooSoSS ^ ^ L l ' ^ ^ J ' Mr Gramm's home state 
neglected neighborhoods since the aSwas M S S ^ ^ ^ J ^ ^ . ^ T ' ^ ' ' ' ' 
the vast majority ofit in the last six y e ^ ^ ^ t l ^ ^ ^ ' l * " ' ' * Morning News 

In New York Cltys south B r W S o r h o o d . G«m™ " ^ ^ " ^ ^ ^ ^ ' ^ ^ ^ 
the money has mrned bumed^t a r e S a S S ^ ?f "'"'"^ *̂  °° downside to investing in 
for affordable homes and a new ̂ d B T d l S f ^ ^ "^.2"'' '^on^unity." 
banks earn less on communi ty -b^SdiSS^^ f^lr J J ^ T '̂ '"''""^ P ' ^ ' ^ ^ would be 
corporate business. But t t e ^ ' S S ^ S S S^r But w i S t " """̂  ^ ^ - ^ 
banks have accepted this reduced nrvenueasa«^ i ^'^oj^t Federal pressure the country 
Of doii« businessand S r S ^ ^ s t J i S ^^^'^'^^^'^'i^'^^^^i^^comS-

'=«»»i««e sacniiee ties cut off from capital withered and died. 



T H B W H I T E HOUSE 

WASHINGTON 

M a r c h 2 , 1999 

'.'.'he Ko7iorable P h i l Gramm 
U n i t e d Statiea Senate 
Washington, D.C. 20510 

Dear Mr, Chairman: 

T h i s A d m i n i s t r a t i i o n has been a s t r o n g proponent o f f i n a n c i a l 
l e g i s l a t i o n t h a t would reduce c o s t s and i n c r e a s e access t o 
f i n a n c i a l Ee.rvices f o r consumers, businesses and communities. 
N e v e r t h e l e s s , we cannot s u p p o r t t h e " F i n a n c i a l S e r v i c e s 
M o d e r n i z a t i o n A c t o f 1999" now pending b e f o r e your Committee. 

I n i t s c u r r e n t form, the b i l l would undemiine t h e e f f e c t i v e n e s s 
of t h e Communicy Reinvestment Act (CRA), a law t h a t has h e l p e d 
t o b u i l d homes, c r e a t e j o b s , and r e s t o r e hope i n communities 
across America. The CRA i s w o r k i n g , and we must prese.rve 
i t s v i t a l i t y as we w r i t e t h e f i n a n c i a l c o n s t i t u t i o n f o r t h e 
2 l 3 t C e n tury. The b i l l would deny f i n a n c i a l s e r v i c e a f i r m s 
\zY\e. freedom t o o r g a n i z e themselves i n t h e way t h a t b e s t ser\'-ee 
Lheix customers, and p r o h i b i t a s t r u c t u r e w i t h p r o v e n advan­
tages f o r s a f e t y and soundness. The b i l l would a l s o p r o v i d e 
i n adequate consumer p r o t e c t i o n s . F i n a l l y , t h e b i l l c o u l d 
expand t h e a b i l i t y o f d e p o s i t o r y i n s t i t u t i o n s and n o n f i n a n c i a l 
f i r m s t o a f f i l i a t e , a t a t i m e when e x p e r i e n c e arotmd t h e w o r l d 
suggests t h e need f o r c a u t i o n i n t h i s a rea. 

I agree w i t h you t h a t r e f o r m o f t h e laws g o v e m i n g o u r n a t i o n ' s 
f i n a n c i a l s e r v i c e s i n d u s t r y would promote t h e p u b l i c i n t e r e s t . . 
However, I w i l l v e t o t h e b i l l i f i t i s p r e s e n t e d t o me i n i t s 
c u r r e n t f o r m . 

S i n c e r e l y , 



• c P A R I MtiiNi OF T H E T R E A S U R Y 
W A S K i N G T C N , D . C . 

S c C S S T T A R Y o r T K E T R E A S U R Y n 1 

February 23, 1999 

The Honorable Phil Gramm 
Chairman 
Committee on BanJdiig, Housing, 
and Urban Affairs 
United States Senate 
Washington, D.C. 20510 

DearPhil: 

I am writing in response to your letter enclosing your proposed changes to the Community 
Remvestment Act (CRA) in the context of financial modemization. In our judgment, the 
changes that you proposed would sigmficantly weaken CRA, which encourages banks and thrifts 
to serve creditwortiiy borrowers throughout the communities in which they operate. 

Smce 1993, a greatly invigorated CRA has been a key tool in the effort to rebuild low and 
moderate mcome communities. Since 1993, the number of home mortgage loans extended to 
Afiican Amencans mcreased by 58 percent, to Hispanics by 62 percent, and to low- and 
moderate-mcome boiiowere by 38 percent, figures all weU above the overall market increase 
w i k S ORA^"^^ important to maintain CRA, and we are opposed to any efforts to 

I^e draft legislation includes a so-caUed "safe harbor" provision specifying that a satisfactory 
LKA ratmg m a bank's most recent examination conclusively establishes a bank's CRA 
perfonnance, unless a pubfic comment is filed that provides substantial verifiable information to 
the contrary. The proposal would effectively bar banking regulators fiom reviewing a financial 
mstiuition's CRA perfonnance when assessing applications, such as for mergers or acquisitions -
- absent pubhc comment. CRA reviews during applications are important, because CRA ratin-s 
can become "stale," circumstances can change rapidly after an examination, examiners may miss 
evidence with respect to a particular market, or appHcations may involve new markets not 
covered by an earlier examination. 

We beheve that tiie facts and analysis witii respect to CRA performance are most effectively 
brought forth when tiie interested consumer and community groups participate actively. 
However, tiiese groups do not have tiie resources to do so routinely, and they participate 
pnmaiily when tiie bank apphes to cany out a major transaction. This is how tiiese groups can 
have tiie greatest mipact. In addition, tiie provision imposes tiie burden of proof m tiie context of 
apphcations on tiie community-based organization to come forward witii "substantial verifiable 



information," despite the feet that the financial institution, and their regulatory are in a better 
position to have the relevant information necessary to detennine the veracity ofthe complaint. 

Of equal concern, is a so-called "anti-extortion" aroendment contained in the '̂ icdedded" portion 
ofthe draft biU. We are, of course, opposed to extortion, and extortion ia illegal under state and 
federal law. I have been informally advised by the Departmcnl of Justice — and I would imagine 
that they would be willing to share their views on this with you as well — that this proposed 
addition to Federal law, with its broad and vague terms, would extend substantially beyond 
existing law and could criminalize normal, le t̂imate, arms-length transactions and productive 
cooperation, between banks and commumty groups. In addition, because ofthe resulting 
uncertainty, it could chill precisely the activity that CRA is mtended to encourage. For example, 
banks make grants to community-based organizations to.conduct home ownership counseling, 
which increases the bank's ability to make safe and sotmd loans to low hicome borrowers. Under 
this legislation, such activity could be discouraged because the participants would be imcertain 
about whether that activity is illegal. 

Finally, we believe that any bank seeking to conduct new finandal activities should be required to 
achieve and maintain a satisfactory CRA record. The draft bill M s to indude this requirement If 
we wish to preserve the relevance of CRA at a time when the relative importance of bank mergers 
may decline and the establishment of non-bank finandal activities will become increasingly 
important, the authority to engage in newly authorized activities must be connected to a 
satisfactory CRA performance. Achieving and maintaining an adequate CRA record fiirthers the 
long standing public purpose of banks: to serve the convenience and needs of their commumties. 

Sincerely, 

0 
RoHert E. Rubin 
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C O M M U M T Y R E I N V E S T M E N T A C T 

Tlie Community Reinvestment Act ("CRA") was enacted m 1977 to address problems of disinvestment 
and redlining in low- and moderate-income communities. The law places a continuing, affirmative 
obligation on banlcs and thrifts to meet the credit needs of their communities by providing appropriate 
credit and services. The law is premised on the view that banks and thrifts are subject to underlying 
charter obligations to serve the "convenience and needs" of their local communities. This public 
obligation anses from the benefit financial institutions.receive in the form of deposit msurance and 
access to the discount window. 

CRA has proven to be an effective means of encouraging federally-insured fmancial institutions to malce 
profitable, market rate loans m underserved rural and urban areas without creatmg a large federal 
bureaucracy or jeopardizing the safety and soundness of financial institutions. According to Chairman 
Greenspan, "there is little or no evidence that banks' safety and soundness have been compromised by 
[low- and moderate-income] lending and bankers often report sound business opportunities." In fact, 
before the House Bankmg Committee on February 11, Chairman Greenspan noted that CRA has "'very 
sigTuficantly increased the amount of credit m these communities" and that the changes have been "quite 
profound." 

Hie law does not place overly burdensome requirements on financial instimtions. At the direction of 
President Clinton, the four federal bank regulators revised the CRA regulations in 1995 to make 
assessments more streamlined and performance-based. 

CRA requires the appropriate federal bank regulators to assess an institution's "record of meeting the 
credit needs of its entire community, including low- and moderate-income neighborhoods" dunng 
periodic compliance examinations. Compliance examinations typically occur only once every IS to 24 
months. Most banks and thrifts are assessed on three factors: lending, service and investment 
performance. Small banks (assets less than S250 million) and limited purpose institutions have 
streamlined examinations. CRA performance evaluations are very flexible. An institution which cannot 
meet the above requirements may develop a strategic plan-by which it may be assessed. Institutions 
receive one ofthe following ratings depending on the assessment of CRA perfonnance; "outstandmg," 
"satisfactory," "needs to improve," or "substantial noncompliance." 

Regulators can only enforce CRA compliance by denying expansion applications by institutions with 
poor CRA performance (typically less than "satisfactory" CRA rating). Regulators encourage members 
of the public to express their views about a bank's performance before examinations and dunng 
application processing penods. Regulators take these public comments into account when evaluatmg the 
bank's CRA record and reaching conclusions about whether the bank is helping to meet the needs of its 
low- and moderate-income neighborhoods. 

The law is supported by the Clinton Administration, federal bank regulators, state and local officials, 
community groups and many bankers. FYesident Clinton has stated that the "law has helped to build 
homes, create jobs and restore hope in communities across America." 
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Community Rciiivestmenl Act (CKA) Fact Sheet 

What is C R A ? 

Congress enacted CRA in 1977 to encourage federally insured banks and tiirifts to help meet the 
needs of their communities, consistent with safe and sound banldng practices. 

How does C R A work? 

Federal bank and thrift .supervisors assess fmancial institution's performance: loans made, 
services provided, and investments in their communities. Tbe CRA regulation tailors 
examinations to specific t>pes of institutions: The regulation provides a streamlined examination 
tor banks and thrifts wilh assets under $250 million, a community development test for wholesale 
and limited purpose instimtions, and a strategic plan option for all instimtions. Eximiinations are 
t^'pically done on 24 to 36 month cycles. 

on 
Banks and thrifts make their CRA ratings public. Tlie public has an opportunity to comment 
CRA performance at any Lime, including before the start ofa scheduled examination, and in 
comiection with the filing of certain types of applications, such as those for mergers and 
acquisitions, the establishment of new in.stitutions, and deposit facilities. 

What are the benefits of C R A to homeowners, small businesses, and communities? 

CRA is working to restore healthy markets in dislressed communities, to extend homeownership 
oppoitunities, and to help grow small businesses and create jobs. 

1997 Home Mortgage Disclosure Act data show that lending to minorit>- and low income 
boiTowers is on the rise. For example, since 1993, the number of home mortgage loans to 
African Americans increased by 58 percent, to Hispanics by 62 percent, and to low and moderate 
income borrowers by 38 percent, well above the overall market. 

In 1997, large commercial banks made $18.6 billion in community development investments. 

Since 1992, nonprofit community organizations estimate that the private sector has pledged over 
$1 nill ion in loans going forward for affordable homeownership and community development 

In 1997, banks and thrifts subject to CRA's reporting requirement made 2.6 million small 
business loans for a total of .U159 billion, two-tlrirds ofa l l small business loans made that yeai-. 
More than onc-fifth of tiiose loans were made to small businesses in low and moderate income 
communities. 

What are the benefits of C R A to banks? 

CRA is good banking business. "Businesses that leam how to meet [community reinvestment] 
demand profitably, and integrate it into their business lines, wil l gain a tremendous competitive 
advantage." Richard Rosenberg, former Chairman and CEO, BankAmerica Corporation. 

"CRA-related activities can help develop new markets, potentially profitable business, and 
improve a bank's public image." Lawrence Lindsey, former Governor, Federal Reserve System. 
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T H E COMMUNITY REINVESTMENT A C T IS UNDER A T T A C K 

Tlie version of financial modemization passed by the Senate Banking Committee ("Senate bill") weakens 
CRA in tiiree ways: 

1 Eliminates H.R. 10 requirement for engaging in expanded powers. Unlike both H.R 10 as 
passed by the Senate Bankmg Committee last year and ±is year's House Banking Committee 
version of H.R. 10, the Senate bill does not require that all banks within a holding company have 
and maintain "satisfactory" CRA ratings as a condition of new affiliations and new financial 
powers. This represents a substantial rollback of CRA because it would allow banks that are not 
in compliance with CRA to affiliate with other entities and engage in new powers. In addition, 
Treasury Secretary Robert Rubm indicated that failure to tie CRA performance to die ability of 
bank holding companies to engage in the new activities could make CRA irrelevant in the new 
financial services world. 

2. Safe harbor for institutions viath a "satisfactory" or better CRA rating. Under the Senate bill, 
an mstimtion receiving at least a "satisfactory" CRA rating on its most recent examuiation and all 
exammations within the last 36 months would be deemed m compliance with CRA unless 
"substantial verifiable information" arising since the time of its most recent examination is filed. 
This weakens CRA because; 

This provision singles out CRA comments for unfair treatment.. Individuals and groups 
seeking to comment on other aspects of a bank's performance, such as management and 
financial resources, would not be similarly curtailed. 

Public comment on CRA performance would be effectively eliminated. Nmety-seven 
percent of instimtions examined in 1997-98 received "safisfactory" or better ratings. 

Regulators concede that CRA examinations are not perfect and rely on public comment to 
help them develop the fullest record possible on a bank's performance in meeting the 
credit needs of its entire community, 

• The provision that permits regulators to consider public comment only if "substantia] 
verifiable information" is introduced is problematic. It establishes an excessive burden on 
ordinary citizens and prohibits the public from submitting information relevant to a bank's 
CRA performance if it relates to problems existing at the time of the last examination. 

3. Small bank exemption. The Senate bill also exempts banks with less than SlOO million in assets 
ftom CRA (63% ofall banks). This provision will have devastatmg consequences for rural 
communifies because small banks are often the only source of credit in rural areas 

Small banks do not automatically remvesi in tiieir communifies. In fact, small banks have 
the worst records under CRA, and have loan-to-deposit ratios much lower than larger 
banks. 

>• CRA regulations were revised in 1995 to address small bank concerns about regulatory 
burden. The new CRA rules provide a streamlmed examination for small banks (less than 
$250 million m assets), exempt small banks from reporting requftements, and eliminate the 
previous process-based documentation requirements. Ratings for small banks focus 
exclusively on lending and lending related activities 
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CRA Questions aud Answers: small banks 

What about a small bank exemption? 

A small bank exemption would hurt tiiousands of local communities in states across the 
country. In the past, various small bank exemptions liave been offered; 

The provision in the Senate-passed linancial modemization legislation would exempt 
banks with under $100 million in assets and without headquarlers in meu-opolitan areas -
- 6,996 banks and thrifts, constituting 38% of total banlcs and 3% of total assets. 

The Clinton Admiiiisfi-ation has repeatedly stated that ft would veto legislafion contaimny 
a small bank excmpfion to CRA. 

Tlie new CRA rules lifted the regulatory bm-den on small banks, with a streamlmed 
exammation. 'Hiese institutions are exempt fi-oni additional reportmg requirements. 

Small banks and tlu-ifts bcnelilled from tlie regiilaloiy burden reduction effective January 
1, 1996 - more than a year earlier tlian for large institutions. Over 80% of banks covered 
by CRA qualily for the streamlined performance standards for small banlcs and tiirifts. 

Acfiial time spent in community banks on CRA examinations has been reduced by 30%. 

The Independent Bankers Association of America "hailed the final interagency CRA 
i-ules... as a big step in regulatory bui'den reduction for community banks." The IBAA 
"commended tlie regulators for instituting a meatnngftil, sfi-eamlined tiered examination 
syslem that recognizes tlic differences between community banks aiid ftieir large regional 
and multinational brethren." IBAA press release, April 19, 1995. 

"There are some real benefits to both commumties and banlcs imder the new rules. Tlie 
streamlined exam is particularly posifive because ft wil l free up much needed resources at 
these smaller uistitutions." Donald Ogilvie, American Bankers Association. 

Small banks have praised the reduction ui burden mider the revised CRyV rules. Bankers 
have said: - "The new regulafion takes a lot of burden off our banlc and is much fairer." -
- "The recent change in regulation helped. The exaniination was less burdensome and les.s 
time consuming." - "We are comfortable with the new examination; it was much better 
than the old one." - "1 loved the last exam. It was straightforward and easy to comply 
with." (Biinkers m Raymond, IL , Ilawley, MN, Madilf OK, and Lancaster, OH). 

Why is CRA important for small banks? 

While many small banks do a good job of serving theft communities, research shows ftiat 



a significant number of smaller banks invest only a small portion of their depositors' 
tunds in their local communities. 

A Congressional Rese^nch Service study found that based on data from 1997 to mid 
1998,̂  banlcs with less than $100 million in assets received 70% ofthe ^needs to improve" 
and substantial noncompliance" ratings. Banlcs with less than $ 1 billion in assets 
received 99% of tiiese ratings. 

Many small banks have low loan to deposit ratios; folly half of small banks have loan to 
deposit ratios of 70%, arid a quarter of small banks have ratios ofless than 58%. 

Why is CUA important to rural America? 

Many nual communities, faced with high poverty rates and low incomes, are desperate 
for new economic activity. Access to bank credit in rural commLmities, where markets 
are often dominated by a few institiitions, is often scarce. Banks in rtjral connnunities 
often receive poor CRA ratings and lag beliind their peers in local lendmg for consumers 
and businesses. 

Why is CRA important to Indian Country? 

CRA encourages banlcs to lend in their entfte communities, including in Indian 
resei-vations ncai- the banks' main offices, branches or deposit-talcing ATMs CRA has 
helped to increase lending, semce and investinent in Indian cotmtiy. For example on ftie 
Navajo reservation ni 1994, before the CRA rcgulatoiy reform, lliere were diree baik 
branches. Today, there are 12. In 1994, the Navajo had 2 ATMs; today they have 19 
Today, tlie Navajo branches are liighly profitable for the banks, ^md the residents ofthe 
reservation have benefitted from an array of new mortgage and small business loans 



04/21/99 WED 20:47 F.M 202 622 5672 Barr Comm Dev Pol icy @]()16 

Wliat about a safe harbor? 

In the past, amendments have been offered that would provide that an institution with a 
CRA ratmg of "satisfactory" or "outstanding" should not be open to protests from 
community groups and individuals during tlie application process. The Clinton 
Adminisfration lias repeatedly stated tliat such a provision would be groimds for a 
Presidential veto of the legislation. 

Circumstances can change rapidly over llie course of an examination cycle. CRA ratines 
can become "stale," requiring additional evidence at the time of applications. 
Examinations may miss evidence with respect to a particular market tliat may be brought 
to light in die application process. 

It would be enormously inefficient and costly for small connnunity organizations to 
provide extensive public comment on every bank examination. Public comment on 
financial mstitution's CRA performance is more focused in the context ofa change in an 
institution that is likely to have a significant unpact on the coiiuiiunitj\ 

During the development of the new CRA regulations, the regulatory agencies reviewed 
the argument for a safe harbor. The regulatory agencies argued tliat materials relating to 
CRA perfonnance received during tlie application process provide relevant and valuable 
information. As provided in tlie Interagency Policy Statement Regarding the CRA. the 
agencies believe that information from an examination is a paiticularly important 
consideration in the application process, because ft represents the on-site evaluation of an 
institiition's CRA performance by its primary federal regulator. 

The new CRA regulations provide an incentive for an institiition's good performance by 
basing the frequency of CRA exanunations, in part, on an institution's previous CRA 
perfonnance. This policy combines an efficient use of agency resources with an 
incentive for good perfonnance. 
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Embargoed until 10:00 a.in. 
Tejrt as Prepared for Delivery 
February 24,1999 

TREASURY SECRETARY ROBERT E . RUBIN 
SENATE BANKING COMMITTEE 

Mr. Chairman, Members of this Committee, I appreciate the opportunity to discuss 
the Administration's views on fiaancial modernization, including the draft bill circulated 
by the Chairman last week. 

Mr. Chairman, as we approach financial modernization legislation, the 
Administration's overall objective has always been to do what best serves the interests of 
consumers, businesses and communities, while protecting tfee safety and soundness of our 
financial system. We will support legislation that achieves those aims-

Let me begin by noting that the U.S. financial system is stronger and more 
competitive than ever. Abroad, the United States is dominant in investment banking and 
highly competitive in other segments of financial services. U.S. commercial banks are more 
competitive today than at any time I can remember. The problem our financial services 
firms face abroad is more one of lack of access, than one ofiack of competitiveness. 

Financial modernization is occurring already in the marketplace through 
innovation and technological advances. With tbe lessening of regulatory barriers, financial 
services firms are offering customers a wide range of financial products. Banks and 
securities firms have been merging; banks are selling insurance products; and insurance 
companies are offering products that serve many of the same purposes as banking products 
— all of which increases competition and thus benefits consumers. 

RR-2973 
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Financial modemization will continue in the absence of legislation, but it can, with 
good legislation, occur iu a more orderly fashion. Treasury has long believed in the 
benefits of such legislation, but we have also been clear that if this is going to be.doue, it 
needs to be done right 

Let me also say that while we favor financial modernization legislation, it does seem 
to me that when yon look at the developments around the world over the last couple of 
years, and when you look at the size of mergers here in the United States over the same 
period, there are legitimate concerns about financial modemization with respect to 
economic concentration and systemic risk. 

Let me turn now to the draft bill. The bill, rightly in our view, takes the 
fundamental actions necessary to modernize our financial system by repealing the Glass-
Steagall Act's prohibitions on banks affiliating with securities firms and repealing the 
Bank Holding Company Act prohibitions ou insurance underwriting. The bill also 
continues to allow bank insurance sales unencumbered by anti-competitive restrictions. I 
believe we could construct a bipartisan consensus on these provisions. 

That said, the draft bill and its appendix of "undecided issues" contain significant 
provisions that are unacceptable to the Administration, and we would oppose the bill in its 
current form. We have five basic objections to the draft bill and its appendix - its 
prohibition on the use of subsidiaries by larger banks; its weakening ofthe effects ofthe 
Community Reinvestment Act (CRA); its extensive mixing of banking and commerce; its 
provisions with respect to the Federal Home Loan Bank System; and what we view as 
inadequate consumer protections. 

First, the bill would prohibit financial services firms that include large banks from 
conducting new financial activities through bank subsidiaries — and force them to conduct 
those activities exclusively through bank holding company affiliates- Although the bill 
does permit smaller banks - those with under SI billion in assets - to engage in new 
financial activities through subsidiaries, it prohibits all other banks from doing so. This 
provision is unacceptable to the Administration. 

With the safeguards we have proposed, subsidiaries and affih'ates are absolutely 
identical with respect to the ability ofa bank to transfer any subsidy that may exist in the 
bank. And, again with tbe safeguards we have proposed, subsidiaries and affiliates are 
absolutely identical with respect to safety and soundness — except in one respect, which I 
will discuss iu a moment, in which subsidiaries are actually superior with regards to banks' 
safety and soundness. The safeguards we have proposed (which the draft bill includes in 
part) are as follows: 
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• Every dollar a bank invests in a subsidiary would be deducted from the 
bank's regulatory capital, just as is the case with every dollar a bank pays as 
a dividend to its parent holding company for investment in an affiliate. A 
bank would have to be well-managed and weU-capitalized before and after 
such investment is deducted from its capital and on an ongoing basis. 

• A bank could not invest any more in a subsidiary than it could pay as a 
dividend to its parent holding company for investment in an affiliate. 

The rules governing loans from a bank to a subsidiary would be exactly the 
same as they are for a loan from a bank to an affiliate. 

I would add that these restrictions on funding the subsidiary make this proposal 
fundamentally different from the European model of universal banks. 

I would also observe that the draft bill permits subsidiaries of small banks to engage 
in the activities we have proposed. 

Thus, there are no public policy reasons to deny the choice ofa subsidiary; however, 
there are three important policy reasons to allow that choice. 

First, financial services firms should, like other companies, have the choice of 
structuring themselves in the way that makes the most business seuse and this, in tum, 
should lead to better service and lower costs for their customers. 

Second, the relationship between a subsidiary and its parent bank provides a safety 
and soundness advantage. Firms that choose to operate new financial activities through 
subsidiaries are, in effect, keeping those assets available to the bank rather than 
transferring them outside the bank's reach. If the bank ever needed to replenish its 
capital, the bank's interest in the subsidiary could be sold, solely at the behest ofthe bank. 
Ifthe bank were ever to fail, tbe FDIC could sell the bank's interest in the subsidiary in 
order to protect the bank's depositors and the deposit insurance fund. For this reason, the 
FDIC, a neutral observer with a paramount interest in safety aud soundness and protecting 
tbe deposit insurance fund, its current chairman and three former chairmen — two 
Democrats and two Republicans — have stated that the subsidiary option is actually 
preferable from the standpoint of safety and soundness and protecting deposit insurance 
funds. 

I would also like to observe that currently, under the Federal Reserve's jurisdiction, 
foreign banks underwrite and deal in securities through subsidiaries in the United States, 
and U.S, banks conduct securities and merchant banking activities abroad through so-
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called Edge Act subsidiaries. Foreign bank subsidiaries hold over $450 billion in assets, 
and Edge Act subsidiaries hold about $250 billion in assets. Thus, there is a proven history 
of subsidiaries conducting these activities. 

Third, one of an elected Administration's critical responsibilities is the formation of 
economic policy, and an important component of that policy is banking policy. In order for 
the elected Administration to have an effective role in banking policy, it must have a stron<» 
connection with the banking system. That connection is currentiy provided by the Office of 
the Comptroller of the Currency, which regulates national banks. We believe that if the 
larger national banks-were prohibited from engaging in new activities through 
subsidiaries, then gradually such banks would gravitate away from the national banking 
system, and this critical connection will be lost. 

We also believe it is very important that the Federal Reserve Board maintains its 
strong connection with the banking system. We believe that allowing banks the choice of 
conducting non-bank financial activities, either through an operating subsidiary or an 
affiliate, serves the purpose of having both the elected Administration and the Federal 
Reserve strongly involved in banking policy. 

With respect to the subsidiary option, we support three additional steps. 

First, we proposed last year joint Federal Reserve-Treasury mlemaking to define 
new financial activities. We believe that this arrangement would promote consistency and 
would eliminate the potential for unhealthy competition or laxity in defining new activities. 
The draft bill establishes a process whereby tbe Treasury could petition the Federal 
Reserve to act, and veto its decisions. This arrangement is less likely to produce conseusus 
than true joint rulemaking. 

Second, we favor functional regulation. We support provisions making clear that 
securities and insurance regulators have the same jurisdiction over subsidiaries as over 
affiliates. 

Third, we have no objection to requiring the largest banks to retain a bank holding 
company, thereby assuring the Federal Reserve a central supervisory role regardless of 
whether the bank operates with affiliates or subsidiaries. 

Our second major objection to the draft bill is its effect on the Community 
Reinvestment Act 

CRA encourages a bank to serve creditworthy borrowers throughout communities 
in which it operates. Since 1993, a greatly invigorated CRA has been a key tool in the 
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effort to rebuild low and moderate income communities. In fact, since 1993, the number of 
home mortgage loans extended to African Americans increased by 58 percent, to Hispanics 
by 62 percent, and to low- and moderate-income borrowers by 38 percent, figures all well 
above the overall market increase. We believe strongly that it is important to maintain 
CRA, and we are opposed to any efforts to weaken CRA. 

The draft legislation includes a so-called "safe harbor" provision specifying that a 
satisfactory CRA rating in a bank's most recent examination conclusively establishes a 
bank's CRA performance, unless a public comment is filed that provides substantial 
verifiableinformation to the contrary. 

The proposal would effectively bar banking regulators from reviewing a 
financial institution's CRA performance when assessmg applications, such as 
for mergers or acquisitions absent public comment CRA reviews during 
applications are important, because CRA ratings can become "stale," 
circumstances can change rapidly after an examination, examiners may miss 
evidence with respect to a particular market, or applications may involve 
new markets not covered by an earlier examination. 

We believe that the facts and analysis with respect to CRA performance are 
most effectively brought forth when the interested consumer and community 
groups participate actively. However, these groups do not have the resources 
to do so routinely, and they participate primarily when the bank applies to 
carry out a major transaction. This is how these groups can have the 
greatest impact. 

In addition, the provision imposes the burden of proof in the context of 
applications on the community-based organization to come forward with 
"substantial verifiable information," despite the fact that the fmancial 
institution, and their regulators, are in a better position to have the relevant 
information necessary to determine the veracity ofthe complaint 

Of equal concem, is a so-called "anti-extortion" amendment contained in the 
"undecided" portion ofthe draft bill. We are, of course, opposed to extortion, and 
extortion is illegal under state and Federal law. I have been informally advised by the 
Department of Justice ~ and I wonld imagine that they would be willing to share their 
views on this witii you as well - that this proposed addition to Federal law, wifli its broad 
and vague terms, would extend substantially beyond existing law and could criminalize 
normal, legitimate, arms-length transactions and productive cooperation between banks 
and community groups. In addition, because of the resulting uncertainty, it could chill 
precisely the activity that CRA is intended to encourage. For example, banks make grants 
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to community-based organizations to conduct home ownership counseling, which increases 
the bank's ability to make safe and sound loans to low>income borrowers. Under this 
legislation, such activity could be discouraged because the participants would b^ uncertain 
about whether that activity is illegal. 

Finally, we believe that any bank seeking to conduct new financial activities should 
be required to achieve and maintain a satisfactory CRA. record. The draft biU fails to 
include this requirement If we wish to preserve the relevance of CRA at a time when the 
relative importance of bank mergers may decline and the establishment of non-bank 
financial activities will become increasingly-important, the authority to engage in newly 
authorized activities must be connected to a satisfactory CRA performance. Achieving and 
maintaining an adequate CRA record furthers the long standing public purpose of banks: 
to serve the convenience and needs of their communities. 

Our third objection to the draft bill concerns affiliations between depository 
institutions and non-financial firms. The "undecided" portion ofthe bill authorizes a 
"basket" of non-financial activities that can grow to 25 percent ofthe revenues ofthe 
organization, and would authorize new "unitary bank holding companies." The main text 
of the bill would continue current law as to the powers of the unitary thrift holding 
companies, thus allowing commercial companies to continue acquiring thrifts. In these 
ways, the draftbill would-allow a dramatically expanded mixture of banking and 
commerce — far more than any bill that Congress has considered over the past seven years. 
We would have serious concerns about these mixtures of depository institution activity and 
commerce under any circumstances, and these concems are heightened as we reflect on the 
financial crisis that has affected so many countries around the world over the past two 
years. 

Our fourth objection concerns provisions with respect to the Federal Home Loan 
Bank System that are also in the "undecided" section. We recognize the desire of many 
Members to see the System lend more to commnnity banks. Indeed, we believe that the 
System should focus on such lending, not on using taxpayer funds for arbitrage activities 
and overnight lending which currently constitute so much of its activities. Changing this 
important System perhaps should be done separately. But if it is to be addressed in this 
legislation, we believe changes in the FHLB System should occur only in the context of 
comprehensive reform. 

Onr final objection concems the relative absence of provisions designed to inform 
and protect consumers ofthe new financial products authorized under the bill. If Congress 
is to authorize large, complex organizations to offer a wide range of financial products, 
then consumers should be guaranteed appropriate disclosures and other protections. 
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Mr. Chairman, let me reiterate: our nation's financial institutions are strong and 
highly competitive, both here and abroad. In our view, financial modemization legislation 
can produce significant benefits, but the job must be done right We in the Administration 
look forward to working with you and others in Congress to construct good financial 
modernization legislation that serves the interests of consumers, businesses and 
communities, while protecting the safety and soundness of our financial system. Thank you 
very much. 

-30-
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ti e l p t l i e fami.l res and he.l|j t i i e communities who have been so adversely 
a f f l i c t e d liiy yet another (.11 s.:is t rous set of circumstances. 

Having s a i d t h a t , l e t me move on to another ::iet of circumstances t h a t were 
very d i s a s t r o u s , and t h a t i s the L i t t l e t o n m a t t e r . 

We iiad oui^ i i r s t -- what we c a l l i t , a working group, because there i s no 
o f f i c i a l d e s i g n a t i o n a t tin.:; p o i n t , but i t ' s a c h i l d r e n ' s v i o l e n c e working group 
t h a t i s com|:)rised of about i;3 of our Democratic Senators. We had our f i r s t 
meeting yesterday a f terno':.ii. Tlie s t a f f s are meeting as we speak, and we're 
goi.ng t o be meeting again today t o t a l k about how we can respond m as 
c o n s t r u c t i v e and as co m p r t i i e n s i b l e v;ay as p o s s i b l e to the circumstances t t i a t 
o c c u r r e d j u s t l a s t week i.n L i t t l e t o n . 

I don't t h i n k there i.s i s i n g l e s o i u t i o n . Tiiere i s o b v i o u s l y a need f o r us 
to c o t i s i d e r an a r r a y of v^-i.y c o n s e q u e n t i a l p o l i c y o p t i o n s as we deal w i t h the 
c i t cumsuiances .;ind the sli:u.it.LOn t h a t schools are f a c i n g a l l over thi.s country.... 

.. QUESTION: And can you l:c] I. us gust b a s i c a l l y wiiat i t w i l l do, what you're 
com|:irom.i.s i iig 

DASCHLE: E j i s i c a l l y t l i e compromise l e g i s l a t i o n would a l l o w lianks t o operate 
out of subs i d i . ^ i r i e s 'just tin-' way they iio now i.n f o r e i g n c o u n t r i e s . American 
tianks iiave the' oppL'tCiinity to 0|.5ei:ate im.ich more e:-;tensively out of the 
s u b s i d i a r i e s i n f o r e i g n Jaii-ls tlian t i i e y can In the United S t a t e s . This would 
r e a l l y l e v e l the pJ.ay.i.ng f.i.ivld. T i l l s WOUILI say, regardless of wliere you're 
Icicated, you can work, out id" a s u l i s i d i a i y . And I t h i n k i t makes eminent sense. 
I t ' s sometii.i.ng t h a t iio|.ief u.l 1 y w.i i. I be supported on a b.i pa r t i:L;an b a s i s . But 
t h a t ' s bas ica I iy what .i t 11. . 

QUESTION: (0FF-MI1\E) DL' yLiu t h i n k Ijenator Graham w r i l f o l l o w through w i t h 
lii.s vov; t o pu.l. i t i i e b i l l i I" t h a t liappeiisV 

DASCHLE: Weil, I don't know. I hope i t w i l l pass. I t ' s y o t , as we i:now, 
b i . p a r t i s a n sup|jort. I t i i i n k . i t dei:iends on iiow b.idly Senator Garaham wants a 
b . i . l l . He seem::; to saying, " I want a I j j l . i t h a t ' s my b i l l , or I ' l l have no b i l l 
.at a i . l . " I. ii':i[;)(r he doesn't l:eel i : i i a t . That's the impressron one cou l d draw from 
h i s comments, t;iiat i f th.i.s passes or r f t h a t passes, he's not going t o be 
support of i t . 

I can say w i t h regard t'.i CRA, t l i a t i s t i i e case. We would r a t h e r not have a 
b i l i than t o -~ to have a b.i.Il w i t i i o u t any kin d of community investment. 

But I'm convi.nced thai: the VList m a j o r i t y of Republicans ,:ind Democrats can 
work t o g e t i i e r to f i n d a CLuiiijromise on CRA t l i a t would preclude the need t o be 
t ii.=i 1: d uama t .i.. 

QtJES'l'lON: Senator, whtit .ire your t i i o u y h t s on the mi.ii imum vj,:ige b i l l t i e d t o 
(OFF-MIKE) foi: s mall bus.i iu-::;s :' 

DASCHLE: Wc-i I. t h a t i.s the approach we tisecJ I j e t o r e , and I'm not averse t o i t . 
I r h l n i ; th.ii. .i. I: we can t.i.n.l .:i WLH-WJ.II S L t i L:I I. icni again i.i-jy .is i.a 11 v e i y t l i i s yt'sr. 



I ' d be p repared to l ook at i t . 1 d o n ' t know wiiat k i n d o f ta:-: cu t s have been 
c o n s i d e r e d a t t h i s p o i n t . i do t i i i t i k we have to f i n d o f f s e t s f o r any one o f the 
ta:-; c u t s t h a t vjould be oft iL-red, and t h a t o b v i o u s l y i s never easy. But I ' d be 
c Gi r t 1̂1 I'l I y p r e p .:i i: e d t o 1 o ri 1: .;i t i t . 

QUESl'ION; (OFF-MIKE) t h a t means someone who i s n ' t - - unless y o u ' r e 2 1 , you 
c a n ' t buy t i ie r i f l e . Now, .Joes t h a t mean you c a n ' t use the r i f l e ? Suppose 
y o u ' r e a p-:irent, can you i.'uy t i i e r i f l e and go h u n t i n g w i t l i you i son and g i v e him 
the r i f l e ? 

DASCHLE: Oh, I would d.'i-::uiiie so. 

QUESTION; (C)FF-MIKE) i : ; the re any — do you guys t r e a t t l ie r r f l e the way you 
would t r e a t the ( { 5 F F - M I K E ) I n o t h e r words, i f you gave your you know, you 
cou.id break t.iie i:ule - - yL.u do - - do yoi-i know what I ' m asking" ' 

DASCHLE: R i g h t . 

QUESTION: i mean, i s n ' t t i ie r e a l i s sue t h a t - - (OFF-MIKE) age you r a i s e i t 
Co, i f voLi d o n ' t liave a pienal ty f o r t l ie a d u l t t h a t g i v e s the weapon t o the 
c h i l d , y o u ' r e not cio.ing ti;i ever c o n t r o l t i n s , t i g h t ? 

DASt:HLE: .Ag,:iiii, i t c|rH=-:.; ti,:ick to something I ' v e sa.i.d, David , l ^e fo re . I I 
t i i i n i : we can t i i i d s i m p i l s c i c s o l u t i o n s to these comple:-: problems anywhere we 
Iciok. And some v jc i i ld r i r y u - t l i a t a.l.I we liave to do is t o add 10 cir 15 a d d i t i o n a l 
I tems to t i ie l.nvj on riuns aicl the [ j roblem w i l l go away. I h o n e s t l y d o n ' t t l i i n i ; 
t i iLit W l l i evoL h..ipi".>e'ii. Wi:- need gun lav;s t h a t WLu:k; t i i , ; i t ar-e en I'o rceatale; t h a t 
can be a p p l i e d .in a l l circumstance;:;; and t l i a t cire jLis t good common sense. 

And I t i i i n i . we can ove i-i :eLicl: . I l i e l i e v e t h a t the t h i n g s t h a t I ' v e ment ioned 
f a l l i n t o t i i a t c a t e g o r y . 1 t h i n k they are workal^jle. I t h i n k they are coiiunon 

sense. But t i iey are not t i 
a l o n e . We have to l ook ,'it 
these proLriems than j u s t td 

panacea. Tiiey w i l l not so lve t l ie problem s t a n d i n g 
much more comprehensive way w i t h which t o address 

t . 

QUESTION: .S.enator, on t h i s j u v e n i l e Brady b . i . l l , (OFF-HIKE). 

DASCHLE: Yes. 

QUESTION; HMW many stadr-s? (OFF-MIi:E) the s t a t e s . 

DASCHLE: W e l l , I t h i n k t i i e r e a te sciine s t a t e s t h a t p r o h i b i t i t , but by and 
la rc ie , l u v e n r l e s can buy guns i t they - - 1 mean, i n f a c t , as 1 unders tand i t - -
1 d o n ' t know a l l the d e t a i l s o f t l i e L L C t l e t o n case . . . 

QUESTION: (OFF-MIKE) 

DASCHLE: I ' h a t ' s r i y i i t . No, not - - w e l l , I t h i n k the f e t i e r a l law today i s 18, 
.so '/on c>'in'l: t^uy tiu-.-m UIILII-I . in . 

QUESTION; So you would . . . 

I:JA::;CIILE ; W.r;e 11 t u i: I . 

QUE:;/ritJN ; (uFF-i-'ll KE) yi">ii have lieeii com'i.ctei;! o f a f e l o n y and y o u ' r e i o , you 
'"1-:1 11 ' t l)u y 1.1 . 

DASCHLE: T l i . i t ' s cor i ;ec t . 

Q U I L S T I O N : OK. 

QUESTION: (G)FF-MIKE) some- people in dealing with kind of a parental issue 
involved i n .L;.:I Cei:eeping ciuii';, the use of cii.ins. Some piT-op'le piaoposed, you i;riow, 
l i d d i n g parents l i a b l e iinl.::;:;s guns are safely stored. You know, i f there's 
reckless behavi.ru: tliCL-e. 'ilien some ii^ive n iso talked about c t i i l d safety locks. 
And I was just wondering on those two i.ssues, wliat do you make of those? 



DASCHLE: We.l. 1. I - - tlios.:- .:ire cases t l i a t 1 d o n ' t t h i n k you can r e a l l y e n f o r c e . 
I ' m not as conv inced t h a t c roiii a i.iract i ca 1 i t y p o i n t o f v iew, you can e n f o r c e 
them; y-ju c.:in i i i r i i n to r them; you can - - so, I iiave a concern aliout both o f those 
i s sues . 

DASCHLE; ot those i s s u r s . I ' m not i n a l l cases adverse to l o o k i n g f o r ways 
w i t t i which to .:id.dres3 l;)Otii . : i l the i s sues , but today I would be apprehensive 
about whether they wor l : . 

QUESI'lON: o.iFF-MIKE) wii,.iC i s Ciie compiroinrse (OFF-MIKE)? 

DASClli,E: We I. i , t i ie coiiiproiiii .-SE! .•simply wculd say look l e t ' s not e:-:Cend CPA 
beyond . i t s cu i . r e i i t ;:;co|:ie :;-. .loiici as the L;cope .i.iicludes a l l new .services . That 
i s . I t a Ijank c u r r e n t l y is no ing to purchase a s e c u r i t i e s c-oiiipaiiy or an 
. insurance cc.mpany, we t i i .m i . the C1-;.A reqLi 1 rementL; ought to app ly to t h e i r 
a c t . i . v j t y rer|.:i ri91 ess -.if c.i L'.-iiiii::;tance, i;egardle::;s o f what k i n d o i busrness t h e y ' r e 
i n . i f you d o n ' t do t h a t , i.t would be ve ry easy to see a b.ani; move f r o m banking 
t o rn;:;urancr- j i . i s t t o avr..i.rl the reL|ui remen t s of the CR/-\. So yoti c o u l d see t h i s 
m i L | i a t i o n , i f you W . L I I , 11- o t i i e r s e r v i c e s ;iust fiecause t i i ey d o n ' t want t o have 
Co c;omp.iy. 

So what We're say ing i : : ; , we ' r e not go ing to e:-:pand t l i e r equ i rements o f CRA, 
but we woulel ensure t i i a t the scope i s c o n s i s t e n t r e g a r d l e s s o f what k i n d o f 
e n t e r p r i s e t l i e f i n a n c i a l i n s t i t u t i o n may be i n v o l v e d w i t h . 

T h a n k y rm a l J . 

END 

NOIES; 
•?•??? - Iii'lLC.;iCes Speaker i.ink.own 

- COLIILI not mai:e oul: what was be ing s a i d , 
o f f mike - tuLl ica tes Cr'u.hl not make rjuC wh,;it was bi:-iiig :3aii:l. 
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o r g a n i s . a t i o n has p r o t e c t e d more t h a n 1 0 . 5 m i l l i o n a c r e s i n t h e 50 s t a t e s a n d 
C a n a d a , a n d l ias i i e l p e d l.oc.:i I p . i r t n e r o r g a n i ' . i a t i o n s p r e s e r v e m i l l r o n s o f a c r e s 
o v e r s e a s . T l ie C o n s e r v a n c y ':iwns more t h a n 1,G00 i :> reserves - t i i e l a r g e s t p r i v a t e 
s y s t e m o f n a t u r e s a n c t u a r i e s i n t h e w o r l d , ' fhe C o t i s e r v a n c y ' s c o n s e r v a t i o n 
[ i r o g r a m s a r e c h a r a c t e i i z e d t iy s o u n d s c i e n c e and s t r o n g p a r t n e r s h i p s w i t h p u b l i c 
a n d p r i v a t e l a n d o w n e i s . Wt- ..ire d e d i c a t e d t o a c h i e v i n g t a n g i h i l e and l a s t i n g 
c o n s e r v a t r o n r e s u l t s i n .:il 1 o f t h e many I c i c a t l o n s a t w h i c h we w o r k . 
We a r e tiow ci: iO]:>erat. ing w i t h o u r p a r t n e r s Co d e v e l o p a " c o n s e r v a t i o n b l u e p r i n t " 
t l i a t Wl l . l . .i.':leiit.i f y c l ie .-;; i c-L-.-; , a t s c a l e s f r o m l a n d s c a p e t o n a t u r e p r e s e r v e , t h a t 
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a r e d a i l y w-Ti:kLng t o rjon:-;-:.-1 vi;- t h e n a t i o n ' s n a t u r a l t r e a s u r e s , w i l l be f a r b e t t e r 
a t - I e t o acL:oi i i [ j l i.sli o u r cr.iiiiiiLiii ciLia.is wi t i i th-e i n c r e a s e d r e s o u r c e s e n v i s i o n e d i n 
l . e g . L S l a t i c - n b e f o r e t h i s Ct-nuii i. t t e e . 

We Cl ia i ik Se -na to r L a n d r i e t i , S e n a t o r Bo:-:er, S e n a t o r F e i n s t e i n , S e t i a t o r Ciraham 
a n d C h a r r m a n M L i r k o w s k i fOL- t h e i r l e a d e r s h i p i n p r o p o s i n g s u b s t a n t i v e r e f o r m o f 
t h e Land a n d W..i ter Coi iserv . - i t .1 on Fund and o t i i e r new c o n s e r v a t i o n p r o y r a m s . The 
P r e s i d e n t ' s I..,;inds L e g a c y I n i t i . a C i v e i s a c o m p l e m e n t a r y , f a r - r e a c h i n g d e s i g n t h a t 
W'Otild a l s o [ j r o v . i d e mi ic l i n e e d e d f e d e r a l f u n d s f o r b i c i d i v e r s i t y c o n s e r v a t i o n . 
C o n r i r e s s a n d t h e P r e s i d e n t have an h i s t o r . i c o p p o r t u n i t y tc i w o r k t o g e t h e r Co 
a c h i e v e - t h e n o n - p a r t l .san y<.';il o f p r o t e c t i n g t h e n a t i o n ' s b i o d i v e r s i t y , n a t u r a l 
a r e a s a n d ei|:ieii s p a c e s . T l i c i :e i s an e n o r m o u s demand a n d need C':u: t h e f i n a n c i a l 
r e s o u i r c e s t h e s e b r l l s woul-. l | :u :ov . ide. ' I ' h ro i i g l i c iu t t i i e n a t r o n , v o t e r s a r e a p p r o v i n g 
i o c a l b a l . l e i t m e a s u r e s Co . i . iK;rease t m b l i c I n v e s t m e n t i n p a r k s , n a t u r a l a r e a s , 
c r i t i c a l v j i l t l i i f e h a b i t a t . i i i d open s p a c e . Bu t t h e s e l o c a l e f f o r t s need t o be 
sLipipcl e i i i e n t e d w i . t h an eii i i . ; in. ;i. cl i i a t . i o n a l c o m m i t m e n t . 
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m a n n e r t o meet t i l l s r i s i n g [ i L i kd i c demand ; and leavC:; a n a t u r a l l e g a c y f o r f u t u r e 
gc-i ierci t i. on .-.̂ -. 

T i l l s o p p o r t u n i t y comes a t .-i t i m e o t g r e a t u r g e n c y . At l e a s t I 10 s p e c i e s o f 
p . i a i i t s a n d a n i m a l s a r e nov; ..:-:-:t i i ict i n t h e U n i t e d StaC.es, w i c h a n o t h e r 416 
m i s s i n g a n d f e - i r ec l e.'-:Cii icC. Seven p e r c e n t o t p l a n t and a n i m a l s p e c i e s i n t h e 
U n i t e d S t a t e s ..ue c l . i s s i i o - d as c r i t i c a l l y i m p e r i l e d , 9 p e r c e n t as i m p e r i l e d , 
a n d .15 p e r c e n t ci r e c:onsid ic t.c-d vu 1 ne rab . l e . 1 A q u o t i c ."in.imal;:, •:i re e v e n more 
Li i ipt :Li . l .ed t l i . : i i i t e r L o s t r i . a l :.;p>icie.«!. 'I'he p l i g h t o f sa imoi i i n t h e N o r t h w e s t a n d 
New i)iK|laii.:, l i s w i d e l y re.;-- -.i n i t e d . I t i - i l ':-ss w e l l known t i i a t t w o - t h i r d s o f t h e 
n a t i o n ' s 11. c-sliw,j Le r mussn-J a r e a t r i s k o t e:-: t . inc t r o n , and n e a r l y I i n 10 
s p e c i e s may a l r e a d y be e.ti i n c c . F o r t y p e r c e n t oc t h e n a t i o n ' s f r e s h w a t e r f i s h e s 
a n d aiii|?li itcL .:in.s a r e •-:i t r i s k o f e . s t i . i i c t i o n , as ^ l re o n e - i i a l f o f c r a y f i s h s p e c i e s . 2 
' I ' l i e re has r i eve i ; i i een a men-' i m | : i o r t a i i t t i m e f r u : C o n y r e s s t o a t t e n d t o tlK= 
c r i t . i i . - a l f c -der . : i i a n d s t a i n - | i rogL . i i i i s t l i a t c o i i s e i ; v e t h e n a t i o n ' s l e g a c y o f 
h i . o d i v e r s i . t y . 

The- G jonserv .ancy p l e d g e s i t s as.-;;.i.stance tci t h e (Conuni t tee as i t c o n s i d e r s new 
|:u-cipiosa 1 s i ca ; r n c r e a s i n g c n n d i n g f o r co i i se - r va t i o n a r e a s and |:u 'Ograiiis . 
The l l i l l s l i e f o i ; e the- iSoiiuu.i c c ee a p i p r o a c h t h e g o a l o f i : i r o v i d i r i y s i g i i i f i c a n c new 



i n v e s t m e n t s i n n a t u r a l r e se -u rce p r o t e c t r r j i i i n d i f f e r e n t w a y s . The N a t u r e 
' S o n s e r v a n c y f i o l j e v e s Che i - b l o w i n g e l emenCs and p r i n c i . p l e s o u g h t t o g u i d e 
w h a t e v e r l e r i r s i a t i o n t h e C o m m i t t e e u l t i m a t e l y a d o p t s ; 

i . FULL AND PERMANENT FUNDING OF I'HE IjAND AND WATER CONSERVATION FUND 
( "LWCF") : 

I 'he LWGJF I S one of. t h e n a i - . i - j u ' s most i m p o r t a n t c o n s e r v a t i o n a c h i e v e m e n t s . The 
p r i n c i p l e i n v e s t i n g pie- . -cods f r o m a n o n - r e n e w a b l e r e s o u r c e , o f f s h o r e o i l a n d 
gas r e s e r v e s , m t o pe rmanen i ; l a n d and w a t e r r e s o u r c e c o n s e r v a t i o n i s an 
C M i t s t a n d i n g e s | ; ) r e s s i o i i o f .;.Lir n a t . i o i i ' s s t e w a r d s h i p c o m i i i i t m e n t . T h i s C o m m i t t e e 
w i l l make a l a s t i n g and h i . : : ; c o r i c c o n C r i b u t i o n by c r e a t i n g a p e r m a n e n t f u n d i n g 
s c r e a m f o r iuocii t i i e s t a t e . ind f e d e r a l s i d e s o f t h e LWCF a t t h e i r f u l l y 
a u t h c > r i z e d l-L-vei o f :19U0 m i l l i o r i . Even a t t h i . s l e v e l o f LWCF f t i t i d i n g , h o w e v e r , 
l o n g - t e r m c o i i : : ; e r v a t i o n o f t l i e n a t i o n ' s b i o d i v e r s i t y and n a t u r a l a r e a s w i l l a l s o 
r e q u i r e s i gn.i. i Lean t a d d i t i - i i i a l i n v e s t m e n t s e n v i s i o n e d I n t h e o t h e r p r o p o s a l s 
b e f o r e t h e Coiiimi. 1.1: ee . 

? . EQUi'l 'ABLE Ti;i'.,-^TMENT FOR :";TA'I'E AND FEDERAL PROGRAMS; 

I n r e c e n t y e - r i i s , Che f e d e i i l ( l o v e r n m e n t l ias c e a s e d a p p r o p r i a t i n g t h e s t a t e 
p o r t i o n o f Idle Land a n d Ware r Con;-;e r v a c i o n F u n d , i 'he C u n s e r v c i n c y f a v o r s 
r e s t o r a t i o n o t t h i . s C e d e r a 1 ( 1 9 9 8 ) . f u n d i n g t o r s t a t e c o n s e r v a t i o n a c t i o n . R e c e n t 

i i , : i l . l o t m e a s u r e i : e s L i l t s ev i . ; l e t i c e t l i e s i i l i s t a n t i a l need and demand i n many s t a t e s 
f o r l a n d a c i n i ; ? i t i o n , con;.-i>;'i: v a t i o n a n d r e - c r e a t i o n p u r p o s e s . Enormous g o o d can 
come f r o m .I.eve r a g i n g s t a t e - coiiuii i t i i i e i i t s w i t l i f e d e r a l m a t c h i n g f u n d s . 

3 . INCREASED FEDERAL SUPPORT FOR STATE FISH AND W I L D L I F E AND PLANT PR0GRAM.S 
INCLUDING ST.ATE NATURAL HERITAGE PROGRAMS: 

S t a t e pjroLp:ams t o s u p j p o L t b i o d i v e r s i t y c o n s e r v a t i o n p r o g r a m s have been 
c l i r o n i c a l l y u n d e r f u n d e d . Th.: C o n s e r v a n c y e n d o r s e s i n c r e a s e d f u n d i n g f o r s t a t e 
f i s h a n d w i . l . d l i f e a n d p l a n e p r o g r a m s . New d o l l a r s s h o u l d t a r g e t e f f o r t s t o 
c o n s e r v e n a t i v e a n d riungaiii-i- f r s l i and w i l d L i f e , n a t i v e p l a n t s a n d n a t u r a l 

c o m m u n i t i e s . L e c i i s l a t i o n mus t a i s o e : - : p l l c i t l y p r o v i d e f u n d i n g f o r s t a t e 
n a t u r a l h e i . i t . ; i g e p r o r i r a i n s . These p r o y r a m s a r e r e c o g n i z e d l e a d e r s i n t h e 
c o n s e r v a t i o n oL n a t i v e t i . - . h and w i l d l i f e , n a t i v e p l a n t s a n d n a t u r a l 

c o m m u n i t i c - s . N e a r l y t w c i - c h i r - d s o t s t a t e n a t u r a l h e r i t a g e p r o g r a m s , i n c l u d i n g 
S L i c c e ; 3 S f u l one;-- i n New ilerci-ey, P e n i i s y l v . a n i a , M i n n e s o t a , C o . i o r a d o , O h i o and 
F l o r i d a , a r e n o t p a r t o f s t a t e f i s h a n d w i l d l i f e a g e n c i e s , a n d w o u l d n o t be 
a s s u r e d f u n d i n g i n propc-s . i I .-;; now b e f o r e t h e C o n g r e s s . 

T i le C o m m i t t e e -;;Ii-.m 1-"1 a l s c eii.-:.ure t l i a t new f u n d s supp-ar i : new i n v e s t m e n t s i n 
h a b i t a t a n d s t e w a r d s h i p r . i t . L e r t h a n r e p l a c i n g e x i s t i n g o p e r a t i n g f u n d s . 
4 . INCREASED SUPPORT FOR INCENTIVE-BASED, NON-REGULATORY PROGRAMS THAT ASSIST 
PRIVATE LANDOWNERS TH C0NSi.l-?7IiIG ENDANGERED SPECIES; 

Tl ie N a t u r e C o n s e r v a n c y s t i c n i g l y s u p p o r t s d e d r c a t e d f u n d i n g t o e n h a n c e 

,ims feu: p r c i v ^ i t e l.einciciwneis t o vci 1 u n t . - i i : i 1 y 
p e c i e s r e c o v e r y . The C o n s e r v a n c y , a l o n g 
he N a t u r a I C o m m u n i t y C o n s e r v a t i o n 

i t i a i i i i i n g .i 11 i 11.11: ,i. ve , .is i i ; . ; i n ' j f e d e r a l , a n d . ' . t a t e d o l l a r s t o c o n s e r v e h a b i t a t t o r 
n e a r l y 100 sp----res and i i ic- i . - t h a n tw-i' d c o e n riars.iieal co i iy i iun i t i es i n f i v e 
s o i i t h e - r n C.:i I 11 -. r i i.i a - joun t i- . - . - ; . By voJ u n t a r i l y j o i n i n g th.i .s p r o g ram, l a n d o w n e r s 

i. r i c e n 1 1 v e - b.ise-;!, non - re-gu I .-i t c> i:y p r o g 
- a s s i s t i n e n d a n g e r e d a n d t h r e a t e n e d 
w.i t i l p r i v . ' i t e and |ji.il:d i c | j , - i i t r i - e r s i n 

t i j p o t e i i t i . i l d e v e l o p m e n t u s e s o f 

: juences o f f u t u r e s p e c i e s l i s t i n g s 
c a n a c h i e v e g r e a t e r c e r t a i n C y w i c i i r e s p e 
.i.euid, a.-:; w e l l .is a v - a i d i n g uiie:-:|.iecI:c-e.l c u i i 
u n d e r t h e E n d a n g e r e d Specie:-; AcC . 
' i h e A d m i r u s t J.ei I; i o n ' s •?Si) m i l l i c a i r e q u e s t f o r t h e U . S . F i s h and W i l d l i f e 
S e r v i c e ' s Gloo|")er<:it i v e Enehingereel S p e c r e s Fund r e f l e c t s t h e c r i t i c a l i m p o r t ; n i c e 
a n d unmet putel. rc f u n d i n g ri--cd;; o f p r o g r a m s s u c h as t h i s . 

5 . INCREASED SUPPORT FOR NuKTH AMERICAN WETLANDS CONSERVATION ACT: 

The N o r t h A m e r i c a n Wet l.iiiid.-.; C o n s e r v a t i o n A c t has p r o v i d e d s i g n i f i c a n t f e d e r a l 
c o s t s h a r e f u n d i n g f o r s t a t u - f i s h and w i l d l i f e . t i g e n c i e s a n d p r i v a t e o r g a n i z a t i o n s 
t o c o n s e r v e , i . ' i - s t o i e a n d c-nhance c r i t i c a l w i l d l i f e h a b i t a t . The C c j i i i m i t t e e s h o u l d 
e n s u r e c.heit f i i n d i n y m e c h a n i s m s , s u c l i as d i r e c t i n g i n t e r e s t t l i a t a c c r u e s f r o m t h e 
F-i r tma n - R O I H - r t ::;-:in A c t , l : ie - i i , : t i . t t i i e p u r p o s e s o f t h e N o r t h A m e r i c a n W e t l a n d s 
GJoi ISO r v a t i o n , A i ; t . Such a m e c h a n i s m i s p r o v i d e d i n HR. 7 0 1 . 

6 . KEINVEirrMEWT OF OUTER c:G)N'i 1NENTAL 2HELF ("OCS") REVENUES I N COASTAL tl 'IATES : 
C o a s t . l l s t a C t - s , pa r t i c u l ,ai l y L o u i s i a n a , li-iive s u f f e r e d s i g n i f i c a n t e n v i r o n m e n t a l 
el.:iiii.ig'i- .:is the. r e s u l t e.i; OC: .ic: t r v i t i e s . A p o r t i o n o f OfJS r e v e n u e s s h o u l d be 
d e e l i c a t e d Co es i v i r o i i m e i i t ,;-i I i es t oi;a t i r j i i p r c ig ra i i i s i n c o a s t a l s t a t e s . We a r e 
l i o p e f u l t h a t t l i i j C h a i r a i i a i i , . 'i-eiiatc;r L a n d r i e u and o t h e r S | - ioi isors o f S. 25 w i l l 
v-;ock w i c h meiiili-ji:s c j f t h e ei i v i i/oiiiiic-ii t a .i icciiimun i c y t o e n s u r e t h a t S. 25 does 
n o t c r e a t e i n c e n t i v e s f o r - ;oii imuni c. l e s t o r e s c i n d e : - : i . s t i i i y m o r a t o r i a o n OCS 



a c 11V .L C 1 e s . 
7. INCREASED ;.:UPPORT FOl-l ci.iA.y'i'flL AND MARINE CONSERVATION: 
Res t o r i n g and p r o t e c t i n g c o a s t a l and marine ecosystem:? i s a c r i t i c a l l y i m p o r t a n t 
conservatic-n i i r i c M l C y . M.;iny ..-f C'ur t i s h e i i e s are rie-ar c o l l a p s e , p o l l u t i o n i s 
c r e a t i n g ofCshoie "il«ad t-:.n-:s" .-md cor.;il b l e a c h i n g and disease are i n c r e a s i n g l y 
common. Our natron's coasC.il areas and oceans c o n t a i n b i o d i v e r s i t y r i v a l i n g 
l:ropic.:il i-.:i.i n teu:ests, yi.it we as a nacroii liave focused l i t t l e . i t t e n t i o n on t h e i r 
c o n s e r v a t i o n . We caiuiot simply purchase a s e c t i o n of ocean and set i t aside f o r 
c o n s e r v a t i o n purposes. New permanent funding :-diould i n v e s t i n the range o f 
a c t i o n s nc'Ces;:..-ity f o r puotc-cCxng marine habj t a t s , i n c l u d i n g c o n s e r v a t i o n , 
r e s t o r a t i o n -iruJ acciu i s i C l o i i of c r i t i c a l c o a s t a l areas, water q u a l i t y 
i m p r o v e m e n t a n d management of l i v i n g marine resources and h a b i t a t . I n the 
F l o r i d a Key.s, fcir e:-:ampl.e, t i i e Conservancy's F l o r i d a Bay Watch program has 
documented incre a s e d n u t r i e n t s i n near shore waters, h i g h l i g h t i n g the need t o 
upgrade and r e t r o f i t waste and stormwater systems. 

8. PACIFIC COASTAL SALMON PECGWERY 
P a c i f i c SLil.iiioii p o pulaticuis have d e c l i n e d p i r e c i p i t o u s l y from h i s t o r i c a l l e v e l s , 
r e s u l t i n g i n Endangered Species Act l i s t i n g s of an i n c r e a s i n g number o f both 
c o a s t a l and i n l a n d salmon runs. Wliile the reasons f o r t h i s are comple:-:, r t i s 
c l e a r t h a t li.-itatat d e s t r u c t i o n , over- a p p r o p r i a t i o n of water r r g h t s , p o l l u t r o n , 
stream block.ieie;:; from liyrh:...|iciwer and oth e r developments, o v e r - h a r v e s t i n g , and 
unintended hatchery impacts, on n a t i v e runs have a l l played a s i g n i f i c a n t c o l e . 
E:-:peri eiice Ciecin the Flor.icii Everglades t o the Columbia River Basin has 
demons t r.a ted tiiaC Vri::;t ame-Lints of money c-iii lie spent on h a b r t a t r e s t o r a t i o n and 
recovery t l i a t c-ould liave Ij.-cn moiee e f f i c i e n t l y spent on h a l i i t a t p r o t e c t i o n 
l.H::ISoi"e t l i e ;-;y:. tems liad b-i.-n .altered and degraded. We may now h.ive t o make some 
tough clicii.ces about wiiere l.ish can be s u c c e s s f u l l y recovered, but we should 
focus our e l c o r c s on f un.:-1 i ' H I I iiei systems wi.th r e l a t i v e l y i i e a i t h y h a l o i t a t s and 
saImon popi 11 ac ions -

'the Nature Consi-jivancy re-;;'e|iii:-;es t l i a t t here i s a c l e a r l y e s t a b l i s h e d need Cor 
s i q n i f i c a n t .-iddxtional fundi ng beyond the A d m i n i s t r a t ion' s $100 m i l l i o n f o r 
these e f f o r t s t o succc-c-d, i >K rhaps as much as .'i-SOO mi 1 I i on a n n u a l l y f o r s e v e r a l 
years. Giivi-'-n the si:?.e ol; ch.-i rereoiiiiiiend-i.J ,:ippropr 1 aC. ion, j t i s i m p e r a t i v e t h a t 
| : i i i o r i . t y Ijc- g i v e n t o e c t i - c r - n t prevc-ntioii sti:at;egies such as h a b i t a t pu:otecti.on 
over more c o s t l y recovery e i f o r t s . 
9. INCREASED ;;:UPF'01<'1' FOR AGIRICULTURAL FOREST AND OPEN SPACE PRO'lECTION; 
Hatching greints f o r ag r r cu 1 c. i i r a l , f o r e s t and open space c o n s e r v a t i o n , l i k e s t a t e 
appropriation.--: from LWCF, wouJ d increase the c o n s e r v a t i o n e f f e c t of s t a t e 
investments and f e d e r a l i i i . i t l a t Ives such as the Forest Legacy program. The 
Conservancy j s work)ng w i t h farmers along New York's Fish Creek and I l l i n o i s ' 
Hai";k.iiiaw River t o address lesource c o n s e r v a t i o n issues w h i l e enhancing the ec 
v i a b i l i t y o t s u s t a i n a b l e l:n;iiiiiiy o p e r a t i o n s . Increased o p p o r t u n i t i e s f o r 
c o n s e r v a t i o n e,;i;-;einerits could e i i a l i l e farmers, ranchers, and f o r e s t owners t o 
m a i n t a i n s u s t a i n a b l e economic uses w h i l e p i r o v i d i n y important p u b l r c c o n s e r v a t i o n 
l . i o i i e f i t s . ::;iicli riroyrams we..uld a.iso help m i t i g a t e the t h r e a t t o b i o d i v e r s i t y 
c-iusei:l by I i,:ib.i t .:i t f r.igiiien r .:i t i o n , ,:in i n c r e a s i n g and pervasive t h r e a t t o 

I j i o d i ve rs 11 y . 
10. DEDICATED FUNDING FOR URBAN PARKS: 
Ai thou( |h t l i e CC'iisei vancy ' .-:- m i s s i o n tocus i s b i o d i v e r s i t y c o n s e r v a t i o n , we ; j o i n 
and su[:>i;)ort our col . ieagues who seek d e d i c a t e d f u n d i n g f o r urban parks t h r o u g h a 
r e v i t a i i s e d i.irtian Park, and i - iecreat ion Recovery proyram. C r e a t i o n o f a separa te 
dedrcaCe-d fLinding source w- i i l d ensure t l i a t urban par i : f u n d i n g does not compete 
w i t h the s t a t e and f e d e r a l l and a c q u i s i t i o n programs suppor ted by the LWCF. 
1 1 . DETERMINATION OF LWCF PRIORITIES WITHOUT GEOGRAPHIC OR OTHER STATUTORY 
RESTRICTIONS: 
LWCF fundinc i shou ld be a v a i l a b l e f o r a c q u i s i t i o n o f h iyh -p i r io r i t y lands w r t h o u t 
. i i . b i t r a r y geoi i r.a ph .ica 11 y-b.-i :e.ed 1 r i i i l t a t . i oiis on l o c a t r o i i cu: land management 
aiiency . Rt-s t r i c t .i ng p u i cha.-.•:•;; to i. niio I d i iu j s or Congre s s iona l l y d e s i g n a t e d areas 
-:;eiuld s-:iiiie 1.1 llie:-; di.re-i:,t feo-.-ral a t t e n t i e i n .ind fund. inf i .;iway f i:om the most 
i m p o r t a n t -md r . J c i n i f i c a n t •.•on:5ervat i o n o p p o r t u n i t i e s f o r p r o t e c t i o n o f the 

I la c i on ' s t'.i .;id I ve rs i t y . 
12. APPROVAL OF LWCF ACQU i;. : I TIONS IN AN EXPEDITIOUS MANNER; 
The Congress shou ld not rs-qu i r e a p p r o v a l o f l and a c q u i s i t i o n s by m u l t i p l e 
commi t t ees . Lemd acqu i s i t .oin programs should be des igned to mi.iiiml::e t l i e lei.sk o f 
mcreased co;:U...; and lo s t c-:nserva t i o n cj|ipri r t urn t l e s Co the peotcie o f the U n i t e d 
s t a t e s . They ;:-liouid t i l so i v o i d unreasonable burdens and de l ays on p r i v a t e land 
owners who v-;.ish to s e l l t l i e i r l and Co government. 



13. TIIE NATiONAi, PARK PRE 
Tlie Nat.ui-e GloiiLie rvancy has I 
the Scnith F l o r i d a ecosystem, 
t o ensure the l o n y - t e r m vi .- i l i 
F l o r i d a Keys, i.ec|uires the s 
l e g i s l a t i o n , i ' royraiiis Co ens 
Parks WOUILI -als'i b e n e f i t i:L'.:-
14. BUDGET ISSUES: 
'Hie f i i i i d i i i g leve. is c a l l eel fo 
changes l:o tii-s e : - : ls t ing bLi.:lg 
does not liave ;i u r i s d i c t i o n e-i 
Committee tC' r.:iise these . i . -
the Budget Commit tee . Tii.i •.; C 
i m p o r t a n t l e g i s l a t i v e protje-s 
Budget Commi.Cte-e f a i l s Co .:i .i 
api i>Lopriate, c lie nece;ssai:y C 
CONCLUSION 
The Nature Coi 
L.l nd r le-u, P-o;-;. 
1 (:i .1 s 1.:! 11V c p' 
a-. i ; l i t l o i 1, i iuii i- . 

C) rc|an 1 za 11 on::; 
feu. l and c;o 
suppor t an-:l 

VAT ION ACI' 
':>ny-sup|:iorted f u n d i ny t o r e s t o r e t l ie Everglades and 
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Mr. C:liairinaii, Members o f i 11 
l:."=.-fore you today about tiic-

Coiiuiii 11 ee . '14ieink you f o r the o p p o r t u n i t y t o t e s t i f y 
:^sue o f cominurnty growth and e n v i r o n m e n t a l 

e | u a l i c y . My ii.iime:- I s Rrichai;-;! Moe .;ind I emi Pres iden t o f the Ne-itional T r u s t , f o r 
H i s t o r i c P rose rvei t i o n , .1 i r - i i -p ro f i c membership o r g a i i i •s.:i t i on, e ihar tered by 
Coiigres::; i n .1.9-19. 'Hie N.:i t i'I'l la .i T r u s t f o r H i s t o r i c P r e s e r v a t i o n works t o 
re V i t a 1. .1 se Ainei .LC;a ' s coniinuii i t i e s by p re se i ' v ing our he r i t acje - -1: he b u i l d i n g s . 



ne iqhbo rhCiods, -..lowntown;;. ..md landscaFjes t h a t l i n k us w i t h our past and d e f i n e us 
as Ame r i.ca n::; . Our m.i.ssioii i : : , summed up i n a s l io i t : phrase; " P r o t e c t i n g the 
I r r e p l a c e a b l e . " Sprawl dest roys the i r r e p l a c e a b l e , which i s why the N a t i o n a l 
T r u s t i s conce-lenerl a l i ' i t i t s f - r awl - - and wliy I am pieeised to appear be fo re t h i s 
Committee Coda'/. On beha l f o f oLir 275,000 members, t l i e N a t i o n a l ' I r u s t advocates 
f o r the protee-t i.cTu o f the t i i i . i l t environment as w e l l as n a t u r a l landscapes o f 
h i s t o r i c and culturei . l . s j g n i f i c a n c e . Tlie i n t e g r i t y , indeed , Che very e x i s t e n c e o f 
rlie;-s? l esou ra.;:-.;. , are t h r'-̂  .:i i .-ned by i:'Ooi; |;d a n 111. ng and :i. i ia|:)|j rc'|;-r i . i I: e cievelcipunent . 
America today I .s engaged in a g r ea t n a t i o n a l deba te . I t ' s a debate about s p r a w l . 
I'he cenCra.l e ] i ies t io i i i n Ch- delc i te i.s t h i s : W i l l we c o n t i n u e to a l l o w haphaieard 
cirowth t o consume more c o u n t r y s i d e i n vjays CiiaC d r a m the v i t a l i t y out o f our 
. e r t i e s whr.lc- eieoding the qu.-i 1, i t y o f l i f e v i i t u a l l y everywhere? Or w i l l we chotjse 
i n s t e a d to u.se - j i i r l.emel nica-: s e n s i b l y and t.o r e v i t a l i z e our o lde r neighborhoods 
and <;lowntowiis, t l i e r e t iy enli.:iiic mg the q u a l i t y o f l i f e fc j r everycMie? 
The- debate toue.lies every isi.'oct o f our l i v e s — t h e q u a l i t y o f the n a t u r a l and 
b u i l t en V I roiiiinrn t s , how we [:eel about t i i e 11 •'--a-3 where we l i v e and work and 
i: 'Iay, how mi.icii t ime we li.;ive f o r o u i f a m i l y and c i v i c l i f e , how roo ted we are i n 
our coiiuiiun.L t i es . I t i e l i e v e th.;it t h i s def la te w i l l f rame one o t t l i e most 
m i p o r t a n t p o l r c i c a l i s sues u i the f u s t elecade o f the 21 s t c e n t u r y . U l t i m a t e l y , 
i t s outcome w i l l deteriniiie- wl ie t l ier the American dream w i l l bee. me a r e a l i t y f o r 
f u t u r e <jeiic.M:cit icms. 

P r e s e r v a t i o n is m t l i e business of s av ing s p e c i a l p laces and the q u a l i t y o f l i f e 
they .-support, m d sp rawl d t - s t roys b o t h . I t devours h i s t o r i c landscapes . I t makes 
the s t r i p m a i l s and subd i v i •sions on the edge o t Washington look, l i k e those on 
t l i e -.̂ cRie ' . ' f ,'\lt'ue|uei:c|uc oi P1 riiiiiigham oi: Liny o t i i e r American c i t y . I t d r a i n s the 
l i f e C'lic o f ol-ie-r ccimiiiun i c .1. es, stO|js t h e i r economic pu.ise and o f t e n pu t s them 
i n J I It eii.e; i ve i r"'-'---jr ;-;-:iiiie r i mes oven the morgue . :.;prawl reminds me o f J u s t i c e 
S t e w a r t ' s r.=:marl: about poi;n-jgraphy: I t ' s hard t o d e f i n e , but you know i t when 
you see i t : . I n .-^nniple tenns, si:a:awl i s the p o o r l y p lanned , 1 ov; -densr ty , 
,':iuC o-o r i e n teel -:leveloi.iiiieiiC t h a t spteads out f rom the edges o f conununi t ies . But 
I t IS best i l eCmcd by the way Jt a f f e c t s us i n our d a i l y l i v e s , Wins ton 
C l i u r c h i l l .-:;aid, "We shape -.ur l . i u i i d i i i g s , ..iiid t l ien our b u i l d i n g s siiape u s . " Ihe 
same ho lds true- f o r cominuiu t . i es : Tlie way we shape them has a huge impact on 
the way we f e e l , lit- way w-.- i n t e r a c t wi . t l i one ano ther , the way we i i v e . By 
harming ou r ..••••mmunities., -sprawl touches us a l l —and one way or ano the r , we a l l 
p-:i y Co r .i c. . 

We pay i n opivii :-;pace and i.-i nii.iand l o s e . Sine;e 1950 the state- of Pennsylvania has 
l o s t more than 4 m i l l i o n .ceres o f f a r m l a n d ; t h a t ' s an area l a r g e r than 
CeinnecC i c i i c .:inel l-Uiode l: : . l - : i i i - l combined. M e t r o p o l i t a n Plioeiii:-: now covers an area 
the sisc- ol: li.i-I .iw.:i re-. I t ' : : .'St i mated t h a t over the next 45 years , sp rawl i n the 
C e n t r a l V.:i 1 l e y o f CaJ i to rn i -a w i l l a f f e c t more than 3.G m. i i l . i on acres o f 
Aiiier.LCa's moeit |Jroduc11 v-.:- i..i i i i i l a i id . 
We pay i n t ime t o s t . A stu-:ly l a s t year r e p o r t e d t h a t each o f us here i n 
Washington spends about i-? hour;-, a yeai .-- t . l ie e q u i v a l e n t o f a week and a h a l f o f 
work — s t u c k m t r a f f i c . Tlir p r i c e tag f o r t ime and f u e l wasted i s r o u g h l y ifbHO 
a n n u a l l y feu: every man, weHiian and ch.i.ld i n t l ie Wasl i inyton a rt-ei. I n Los Angeies , 
t l i e average speed on the freeways i s e:-:pected to drop t o I I nii.ies per hour by 
2010. A new t e r i i i - " r o a d raih:-"--iias been co ined to d e s c r i b e d r i v e r s ' f r u s t r a t r o n 
over t r a f f . i . c . We pay i n i i i i i l i e r ta:-:e;.-;. Over Che decades, we've handed over our 
ta:-: d o l l a r s t o pay f o r l .n l r i s t r u c t u r e and s e r v i c e s — t h i n g s l i k e p o l i c e and f i r e 
p r o t e c t i o n , water and sewei. l i n e s , schools and s t r e e t l i g h t s — I n ou i 

conuiiuiirti es . Now we're- I.H-iiig a:;;l:ed t o pay h i g h e r ta:-:es to d u p l i c a t e those 
s e r v i c e s i n e,|:u awl ing nev; - level.opnieiit:i, w h i l e t i ie i n f r a s t r u c t u r e we've a l r e a d y 
p a i d for- . t ie;; .ibancloned oi under used in our oleler c.iCy c e n t e r s and suburbs . 
Evc-n worse, b.-c. i l y cive leiiiii-.; 111 :e use our ta:-: ' : lo l la i ; s t o o f f e r i n c e n t i v e s and 
w r r t e - c j f f s Co sj.irawl de ve ic-p-.::r s - - i n e f f e c t , rewardrng them f o t consuming our 
1 cindscape and we.nkeniny our o l d e r conununi t ies . 
F i n a l l y , we t).:iy i n t l i e sCe-idy e r o s i o n cif c;eir q u a l i t y o f l i f e . I nne r c i t i e s have 
become ei le-1 .j v!-._, o f povc-r-i:y. Lonci, f r u s t ra t mg commutes leave us less t ime w i t h 
ccir f a i i L i I i e s . Ti-ariquil . in-j i ih fio rhoods are d e s t r o y e d by road-wide i i m g . H i s t o r i c 
landmarks net eleiiio 11 si led .ind c;arted o f f to the . i a i i d f i l l . Eveiyinlace winds uii 
l.-icTk.iiig more and more I l k - - Noplace, 'lhese :-;.igiis p o i n t t o an inescapab le f a c t : 
.':;i.)rawl . i i id .iC:.; Oyprodueits i-:-pri-;sei11: t i le number-one t h r e a t tc^ conununity 
.1.1 v a b i 1.1 t y i l l America today . And i n a competi t i v e g l o b a l marke tp l ace , l i v a b i l i t y 
i s t l ie facCoi; t h a t w i l l dr:i >;-iiiiiiie wl i ich comniuii i t i es t h r i v e and which ones 
w i t h e r . Noliei f 'r i. ze-w i nil 11 uy economist Roliert Solow puts i t t h i s way: " L i v a b i l i t y 
If. not soiin- ni l - icf ie-c bise; lu.euty. I t i s an economic i m p e r a t i v e . " 



s p r a w l i s l:ina.i.l.y g e t t i n g die j i t t e n t i o n i t deserves . I t was the s u b j e c t of ma]or 
i n i t i a t i v e s announced by the Pres iden t an^l the Vice P res iden t rn b a c k - t o - b a c k 
speeches i n . )a una ry . Bi.|ja rt. .1. ..laii cauejuses locus rny on smart g rowth and community 
l i v a b i l i t y liave been forme.:! i n bo th the House and Senate. Governors across the 
p c c L l t i c a l s|jee;C rum liave anu'eiunced pirograins to c o n t r o l sp rawl and encourage smart 
g r o w t i i . The Urliaii Land I n s t i t u t e , the American I n s t i t u t e o f A r c h i t e c t s , the 
N a t i o n a l Governors Associa 1 i on, .:ind f o u n d a t i o n s and n c j n i i r o f i t o r g a n i z a t i o n s o f 
every s t r l | i e h o l d seminars .:iiid worksi iof js on s p r a w l . Last November, v o t e r s f rom 
Cape Cod to C . : i l i f o r n i a ove 1 vdie 1 m i i ig . iy approved some 200 b a l l o t I n i t i a t i v e s 
re . l a ted r.o g rov j t l i iiianagenieiit and urban r e v i t a l i z a t i o n . 
A l l t i l l s a 11 e;-n t rca I i s welc-'-me. Sprawl i s a n a t i o n a l p r r j f i l em, and i t needs a 
n a t i r j i i a l deba te . Bul: the d-'-liate s h o u l d n ' t focus on f i n d i n g a n a t i o n a l s o l u t i o n , 
liecause t h e r e i s n ' t one. 'Flic're are two e s s e n t i a l elements i n any e f f e c t i v e 
prciyrain to combat s p r a w l : s e n s i b l e land-use p l a n n i n y and the r e v i t a l i z a t i o n o f 
e s i s t i i i g connnuni t ies . Tli-rse are i ssues t r a d i t i o n a l l y and best handled a t the 
s t a t e and .lCiC.:i.l. l e v e l s - ,:IIKI t h a t , i n tdie end, i s where the f i g l i t a g a i n s t sp rawl 
v j i . l . l be won cu: l o s t . But Ch-: f e d e r a l government a l s o lias a c r u c i a l r o l e to p l a y 
i l l the proo'e::;s . 
There are c4;iviously many l:.ie.:Cciis su-'ih as c;L.rme, drugs and bad schools and p u b l i c 
service;:; t l ieit have helped p r o p e l the e:-:odris ejf peop.ie and "lolis f rom our c e n t r a l 
c i t i e s , but t h a t e.--:odus lia.e. been g r e a t l y f a c i l i t a t e d - e v e n a c c e l e r a t e d — by the 
e f f e c t s of fc--;lei:a I | i o l i c i e - ; . .'Iome-C1 mes tiie::,e e f f e c t s have been i n t e n d e d and 
sometimes r hey have been i n . i d v e r t e n t , bu t i n most cases they liave been p r o f o u n d . 
Bii-caii.Lie tlic- I .----|-"-ra 1 aovernnvnt lias c o n t r j bntwd so lie-avi ly t o the probi^;m, i t has 
a c l e a r d u t y t o h e l p f i n d r . o lu t 10ns. 

I t can- -and :;;lifeiuld--dci S'"i 111 four ways; 
F i r s t , i t shou ld ce i r rec t | je:- l icies t i i a t encourage or reward sp rawl 'lhe d i r e c t 
r o l e o f feder . ; i i p o l i c i e s and liivestiin?ncs i n p romot ing suburbeiii development at 
the e:-:pense of c i t i e s i s e l i t " f i c u l t t o p i n down. I t ' s never been s y s t e m a t i c a l l y 
s t u d r e d . But we do have a ve ry c|ciod idea where t o l o o k , because s p r a w l - f r i e i i c i l y 
P ' o i i c i e s and f j r . i c t ice;:; e:-:i. ;u i n a lmost every f e d e r a l agency. I ' l l ment ion o n l y a 
f evj e.xanipl.es . 
The f e d e r a l i:,:i:e code, i n . : i i l it;;-. comple:-:i.ty, i s h e a v i l y t i l t e d toward new 
development ami Clie cciiisuiii| 4: ion of open space. The ta:-: code lias h i s t o r i c a l l y 
s u b s i d i z e d upp<-sc midd le cJ ass hoineowne rsl i i .p i n the suburbs . I t needs t o put at 
.least as iiiucii -vinphasis on |:n:oiiioti ng cippo r t un i t i e s f o r r e v i t a l i z a t i o n and 
s t ab i11za tLOn o f o l d e r o •mmunit ies . Federa l tax p o l i c y needs Co p r o v i d e 
i Iiceii11 ves-wli i - j l i are ciiierenc l y l . ack i r ig - - fcu : m i d d l e - c l a s s and moderate-income 
ineiuseliolels t o i"-.-ccjnie iirljeiii lioiiic-owners. 
N e a r l y 1 i i i i . l . i i o i i peo|:)le worl: d i r e c t l y cu i n d i r e c t l y f o r t l i e f e d e r a l 
(lovernment . W i t h a workforce- t h a t s i z e , d e c i s i o n s about where the government 
l o c a t e s I t s o t f i . c e s can have- a huge impact on a communi ty ' s economic h e a l t h . 
E x e c u t i v e c)rder 12072, si.iined l.iy Pres iden t C a r t e r , and Execu t ive Order ISOOii, 
s i g n e d by p r e s i d e n t C l i n t o n , r e q u i r e the General Se rv i ces . A d m i n i s t r a t i o n and 
o t h e r f e d e r a l agvncie.s t o l ook f i r s t a t downtowns and h i s t o r i c b u i i d i n g s and 
areas when coii:;.i der m g wlic-r-.:- to l oca t e f e d e r a l f a c i l i t i e s . Since the 1980s, 
t l i e rehas bec-n a g rowing t rend toward f e d e r a l agencies l e a v i n g downtown.s and 
l o c a t i n g in nev; suburban developments . 
U11 f o r t una t e I y, 1 nip feme 111 a i r -n i.if t l iese e x e c u t i v e o rde r s lia:;i been s p o t t y and 

I ncon.'ii s t e n t , w i t h agency beads c o n t i n u i n g to [ i ressure the Gl;-:A f o r l o c a t i o n s i n 
new el--: ve L C'|.iM--.i a -:; . Fiieiht ii--.'.-:, fc-i: (-::-;,iiiii:-i, i n I:1M.C : : ; i[ ial l , --.icii i-.:>iiii ej,:i 11 y-ele-p i;c:s::;e:d 
rc.wii o f Gl.;i:igijw, Montana, i l i e U.S. De|jartmeni: ot A y r r c u . i t u r e i s p u t t i n g i t s 
ce.'Liiity r - f f . i c e I.n a new bei.i. I e.l eiig t i n t w i l l t'O cc.nis t rue t ed i n p,:isture l and on the 
edge of town. A s u i t a b l e clowntown b u i l d i n g was a v a i l a b l e , but USDA r e j e c t e d i t 
liecause thi-j |j..i 1:k 1 nci i o t .1:; .1 Ldock away ins t ead o f r i g h t next door . 
R e l o c a t i n g post o f f i c e s to suburban s i t e s can a.iso dea l a body blow t o a 
s m a l l - t o w n Mam S t r e e t — and put h i s t o r i c b u i l d i n g s a t r i s k as w e . i l . Because post 
o f f i c e s serve .;iii . important rccle 111 the s o c i a l and bus iness l i f e o f many towns, 
th-i' U. ;::. F-cc--;teil. :;;ervi.c.e in-eds to g i v e ce-iiimunities more say i n where these 
essen t l -a l f a c i l . r t i e s eire t-"- l-e l.ocaCed. I want to take t h i s op] jcu : tun i ty to 
i.'L'iiiiiieiiel SeiiiC':u: Baucius, wh.:- a long w i t h Seniitcu: Jeffcu'cls and Ccjiigressinan 
Blumenauei , has championed the Post O f f i c e Community P a r r t n e r s h i p A c t , which 
would e s l : a l d i s h minimum c i t 1 ;;en .1 n vcd veiiien t ree|ri 1 reiiiei 11 s t h a t vjot i ld a p p l y to t l i e 
renovat i o n , i v l o c a t i o n , c i o s i n g , or c o n s o J i d a t i o n o f post o f f i c e s , and r e q u i r e s 
the Postal. Sei.vi.ce t o comply w i t h any l o c a l zoning or b u i l d i n g codes imposed at 
the s t a t e ':ue 1 e.-;;al l.ev-el . 



Tlie l i s t cicie::; on and on, but the Iciygest c'f fender c>f a l l I s fe-deral 
C r anspo r t a c i o n f i o l i c y , v%flii'.-h can be sunimed up i n a s h o r t phrase : " f e e d the ca r , 
s t a r v e the a . i c e r n a t r v e . " As . less ica Mathevjs wrote a w h i l e agc) i n the Washington 
Post , "/Vme r. i c.;i n::; are not i r r a t i o n a l l y -"la r - c ra zed . We seem wed-ded to the 
a u t o m o b i l e because p m l i c y ..i cte r . . . p o l i c y . . . enctou rages us t o be . " T r a n s p o r t a t i o n 
o f f i c i a l s yenc - r a l l y t r y to " s o l v e " problems by b u l l d i n y more roads- -an approach 
which i s o f t e n . l i k e t r y i n y Co -"jure o b e s i t y by l oosen ing your b e l t , 
i-'eopie neced t r a n s p o r t a t i o n c l io ices and conununities r iceci balanced 
t ran.sportat .i.ejii systems. II i ;.-Cor r ce r i ly , f ede ra I p o l i c y h.nsii ' t clone a good 30b o f 
'O i fe r i i i e i l:heiii--tiLit c.hai: 1-;; -el lei ng i i i f | , tliaiik;e t o your 1 eade r sh i |;), Mr. Cha.i. riiiaii, 
.:ind t h i s Cr-niiu i r t e e ' s, .in i n i i l d i i i g c.ri Che v i s i c m of iSTEA Chr-auyh the 
T r a n s p o r t a t i o n E q u i t y --''-c C i'or the 2 1st Century (TEA-21) . 'l'E.A-21 encourages 
p l a n n i n g t h a t looks beyond 1 lerelevai i t p o l i t i c a l boundar ies and a l l o w s f o r 
g r e a t e r c i t i z e n and loca l . t|eiveriinient p a r t i c i p a t i o n i n iiiakiny t r a n s p o r t a t i o n 

I nvestnient dec i.-n.ons. Now 1 hat TEA-21 i s law, we need to move t o rward w i t h the 
hard work o f implementa t i-'m a t the s t a t e a n d l o c a l l e v e l s t o f u l f i l l i t s 
p r o m i s e . F i r s t and f o r e i n c s i , however, f u l f i l l m e n t o f t he goa l s o f TEA-21 
p r o v i d e s a g r e a t o p p o r t u n i 1:y f o r the federa.I. Depiartiiient o f T r a n s p o r t a t i o n t o 
take a l e a d e r s h i p l e j l e i n u i g m g the s t a t e s to take f u l l advantage o f t h i s 
l..;iridm.-;!rI: l.eeii;:; l . r . i t io i i . 

Second, the f e d e r a l yovernnient shou ld reward s t a t e s and conununities t h a t 
promote smart yi :owtl i and he lp r e v i t a l i z e e x i s t i n g co inmuni t ies . 
Being ant i-.e;pr.:iwl i s not l:ic i ng a n t i - g r o w t h . I'he e |uest ioi i i s licit whether our 

communi t ies s l i o u l d grow, tuit r a t i i e r liow t l iey w i l l grow. More and more 
p e o p l e - - p r i va c e c i t i z e n s aii.J pub l 1 cof f i c ia I s a l i k e - - a r e r e a l i z i n g t h a t the 
answer to t h a t e]uest ioi i I 1 i n s e n s i b l e .Land-use p l a n n i n g . 
Three statess h.:ive r e c e n t l y .i.-iunched d i f f e i e n t e f f o r t s to manage s p r a w l . Last 
May, 'lenness.-e passed a law t h a t r e f j u i r e s c o u n t i e s and m u n i c i p a l i t i e s t o adopt 
"g rowth p l a n s " w h i c h , amonu o t h e r t h i n g s , set f i r m boundar ies f o r new 
developinent a i i l p u b l i c s e r v i c e s . C loser to home. Governor Gnlendenmg' s Smart 
Growtii i i i i t i . i t i v i - i.n Mar-y.i.jnd i s one o f tin-: most 1 nno va 11 ve--.:i nd p o t e n t i a l l y one 
of the most s.i.em i f i c a n t - - 111 the c o u n t r y . Under G3overncir Whitman's l e a d e r s h i p , 
r e s i d e n t s of. N.̂ w .Jersey have approved up t o 098 m i l l i o n i n tax revenue a n n u a l l y 
f o r c o n s e r v a t i o n and h i s t o r i c p r e s e r v a t i o n ; over 10 years t h i s measure w r i l 
p r o t e c t a mrl l . i .c ' i i acres o l .Laiid--a marvelous g i f t t o f u t u r e g e n e r a t i o n s . 
We s h o u l d encourage e f f o r t s l i k e t l iese i n o t h e r s t a t e s . 1 suggest t h a t we des ign 
a f e d e r a l "siiiaiet g rowth sco:.i.ecard"--a sysceni t h a t f a v o r s s e r i s i l j l e , s u s t a i n a l j l e 
( ] rowtl i and e v a l u a t e s the- e-1 f ec 11 vei less w i t l i wl i ich s t a t e s and communit ies meet 
t h a t t e s t . I:! t ,:i e.e::; t h a t anif-nd t h e i r b u i l d m g code;:; t o make them more 
" r e l i ab -1 i:r-al u.1.1 y" or chat i ,-niove t h e i r c o n s t i t u t i o n a l ban a g a i n s t the use o f 
s t a t e y.as tax rev-i-nues f o r iii.:iss t r a n s i t p r o j e c t s , f o r example, are t a k i n g 
p o s i t i v e s teps to f i g h t .•sprawl and r e s t o r e communi t i e s . They ought t o be 
rewarded . The I e d e r a l s co r ' - ca id would g i v e s t a t e s c r e d i t f o r . i n i t i a t i v e s such as 
these .:ind W.;)LI i.;l g i v e siiia rC->i rciwtli p r o j e c t s an edye i n the coinpet 11 i o n f o r 
f e d e r a l f u i r . l s . 

' Fh i rd , the f o - P r a l g-eive 1 1 me-i 11 .should promote regional , c o o p e r a t i o n as a key to 
e f f e c t i v e Ce:>iitrol o f S|jrav;l . 
M e t r o p o l i t a n areas now c o n t a i n c lose tci 80':. o f l:he t o t a l U.S. p o p u l a t i o n . H a l f 
Che people i n t h i s c o u n t r y nov; l i v e i l l ] u s t 39 m e t r o p o l i t a n a reas . But 
ei'jve r i linen I:-a 1 ;-; i: iructu res 111 now.iy r e f i e c t thi .s rc- 'a l i l :y . 
Urban d e c l i n e and sp rawl .:ii.e p r . i c t i c a l l y guaranteed wherever the re i s a 
b a l k a i i i z e d sy;-;ceiii o f .Locei 1 j u r i s d i c t i o n s , ' i h e r e ' s a p e r f e c t example r i g h t l iere 
rn Washi ngCon, where our met ro|:icil 1 t an are.i rs a patchw.irk q u i I t coi i ip i r is iny two 
s t a t e s , the D.i .-:;t r . i c t o f Gic; I umbia, a dozen c o u n t i e s and a score o f 
mu 11 icxi|:ia 1 r t r-ee;--e.-acl I w.i t h i t s ejwn bu-dyet, i-e-acli f o l l c j w i n y i t s own agenda. 
When I t ccnne;-; co s p r a w l , -crty l i m i t s and county l i n e s are o f t e n meaningless 
nciirks -.111 a nia|:i. L i m i t e d j ur i sd 1 c t .1 on make;:; I t iia rd f o r f o c a l government t o dea l 
w i t h a 11 i.s;;rie -". C t h i s may 11.1.1, ri-de, and e f f o r t s t o c o n t r o l , sp rawl in a l i m i t e d area 
o f t e n j u s t s l i i t t the prol'l-.-m f rom one coinmunity t o a n o t h e r . I t ' s l i k e t r y i n y 
to sCopi a l:l':-ijel v-jrth a |.'Lcl:-:-t feneje. 
S ta te s nee-?el to encourage bi.e.al ijoveriiiiiei 11s i n t l ie same re-yi.oii t o b e t t e r 
c o o r d i n a t e I he.i. r' land-use .inci t ranspcuetatlon p l a n s , and the federa l , gejvernment 
can h e l p a gre-.it deal, by >•• imply p r o v i d i n g bas i c i n f o r m a t i o n t h a t r e g i o n s need. 
Much o f t h i s 1 n Co rma t ion--ct:-a 1 i n g v ; i t h t h i n g s such as t i ie geographic mismatch 
betwe-t=-n wcu:k>-i;:; .:iiiel ie)li;:, , ; i i i . | rhi-: i:;;-;cc-nt or ciul: m i e i r a t i o n f rom c i t i e s Co 
•-;uliurbs~-.i I. re.iidy ex .mts , l.-i.ii: .1. t i s d i f f . i c i i . i t and expens ive fcu" . i o c a . i i t i e s 1:0 
':>tu;.iiii. 'Fh.eii:'::; ei f a i r ' . l y -e.i:;--,- ].i r-.ililecm to t i ; - : , .ind the- t ecle i:.:i .1. cicive rumen t ouejlit tc^ 
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