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NOTES ON ATTACHED ™UNTAPPED MARKETS" TABLES AND TEX(T

« This is an excerpt of some untapped markets analyses that HUD can palish ana
. make ready for the Prasldent's use next week.

« We have 1997 numbers for central cities as a whole (Table 1) and expect 10 have
updated estimates for “inner cities” (Table 2) in time for the President’s use next
week. The latter are 1892 for now. '

e The up-front builets include data on significant untapped market potential in / /
Atlanta—bcth the city as a whole and the inner-city neighborhoods. &ﬁ

A
Wi



Uo/ /U, Yy UL :129v FrAA NALL BLUunNUMLILC LUUNCLL WiUuag ULy

NS B6-99, 19:@0 RES EVAL MONITOR > 94562878 NO.EC? ooz

AMERICA'S CITIES ARE HOME TO LARGE, UNTAPPED RETAIL MARKETS

May 1999

OVERVIEW

The Nation’s cities represent the number one emerging market for retail growth.
Many of the Nations’ leading cities suffer from significant M— they have
too little retail to meet the demand, and tap the buying power, of their own residents.
While residents live in the city, and while many earn their wages there, much of their

———

income is spent elsewhere—in the suburbs, on-line, or by mail order. For example:
- .

o The most “under retailed” large cities are losiﬁg one-fourth to one-half of the
retail spending by their own restdents to suburban areas, nail order, on-line
shopping, and ather retail outlets. In 1997, over $39 billion was Jost from
New York City alone; $16.8 billion from Los Angeles; $8.6 billion from

Chicago; and $1.1 billion from Atlanta.

s Sowme of the most untapped, under-retailed markets are in the irmer cities of
our urban areas — for example, residents of the poorest neighborhoods in

Aflanta spend about $127 million eack year on retgil owdside the area. If the

employment of inner-city residents jumps faster than local retail services to
meet that jump in buying power, then the “retail gap” can actually grow

during periods of strong economic expansion in cities such as Atlanta.



UNDERSTANDING THE UNTAPPED CONSUMER MARKETS IN CITIES

The central-dty retail market is enormous: the purchasing power of all central-
city residents is estimated at $665 billion, meaning that retail demand just in America's
central city i3 equal to that in all of Great Britain. Even the poorest neighborhoods have

enormous purchasing power. According to a recent study by the Initiative for a

Competitive Inner City (ICIC), an organization launched by Harvard Business School -

professor Michael Porter, the purchasing power of households in just the most

economically distressed urban communities is more than $85 billion per year, more

than the entire retail market in Mexico,? .

Although some downtowns have posted impressive comebacks in terms of
population and business vitality, the central cities as whole could capture a larger share
of metropolitan consumer spending, The retail gap —the billions lost through

outshopping —represents a major market opportunity for investars and retailers, as

well as huge job creation potential for residents, commurity groups, and local leadexs,
el as ige )
—

Our cities began as centers of commerce, creating a density of demand thatis
crucial to the success of much retail enterprise. As a recent Washingtort Post story
acknowledged, however, in many cities — particularly older metrapolitan areas such as

Baltimore and Detroit —retail companies have not focused their attention on central-city

1 The Boston Consulting Group and The Injtiative for a Competitive Inngr City, “The Business Case for
Pursuing Retail Opportunities in the Inner City.* See also Pricewaterhouse Coopers and The [rikiabive
for a Competitive Inner City, "The Inner-City Shopper: A Strategic Perspective.” Inner-city
neighbarhoods are defined Ffor thege studies as those in which median househeld income 1s no more
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markets, instead concentrating on the growing suburbs. The Post added that in cities

where retailers have re-entered the urban market, stores are posting record profits.

Despite this compelling evidence on the handful of major retailers “pioneering”

their way back into cities, as a result of the decades-long suburban facus, cities now

face a large "metropolitan trade deficit": central-city residents must travel to suburban

locations, or shop by mail or other means, to buy the goods that they could purchase in

the city. Put differently, urban residents in many major cities are “outshopping” to the
(- piibinsivnt ne

tune of many billions of dollars each year.

_————

OCutshopping affects cities of all sizes in every part of the country. Table1

presents the gap between retail sales in 1997 and estimated retail purchasing power in

——

central cities for that year (anly central dties with a gap are shown). In absolute terms,

the biggest retail gaps are in our biggest cities: $39.4 billion in New York City, $16.8

-

billion in Los Angeles, and $8.6 billion in Chicaga. But many other cities, large and

small, face significant retail gaps as well: San Francisco, despite its role as a

“destination retail” magnet for tourists, has a §2.5 billion gap; Denver, Colorado has a
\
gap of $1.8 billion; and Atlanta $1.1 billion. And considering the size of the market gap

as a percentage of total purchasing power in the city reveals the significance of this
untapped retail potential in cities from small to large: Baltimore, Maryland (40%);

Newark, New Jersey (46%); Gary, Indiana (55%); Alameda, California (36%).;

than 75 percent of the cty average, the poverty rate is at least 50 perernt groater than the city, and/or
unemployment is at least 30 percent higher than the city average.
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Newark, New Jersey (46%); Gary, Indiana (55%); Alameda, Califarnia (36%).;

Portsmouth, Virginia (35%); and Richland, Washington (43%).

e—
- Untapped markets for retail are especially evident in the Nation’s inner-city

neighborhoods® — areas with significantly higher rates of unemployment, poverty, and

other signs of distress than their cities as a whole. (See Table 2) The retail gap in New
e Vo
York City’s distressed neighborhoods is, collectively, ovér $4.1 billion per year (or 50%

of the total estimated retail purchasing power of those neighborhoods); Pi\iladelphia

$1.7 billion; Detroit $1.3 billion; Newark $885 millicn; and Atlanta $127 million. But
the inner city areas in mid-sized and small cities are home to iarge untapped markets,
too: for example, Memphis, Tennessee $491 million; New Haven, Connecticut $291
million; Mobile, Alabama $46 million; Omaha, Nebraska $79 million; and Toleda, Ohio
$226 millien.

Aside from this enormous untapped retail demand, central-city locations offer a
critical advantage over suburban locations for retail businesses: density of demand. A
’—/_ .
few examples show the importance of retail density: retail demand per square mile in

%/, inner-city Boston, for example, is six times as great as it is in the Boston metropolitan

area as a whole—and the Super Stop and Shop outlet in Baston's inner dty is the

highest-grossing of that company's 186 supermarkets; in inner-city Oakland, where

e ——— .

| —Tetail demand per square mile is three times greater than in the Oakland metro areaas

—— - - I

than 75 percent of the city average, the paverty rate is at least 50 percent greater than the aty, and/or
unemployment is at lsast 30 percent higher than the Gty average.
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whole, K-mart's SuperK store generates 50 percent more in sales than the chain's other

outlets; in the Chicago metropolitan area, the "Little Village" area of West Chicago

offers retailers $85,018 in spending power per acre compared with just $37,754 per acre

in Kenilworth on the city's North Shore, despite the fact that the average household

income in Kemlworth —the "wealthiest' Chicago neighborhood —is $166,536, compared

with just $48B,656 in West Chicago.

——

Even these figures understate the full market potantial of inner city areas. The

reason is the significant “information gap” ~traditional sources of business data are ili-

suited. to the urban marketplace, and rich databases and models that are designed for

urban markets are just now appearing.?

CoNClLUSION

The huge untapped demand for retail goods in central-city areas means that aur
Nation's retailers are not taking full advantage of the profit opportunities in central-city
markets; at the same time, the fact that central-city residents must do so much of their

retail shopping outsida of the cities means that the full benefits of our economic

T
expansion have not extended to urban residents. In short, the retail density of the cities

presents us with a chance to further of our most important economic goals as a people:

to extend the record-breaking economic expansion by identifying new profit
o Rt e

2 See footmote #1 or definition of “innex-city neighborhoeds” in Appendix.

3 See “The Business of Neighborhood Markets: A project of the Sodal Compeact,” Shorebank
Corporation, Chicago, Ilinois, May 1997. Contact: Robert Weissbourd, VP of Shorebank, at telephone
773-288-2400. Also, see Robert Weissbourd, “Filling the Information Gap,” Center on Urban and
Metropolitan Palicy, The Brookings Institution, Washington, DC, March 1999.

.
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opportunities, and to extend ity breadth to those central-city residents and markets that

have yet to fully participate in its benefits.
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APPENDIX: TECHNICAL NOTES & TRABLES

Income and purchasing power estimates for each city and suburb in the sample
was estimated as follows. Total household income and total wage and salary income
in 1989 for each city and its associated metropolitan area were taken from the 1990
Census. Total non-wage income in 1989 was calculated as the difference of total
household and total wage and salary income in 1989, Total wage and salary income for
1997 was estimated as the 1989 total wage and salary income multiplied by the growth
in the number of employed persons and by the nominal growth in U.S. labor income
per emplayed worker (41.96 percent). Total non-wage income for 1997 was estimated as
the 1982 total non-wage income multiplied by the growth in the population and by the
nominal growth in U.S. non-labor income per capita (48.40 percent). Nominal growth in
U.5. labor income per employed worker and in U.S, non-labor income per capita were
calculated from the 1999 Economic Report of the President, Growth in the number of
employed persons between 1989 and 1997 in each metropolitan area and city was
calculated from data in the State of the Cities Data System.

Total household income for 1997 was then calculated as the sum of the estimated
total 1997 wage and salary income and total 1997 non-wage income. From there,
pwrchasing power was estimated as follows:

* Purchasing power for 1997 was set at 47 percent of total household income in
1997.

+ All figures for the city’s suburb were calculated as the difference between the
metropolitan area figures and the city figures, For example, total suburban
household income for 1997 was calculated as total metropolitan area
household income for 1997 minus total city household income for 1997.

Data for retail sales were estimated by Market Statistics of New York, New
York. Retail sales for each city and metropolitan area were obtained from the 1992
Census of Retail Trade. Next, estimates of retafl sales for 1997 were made by
multiplying the 1992 figures by the growth in sales tax revenue for each jurisdiction. In
cases where sales tax data were not available, Market Statistics used changes in covered
employment and wages in retail occupations as the relevant growth rates. As with
Income, retail sales figures for suburban areas were calculated as the difference
between the metropolitan area and city figures.
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“Inner-city neighborhoods” are defined for Table 2 as zip codes in which median
household income is no more than 75 percent of the city average, the poverty rate is at
least 50 pexcent greater than the city, and/or unemployment is at least 30 percent
higher than the city average. (Note that the Census of Retail Trade reports at the level
of zip code, not census tract.)
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Gap = Purchasing
City State Retall Sales 1997  Purchasing Power 1997 Pawer - Sales
New Yark NY $ 40567600000 3§ 8D.008,516,183 ¥ 99,440,626,109
Los Angeles CA S 23172283000 $ 40,007,025802 $ 16,834,742,602
Chicago L S 18.607.220,000 5 25,195,800,755 3 8,588,400,785
Detrit MI $ 3.738,984000 § 7,241,200,0901 3 8,504,216,09%
San Jose cA $  7184258,000 % 10,406,088,917 8§ 3,261,832,817
Philadslphia BA S  9361,208,000 $ 12,284.765,813 § 2,823 667,813
San Francisco ca $  7.6365024,000 § 10,089,089,428 § 2,463,065,898
washingion oc $  3,760,370,000 $ 8,214,785.277 & 2,464,815,277
Dallas X $ 11,665282,000 § 13,858,128,638 § 2,292,846,636
Ballmors MO $  3,338800,000 § 5602430888 § 2,268,530,858
Long Baach CA $ 2240325000 "% 4,500.661,018 $ 2,260,336,018
San Diego cA $ 10,793.660,000 $ 12,692,544,078 § 1,958,575,078
Qanver co $ 4,075,124.000 § 8,845,000,677 $§ 1,789,885,677
Searls wa $ 8013024000 § 7,894,750,832 § 1.621,735,932
Qakiand CA 3 23B0,439,000 $ 3,955,300,348 $ 1,574,861,348
Phoanix AZ & 11,790,368,000 $ 13,288,831,721 § 1,508,275,721
Atlanta GA & 3,727,587000 $ 4,634,122262 $ 1,106,535,252
Adingon VA § 2098917000 $ 3,102,405.023 $ 1.003,488,023
Milwaukes wi 5  3,852,882,000 $ 4,876,018,499 § 926,034,499
Anahalm CA $  2,261,836,000 § 4,118,218,082 % 853,682,082
SL Paul MN g 1,826,439,000 § 2,600,0068,943 $ 843,687,943
Minngapalis MN 3 3,118,857,000 $ 3,9%6,705,649 % 841,848,643
BuMalo NY $ 1,512,780,600 $ 2,327.582,379 § 814,812,379
Nowark NJ $ 820,688,000 $ 1,718,148,167 & 788,480,167
Sacramenta ca $ 3103087000 3% 3,888,009,012 § 762,942,012
Clavaland OH § 2735050000 3 3,346,003,547 § 811,847,547
Mlaml Baach FL s 515,554,000 $ 1.12%,375,02¢ § 609,721,924
Augusta GA ] 572,588,000 § 1.103,138,714 § 530,671,714
Fort Worth X S  4.298.738,000 S 4,814,128992 § 515,328,982
Rochester NY §  1,382,578,000 § 1.884,130,650 8§ 491,564,659
Fvarston L $ 832,816,000 § 1,112,604,380 § 478,788,380
ivine CA $ 1,683.788,000 $ 2.100.018,398 § 438,252,298
Sunnyvale CA $ 1,613,173,00 $ 2,048,290615 B 433,117,815
Trenton NJ s 217519000 § 646,387351 § 428 868,351
Gary IN s 345,780,000 § 761,650,224 § 415,770,224
Kansas City KS 3 786,875,000 § 1,136,503.848 $ 351,694,849
New QOrleans LA $ 3,504,929000 $ 3,842.968,244 $ 337,4303244
Bayonne NJ $ 335,580,000 § 875,704,688 $ 338.205.888
Berkelay cA $ 1,058,656,000 § 1,389,205284 § 429,549,284
Alarmada CA $ $70,765,000 & - 891,331,188 § 320,686,168
Eigin I $ 547,277,000 $ 882,814,778 § 318,837.778
Capa Coral FL 3 Q02,143,000 § 806,952,180 § 304,844,180
Parsmouth VA $ 505,155,000 § 781.438,249 § 276,283,248
Jeraoy Clry NJ $  1,770,510,000 § 2,029,628,381 § 259,118,391
Camdsn NJ $ 173,835,000 § 427832114 3 258,797,114
Riverside ca S 2,540,110000 % 2,762301191 % 242,191,131
Loraln OH ] 348,767,000 $ 589.811.807 3 223,154,807
Dayton OoH $ 1,037.882.000 §% 1,253,070,096 & 215,208,098
Richland wA $ 265723000 § 185.386,041 % 199,883,041
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Paim Bay FL g 411,684,000 § 607,019,756 § 185,429,758
Rack Istand I s 176,304,000 S 355,998,970 3 181,804,970
Davls cA s 411228,000 § 591,439,840 § 180,211,640
Pasadsna CA & 1,644924,000 $§ 1.818,160,772 §$ 173,836,772
Vallgjo CA S 955,428,000 $ 1,125.846,492 § 173,423 482
Por SL Lune FL 8 495,830,000 § 862,808,785 S 188,978,765
Schanaciady NY $ 414,509,000 § 850,173,959 $ 143,584,969
Napa CA $ 636,989,000 $ 768,600,391 § 130,531,361
Coromado CA 3 8,894,000 $ 210,800,002 § 127,504,902
Sufiolk 7 3 304,408.000 $ 513979127 $ 118,570,127
East Chicago IN 3 108,848,000 § 222,485303 $ 119,817,303
Newpor News VA $ 1,350,353,000 § 1,458,122,988 § 107,760,168
Galveston X S 463,545,000 § 508,780,355 ¢ 108,235,385
Paradisp CA 5 138,176,000 § 241,883,952 § 103,707,652
Loal CA $ 476,480,000 § 578,085,269 § 99,815,269
Bathishemn PA 3 858,324,000 $ 858325825 % - 97,001,925
SL Louls MO $ 2852407000 § 2700247324 § 95,840,224
Aurora L $  1,033,8B4.000 § 1,127,558,074 $ 98,675.074
Middistown OH $ 411,957,000 § 404687,023 § 82,710,023
East St. Lauis I $ 97,972,000 3 178,970,618 $ 80,838.618
Milville NJ $ 168,197,000 $ 248,228,569 § 78,029,568
Pe!m Springs ca $ 598,403,000 3 £61,721320 § 46.338,320
Troy NY 3 383,466,000 § 427311,798 © 63,855,796
Utica NY $ 430,519,000 § 481,107,488 § 60,508,496
Ventura CA 5 1,273,199,000 $ 1,324,950,840 § 51,751,940
Tempe A2 $ 2072176000 $ | 2117985448 § 45,810,448
Lompoc CA $ 278,825,000 § 324,006,140 § 45,081,140
Santa Cnz cA 5 526,117,000 § 571,800,054 $ 42,483,054
Temseoula CA $ 379,580,000 3 421,129,808 § 41,548,903
Nsw Albany IN $ 319,367,000 § 356,509,247 $ 38,142,247
Raading PA $ 544933000 § 584,074,720 § 35,136,720
Nomal i $ 341,849,000 § 378672248 S 35,023,248
Lancaater CA Ly 1,016,771,000 $ 1,050,626,475 § 33,858,475
Midland TX $  1,181,130,000 $ 1214642423 § 33,512,423
Provo uT $ 880,425000 $ 706,850,085 $ 28,425,086
Urbana I $ 243,854,000 § 269,081,113 $ £5,207.113
Wilmington OE s 873,480,000 $ 685,465,728 & 11,985,729
Pataluma CA L 608,176,000 & 819,842,308 $ 11,663,209
Granibe Clty i 5 268.712.000 § 277,954,171 8 9,242,171
Migland M 3 699,887,000 § 603,223,495 & 3,3€6,405
Binghamton NY ] 416,850,000 § 419243985 § 2,393,995
Grand Rapids M "8 1,911,492,000 $ 1,011,918,803 $ 424,803
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“inner Clty" Retail Gap for Metropofitan Areas with “Inner City" Zip Codes Contalning 5,000 or more Households

“Inner Clty" GAP =
*Inner City™ Retall  Purchasing Purchasing
Mewopalitan Areas With “Inner Clty” Zip Codes Gajes 1892 Power 1832 Power - Salea
Naw York, NY PMSA $ 3,943,654,000 § 8,088,826,145 § 4,188,172,145
Pnlladelphia, PA-NJ PMSA § 9,002,331,000 $ 4,733,177,8643 § 1.730,848 843
Detrolt, Ml PMSA $ 2,679,420000 $ 4,058,456574 § 1,380,027.574
Newark. Nd PMSA $ 401,119,000 §$ 1,286542827 $ B8B5423627
Chicago. IL FMSA $ 5,057,887,000 $ 5,6803,008,311 $ 745209311
Washington, DC-MD-VA-WY PMSA § 2078208000 $ 2,724,820,078 ¥ 648,321,078
Boston, MA-NH PMSA $ 1,467,772,000 $ 2,106,396.895 § 638,624,895
Memphls, TN-AR-MS MSA $ 604,800000 $ 696,238,302 $ 401,240,302
Claveiand-Loraln-Elycla, OH PMSA $ 1,557,887,000 § 2,081.914,135 3 483,827,138
St. Louis, MO-IL MSA $ 1,118,805,000 $ 1,484,050013 & 345245013
Milwaukea-wWaukesha, Wi PMSA % £543,6837000 § 838,501,062 6 202,884,682
New Haven-Mariden, CT PMSA $ 360,409,000 $ 6€60932.820 § 291,523,820
Baltimore, MO PMSA § 2,800,822,000 $ 2,642,020869 § 241207065
Gary, IN PMSA $ 2A7,750000 5 522,133,853 § 234,363,853
Toledo, OH MSA $ 422475000 $ 649332563 3§ 226,857,883
Hadford, CT MSA $ 729,829,000 5 940,576,986 5 210,947.986
Bridgsepornt, CT PMSA 5 257,297,000 § 453468522 § 195,168,522
New Londan-Norwich, CT-Rl MSA $ 14,334,000 § 197,864,770 § 183,580,770
Lowall, MA-NH PMSA § 272711,000 S 430,387,132 § 157,868,132
Alanta, GA MSA $ 1,397,008,000 $ 1,624,333,823 $§ 127327823
Rockford, IL MSA $ 227.394,000 $ 333,208,901 3 105,814,301
Utca-Roma, NY MSA & 1418468000 5 235278424 § ©3,632424
Reaalng, PA MSA $ 149,788,000 % 243233256 § ©3,465256
Buffalo-Nlagara Falis, NY MSA § 819,729000 § 905276143 & B5547,143
Pearda-Pakin, L MSA 5 141,115000 5§ 224,367948 § B3.852846
Saginaw-Bay City-Midland, MI MSA $§ 175706000 § 257678858 §  A1,972.858
Omana, NE-|A MSA § 482,391,000 $ 540885507 $. 78,604,507
Cincinnall, OH-KY-IN PMSA § 850,802,000 5 723,611,836 § 72,808,836
Lawrenca, MA-NH PMSA $ 2B4A11,000 § 364,781,425 § 80,970.428
Ventura, CA PMSA § 107762000 5 176479958 § 67,717.968
Norfolk-Virginla Baach-Newport Naws, YA-NC MSA 5 592,393,000 6 652,165,322 § 59,772,322
Harrizhurg-Lebanan-Carliste. PA MSA 3 204029000 & 258,630,802 3 53.791.802
Allentgwn-Bathlenem-Easton, PA MSA $ 207,155,000 § 280,758,087 § 53,803,087
Salinas, CA MSA $ 101,519,000 S 153,816,268 $ 52,267 258
Evansvilla-Hendarson, IN-KY MSA 3 16,836,000 § 65,800,818 $ 48,024,918
Moblta, AL MSA 5 123573000 § 166882537 § 48319637
Watsripo-Cadar Falls, 1A MBA L1 68,186,000 § 102313403 § 36,127,403
Fort Coling-Loveland, CO MSA § 103,862,000 $ 199804225 B 35,852,225
Bakersfield, CA M3A S 1213M,000 & 158061915 § 33,760,816
Dayton-Springfisld, OH MSA § 728266000 § 754,477,171 § 262117
Waco. TX MSA 3 64,688,000 § ggeéo1,3a8 $ 23,813,328
vonros, LA MSA ] 75,723,000 & 98,101,165 § 22,378,165
Ingianapolis. IN MSA $ 95436000 § 111537577 $ 18,101,577
Now Badford, MA PMSA 3 134 807,000 § 140818842 § 12,018,942
Fiioy, MI PMSA § 381244000 $ 391982352 § 10,738,352
St Jogsph, MO MSA % 48,683.000 § 58,743,863 § 9,080,883
Fresno, CA MSA $ 303882000 $ 306800882 S 2,838,382
Fort Myers-Cape Coml, FL MSA $ 88,012,000 % 71793274 & 2,781,274
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TRANSPORTATION
QUESTIONS AND ANSWERS
FOR THE ANAHEIM/WATTS VISIT
July 6, 1999, NO. 2 Draft

Question 1:
How does transportation impact people who live and work in Watts and Anaheim?
Answer 1:

e Transportation intvestments arc key to job creation -- you can’t get to work without a
way to get there.

o The majority of welfare recipients don’t owh cars and depend on public transportation
to get to work.

e Being spurred in no small measure by investments such as the Alameda Corridor
project to improve the rail operations between the Ports of Los Angeles and Long
Beach to communities throughout our nation.

e Undet President Clinton public and private funds totaling $2.4 billion dollars have
been invested ih the Alameda Cortidot project ($400million in loan guarantees and
$71 million in LA county apportionment.)

e The corridor will run through the Los Angeles Enterprise Zone encompassing some of
the region’s most impovenshed communities, including South Central Los Angeles.

e The Alameda Corridor Transportatiop Authority (ACTC) has created an ambitious
Job Development and Training progratn requiring contractors to train 1,000 local
comtnunity residents and hite graduates for at least 30 percent of the total worker
hours.

e This will provide 1.3 million hours of Jocal labor and $50 million in wages and
benefits to local residents.

e In Orange County, an 8-mile $1.1 billion project will expand I-5 from six lanes to ten
lahes. The Orange County Ttansportation Authority is developing a 28-mile
Transitway Corridor in central Orange County between Fullerton and Irvine.
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Question 2:
How has the landmark transportation law, TEA-21, affected the Los Angeles region?
Answer 2:

s TEA-21 provides record level investment in the areas of safety, mobility,
environment, economic growth and opportunity over its six year authorization,

o TEA-21 provides new roads and bridges, upgraded railroads, airports and seaports,
and better transit service, cteating a more livable community by design, where all
residents have access to jobs, school, and daycare. :

e Califotnia’s 1999 apportionments to date from TEA-21 total about $2.7 billion
authorization, compared with 1997 (the last year of ISTEA) apportionments and
allocations of about $2.1 billion.

Question 3:

What are major transit projects in the area that will help to stimulate employment?

Answer 3:

e The Orange County Transit Authority, in partnership with the private sectot, is

developing a 28-mile Transitway Corridor linking economic centers within the
Corridor, including the downtown Fullerton Transportation Centet, dowtitown

Anaheim, the Anaheim Resort Area, downtown Santa Ana, John Wayne Aitport and

several hospitals and regional shopping, employment, cultural, and entertainment
centers,

« Ensuring that we meet the needs of our workforce in the new millennium, LA
County’s Welfare to Work Transportation Intetagency Task Force received Job
Access and Reverse Commute funding ($425,000) for a Transportation Information

Project, providing individualized transit itineraries, carpool “match lists” and vanpool
routes on-the-spot to help welfare to work applicants get to jobs, interviews, training,

and child care.

e The replacement and expansion of Los Angeles County’s aging bus fleet, plus the

improvements in both bus and rail service, will help residents to get to jobs in the Los

Angeles metropolitan area.

¢ The LACMTA has adopted and accelerated bus procurement program, procuring

2,095 new buses, half, which will be deployed by the end of the year, and the balance

by 2003.
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Question 4:
What has made a differenice for “at-risk you ” in the Los Angeles region?
Answer 4:

e Our success is our Transportation Careers Academy Program (TCAP) that helps
provide summier internships for 11% and 12% grade participants.

e Inthe past it has sponsored as maty as 160 internships each summer at the MTA, and
other transportation-related firms. Bach TCAP intern earns $5.75 per hour during the
six-week, 30-40 houts per week job experience.

¢ To encourage the private sector to participate, the MTA ofters “two for one” support,
whereby the MTA provides an intern «free” for each one paid for by the private firm.
The program needs transportation-telated support from cotporations to provide (1)
internship job opportunities for TCAP students, or (2) funding for intetns at such
firms.

o Before MTA budget cutbacks, the TCAP offered scholarships for its high school
graduates to two-year anid four-year institutions, Corporate support of a scholarship
fund for TCAP graduates would restore this important program and strengthen the
attractiveness of TCAP for LA’s at-tisk students.

e Using Federal Transit Administration and Department of Energy grants in 1995-96,
TCAP established computer abs in its three charter high schools. These labs will fall
increasingly “behind the curve” of the latest equipment. Corporate funding to
purchase new equipment, as well as donations of used equipment, would greatly
assist the students.

o MTA has established a Transportation Teaching Institute (TTT), which in previous
years has sponsored six-week workshops during summer and “off track” periods for
TCAP teachers to receive orientations regarding transportation career opportunities.

e The teachers use this time to prepare classroom curticula that relate academic work to
topical transportation problems and opportunities. Because of budget cuts at MTA,
this summer will be the first time since 1994 that this workshop won’t be held. The
TCAP would require $30,000-§50,000 to sponsor a workshop this summer. There is
enough time to pull it together for this swmmer.
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Question 5:

Does the TCAP target minority employmett in the transportation industry?
Answer 5:

o This summer TCAP is serving more than 800 students.

e« The Metropolitan Transit Authority is a majot source of employment in the LA area --
of its 8500 employees, as of May 1, 1999, 79.7% are minotities.

Question 6:

How will the Alameda Cotridot project benefit the residents, the economy and the
environment of LAY

Answer 6:

e« The U.S. Department of Transportation, working with a variety of public and private
partners, has helped inplement the Alameda Cotnidor project.

e This project will greatly improve freight transpottation efficiency to the LA tegion by
linking rail operations from the Ports of Long Beach and Los Angeles to destinations
throughout the nation.

e The project will run through the Los Angeles Enterprise Zotie, sncompassing some of
the most impoverished communities in the region, including South Central Los
Angeles.

o By reducing truck traffic and eliminating at-grade rail crossings, the project will help
reduce congestion and improve air quality.

o The ptoject also opens up opportunities for the redevelopment of industrial sites
throughout the communities that border the Alameda Corridor.

o The Alameda Corridor Transportation Authority (ACTA) has created an ambitious
Job Development and Training program that requites contractors to train and hire
local residents for at least 30 percent of the worker hours. This will provide 1.3
million hours of labor and $50 million in wages and benefits to local residents.
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U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

THE OFFICE OF THE SECRETARY
WASHINGTON, DC 20410.0001

&

July 2, 1999

Memorandum to: Lisa Green

From: Jacquie Lawing, Deputy Chief of Staff M

RE: New Market Q’s and A’s

In response to your e-mail from yesterday, HUD is supplying the following answers to your
questions on New Markets. Please let me know if you have any other questions or concerns.
Thank you.

EMPOWERMENT ZONES
Q. What is the purpose of the Empowerment Zone and Enterprise Community Initiative?

A. The Empowerment Zone and Enterprise Community (EZ/EC) Initiative is a key element of
President Clinton's community empowerment agenda for America. Its purpose is to create jobs

and business opportunities in the most economically distressed areas of jnner cities and the rural
heartland.

The EZ/EC Initiative focuses attention on certain designated urban and rural areas through a
collaborative approach to community revitalization, It recognizes that the problems distressed
areas face are often interrelated, and that communities know best how to tackle those problems.
The foundation for this kind of collective action is community-based partnerships, which bring
together residents, public and private agencies, community organizations, and local businesses.
The Strategic Plan each community has developed concentrates on this unified approach to
making neighborhoods viable places to live, work, and raise a family.

The EZ/EC effort provides tax incentives and performance grants to create jobs and expand
business opportunities. It also focuses on activities to support people looking for work, such as
job training, child care, and transportation.

What sets this Initiative apart from previous urban revitalization efforts is that the

community drives the decision-making. Residents decide what happens in their neighborhoods,
not federal officials in Washington. Each EZ/EC community has written quantifiable goals that
determine how the money will be spent and what the results of the activity will be,
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Q. What evidence do you have to support the success of the Empowerment Zone and
Enterprise Community Program?

A. The EZ/EC Initiative has touched the lives of many who live and work in the Zones and
Communities across the nation. The EZs and ECs have used their Federal seed money and
created L@MWMHC and private investment.
Strategies resulting from these partnerships have generated over 20,000 jobs, provided business
assistance to thousands of businesses large and small, trained over 50,000 residents, educated
youth and families, improved access to childcare, healthcare, and transportation, and increased
the involvement in and safety of residents in their neighborhoods.

In addition, Standard and Poor’s “Report Card on Empowerment Zones” stated that successful
EZ/EC efforts can contribute to the improvement of a local economy and lead to an improvement
in an issuer’s credit rating.

Q. How does the Empowerment Zone and Enterprise Community Initiative differ from
the New Markets Initiative?

A. The EZ/EC Initiative is a key component of the New Markets Initiative. Five of the six stops
on the New Markets tour are in EZs/ECs. Many EZ/ECs are located in areas that provide a
competitive advantage to business which increases profits and provides a better return on
investment.

One of the principles of the Empowerment Zone/Enterprise Community Initiative is economic
opportunity. Empowerment Zones and Enterprise Communities develop new private sector
partnerships; attract private sector investments; promote business startups and expansions; and
provide jobs and job training. The initiative has promoted access to capital through vehicles such
as various loan funds and the largest community development bank in the country. The
initiative uses tax incentives, such as the EZ Wage Tax Credit, and Title XX Social Service
Block Grant funds as flexible seed money to provide financial assistance to businesses. Through
EZs/ECs across the country, the initiative works with local communities in identifying business
opportunities and forms of technical assistance to promote business activities in underutilized
areas.

EAST ST. LOUIS
Q. Why was the Walgreens that you are visiting picketed when it opened?

A. While this is a local issue, it is our understanding from press reports that a local security firm
that did not bid on the security contract for the building, called on local residents to picket the
Walgreens until they could meet with company officials to discuss why they were not chosen for
the contract. We understand that Walgreens has expressed their willingness to discuss the matter
with the local, African-American-owned firm to resolve any misunderstanding. City government
is very pleased with the operations of the Walgreens.
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Q. What is the connection between the developer of the shopping center and the Casino
Queen riverboat casino?

A. Jim Koman's family is one of a series of investors in the Casino Queen projects which
include the river boat and hotel. He is currently developing the shopping center -- 50,000 square
feet, $10 million project -- which will house Walgreens, Blockbuster, Sav-a-Lot, State Farm
Insurance, Amaco and other retail stores when complete. Koman Properties, his development
company, is not an investor in the casino.

Q. ICIC Venture is announcing 2 major new investment fund today. Isn’t its founder a
%\/ big supporter of George W. Bush?

A. ICIC is announcing the launching of Inner City Ventures, a private equity fund focused on
business opportunities in inner city areas with untapped market potential. The fund exemplifies
the very capital commitments and venture expertise that the President has highlighted in the New
Markets Initiative. In fact, NMI would create a whole new generation of inner city (and rural)
equity funds to do this important work. This idea--and it's time has come--has sparked
tremendous bi-partisan interest. It doesn't belong to any one leader or any party. It belongs to
America's communities and reflects the financial discipline and energy that private equity
investors alone can bring, with entrepreneurial government acting as a partner, not driving the
train.

KENTUCKY HIGHLANDS

Q. How has the Kentucky Highlands Investment Corporation helped to improve economic
conditions in the Appalachia Region?

A. KHIC has helped to improve conditions significantly. In 1994, HUD designated KHIC &
Tax Credit CDC, which enabled the non-profit to leverage $2 million in private funding from
Bankers Trust Corporation in NYC. In addition, HUD granted KHIC an EDI grant of $2 million
in 1998 to establish working capital lines of credit for the expansion of existing companies and
new start-ups, including: Eagle Carriers, a trucking company that employs 198 people; Sports
Products, Inc., a manufacturer of sporting goods projects that employs 51 people; and
Southeastern Kentucky Rehabilitation Industries, which employs 181 people.

PHOENIX
Q. Why is Phoenix a New Market. Isn’tita prosperous thriving city?

A. The City of Phoenix is one of the more rapidly growing communities. However, the focus of
the Phoenix visit is the Enterprise Community (“EC”), a 19.9 square mile area within the City of
Phoenix and the largest designated urban Enterprise Community. This area, located in South
Phoenix, has not traditionally participated in the growth of the Phoenix economy. In fact, the EC
is an area with 48% of the population living below the poverty level and with 60% of the
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population having less than twelve years of education. Traditionally, median income within the
EC is about one-third of the City of Phoenix as a whole and unemployment persisting at three
times the citywide average. The Phoenix EC is one of the areas that this expansion has not
included.

The Administration believes that a rising tide should lift all boats, The Administration’s EC
initiative and New Markets Initiative represent a continuum of economic empowerment that can
revitalize nontraditional and underserved communities by enhancing the resources that already
exist within those communities.
. Why is one of your stops on this tour focused on the Hispanic community but none of
Mur other stops have focused on a specific minority community? '

A. HUD did not propose Phoenix as one of the stops on this tour, nor did we propose the
theme. Please refer this question to the appropriate source.

Q. What makes Phoenix an appropriate site for the New Market Tour?

A. The continuum of economic empowerment featured during the visit shows how the
Administration’s policy of economic empowerment has allowed a HUD designated enterprise
community to leverage its public-private partnerships.

Chicanos Por La Cause, a Community Development Financial Institution serves the Hispanic
community and has created success stories, one of which happens to be Botus Juarez Western
Wear. La Canasta Mexican Foods, Inc. has contributed to the economic revitalization of its
neighborhood through the construction of a new tortilla manufacturing facility. Moreno
Welding, Inc, was one of the first beneficiaries of the loan program created by leveraging
HUD’s Community Development Block Grants and is one of the greater success stories in the
area.

In addition, it is critical to note that one of the focuses of this visit is to highlight the formation of
the first Small Business Investment Companies (“SBIC”) created under the President’s New
Market Initiatives. Focusing again on the public-private partnership, two private industry groups
are funding this SBIC to the tune of $3 million. The funds focus will create jobs and spur
economic development in new and underserved markets that would traditionally not have access
to this type of capital.

PINE RIDGE RESERVATION
Q. Isn’¢t the New Markets Initiative focuscd on broad economic development and
investment in business? Why are most of your announcements here related to housing

investmenti?

The first economic development project on a reservation must be housing and a finance/banking
system. The old line is true: “You can’t get out of bed and go to work if you have no place to

AN
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sleep the night before.” Bankers and homebuilders will attend the Pine Ridge Home Build,
demonstrating their commitment to financing mortgages and construction. Housing construction
and infrastructure (roads, sewer etc.) are the foundation for economic development. Economic
development flows from rooftops to retail.

Q. Conditions on reservations seem so dire with unemployment so high. How will people
how live here be able to afford the mortgages that these programs create?

A. Through President Clinton’s One Stop Mortgage Center Initiative, efforts are underway to
streamline federal regulations and improve coordination among federal agencies to pave the way
for more homeownership on Indian Reservations, Lenders, attending the HUD conference and
participating in the President’s visit, are eager to make loans available to eligible homeowners.
There are families on reservations who can afford mortgages. (See answer above with examples
of percentages.) Government, in partnership with lenders, the private sector, and the tribal
governments, simply has to remove the barriers and show families how they can join the
American dream.

Pine Ridge is the poorest reservation in the country; however, there are families with incomes
high enough to support a mortgage on the reservation. For example, 16% of families on the Pine
Ridge Reservation have incomes higher than the state nonmetro median family income. Most
reservations have higher percentages. Isleta Peublo in New Mexico has 48% of its families
above the state nonmetro family income. Flandreu Reservation in South Dakota: 34%:
Mississippi Choctaw, 29; Cattaraugus Reservation in New York, 25%; White Earth in
Minnesota, 18%. Many of these families live in housing authority homes — built and subsidized
with HUD dollars. As a result, grant funds canmot meet the total housing needs. Shared Visions
will provide a model in how to utilize NAHASDA funds for downpayment assistance, thereby
stretching grant funds as well as utilizing private financing vehicles to expand the housing stock.

OS ANGELES

Q. Hasn’t the Los Angeles Empowerment Zone had difficulties in the past? What is the
current status? What is the status of the LA Community Development Bank and the
problems it has experienced?

A. Recent negative articles in the 1.4 Times, USA Today, and the Wall Street Journal focused on

failed loans and not the complete picture of what the LA Bank has accomplished. The LA Bank

is now on track and has had successes:

* Approved 159 loans/ investments totaling $118.3 million; financial commitments total $74.2
million in loans/investments.

* These financing activities are projected to create or retain nearly 3,500 jobs. Of the 979 jobs
already created, 24% have gone to EZ residents.

* The bank is confident it will reach the 51% local job creation goal. Borrowers have two
years to meet the resident hiring requirement.

* Since its start-up in 1996, the LACDB has grown eight times more rapidly than any
commercial lender in the LA-Long Beach MSA.

* Committed $70 million ($58 million funded and $12 million in the funding pipeline) since its
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inception less than three short years ago. This is especially impressive given that the Bank is
already equal in loan volume to its long established competitors in the area (4 small
commercial banks) over that period of time.

¢ The bank is providing capital to a divers industry base that reflects the city’s growth
industries. These industries include wholesaling, manufacturers, services, finance, insurance
and real estate,

¢ The bank utilizes community-based organizations (CBOs) to generate deal flow for
microloans and other small business loans.

TOUGH BUSINESS

Access to capi‘tal for all bul the strongest companies in the inner city is severely limited.
That is why the LA Bank was created. The LA Bank deals with those businesses turned down by
traditional lenders. There are.gonna be defaults. That is the nature of the loan business. But the
defaults ($2.5 million) and troubled loan levels (16%) are reasonable given the nature of the
beast and the losses do not threaten the viability of the Bank.

The commercial banks that said they would help with over $200 million in co-lending,
Union Bank, Wells Fargo and Bank of America, have not come to the table. Their lack of
commitment has made the LA Bank’s lending operations less flexible because the primary source
of the money for loans is HUD, which by regulation, has many restrictions.

FALSE CLAIMS

¢ The LA Times Article claims the LA Bank has broken regulations: the Bank vehemently
denies this allegation, In fact, the LA Bank’s compliance is vigorous. That is why the Bank
is monitored every 90 days by independent auditors which have never found the Bank in
noncompliance with applicable HUD laws and regulations.

* Both the Wall Street Journal (WSJ) and the Los Angeles Times (LAT) quoted failed
borrowers as the source of “complaints” about the bank using heavy handed tactics. Both
borrowers defaulted on loans to the Bank. The LA Times’ use of failed borrowers as sources
is akin to asking a murderer convicted by a jury if he was responsible for the crime. Chances
are the murderer would not blame himself. Neither does a failed borrower.

* LA Times tried to make it appear the Bank was short on creating jobs by taking a
“to date™ snapshot which is unfair. The projected jobs are not created the day the loan is
funded. They are created based on the agreement worked out with the borrower. In fact, the
Bank has already created 132 for residents and over the two-year evaluation period it is on
track to create 750 jobs.

HUD Review

The LA HUD Office recently completed a compliance review of the LA CDB. The HUD
review found that the LA Bank needs to improve linking EZ residents to jobs created with the
LA Bank loans. The City must also improve its efforts to get the LA Bank the names of EZ
residents that are available for jobs created with the LA Bank loans.
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Q. President Clinton visited Watts as long ago as 1992 during his campaign. What has
changed since then? Have things gotten any better for this community during the Clinton
Administration?

A. Like most cities, Los Angeles, and Watts within it, are coming back thanks to a record-
breaking economic expansion nationwide. The Clinton-Gare fiscal policies and community
empowerment agenda are driving the boom. Unemployment and poverty are down in Watts
since 1992 thanks to this recovery and thanks to major commitments by HUD and other federal
agencies. The Federal Government has been an active partner with local leaders in the private,
public, and nonprofit sectors, working in Watts and other distressed, untapped market areas of
Los Angeles. These efforts are already stimulating major new investments of private capital and
expanding the job base. In addition, a wide array of Clinton Administration initiatives is
supporting worktorce development, youth development, crime prevention, community health and
other vital activities that are making Watts a better place to live and do business.



Date: 07/02/1999 11:47 am (Friday)

From: Jim Newby

To: Caron Spector

Subject: Re: Fwd: REVISED: Q&As - Urgent - Need Repsonse by 7/2

Responses to Questions in order received
Q. What is the purpose of the Empowerment Zone and Enterprise Community Initiative?

A. The purpose is to demonstrate that sustainable community and economic development is best
achieved when the residents of the community are directly involved and "own” in identifying and resolving
local problems. By combining flexible funding with local leadership, the program helps impoverished
communities address the structural problems rahter than employing "stovepipe" solutions that have been
traditionally employed.

Q. What eveidence do you have to support the success of the Empowerment Zone and Enterprise
Community Program?

A. We have been able to track the success by the number of new jobs and businesses created, the
changes in the unemployment rate and poverty indices since the commuynities received designation as
eithe an Empowerment Zone or Enterprise Community. For example}in the rural zones and communities
we know that 10,000 jobs have been created or saved since designation and that unemployment rates
have dropped significantly in these areas. The designated communities have leveraged close to $1 billion
in invieirent capital from a variety of public and private sources with most of it coming from the private
sector.

Q. How does the Empowerment Zone and 7Enterprise Community Initiative differ from the New Markets
Initiative?

A. They actually complement each other. The New Markets Initiative will help introduce the private
sector to the investment opportunities found in in urban and rural areas that have endured decades of
persistent poverty represent the largest untapped market available immediately to the private sector.

Q. How has the Kentucky Highlands Investment Corporation helped to improve economic conditions in
the Appalachian Region?

A. The Kentuck Highlands Investment Corporation (KHIC) has a long and proud tradition of stimulating
new investment in the area it serves, KHIC has sucessfully used a mix of private capital and Federal
funds to create new businesses| The Developmental Venture Fund, one of the enterprises of KHIC has
committed more than $113 million to 24 projects which have created or saved more than 3,000 jobs. The
fund has capitalized a low-income credit union with more than 800 members and help start the Fantasy
Custom yachts, a luxury house hoat manufactureer which currently employs 119 people and has annual
sales approaching $10 millioﬂ

Q. What is the role of the KHIC in the Empowerment Zone?

A. As an established entity involved in economic development, KHIC has taken the lead role in the zone
and is continuing to provide the leadership and direction needed to improve the living conditions of the
residents of this area. KHIC is to be congratulated for its commitment to improving the community and the
local economies.



>>> Caron Spector 07/02/99 09:50AM >>>
Please see attached and respond ASAP to Clyde Williams. Thanks.
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President Clinton

Indian Trust Funds

Talking Points

712/99 o |
Rex Hackler- Director of Communications-Indian Affairs.

Background: Thereisa Hercnlean effort taking place in the Department of the Interior and the Burean of
Indian Affairs to fix the Indian Trugt Fond System, We are making remarkable progress on making a
system designed never to work 112 years ago with the passage of the Dawes Act, into o remarkable land
management system, The real heroes of this fx are: Secretary Babbitt and the Clinton Administration, the
First Secretary of the Interior and administration in overa century to show the political wjll to fix this .
system. Kevin Gover, for his leadérship of the Buregu of Indian Affairs, and the American Indian .
employces of the BIA: The BIA is made up of 93% American Indians, and they want this systerh fixed
worse than anyone. BIA cmployecs have heen holding this System together with scoich tape and baling
twine, and they are now the people designing the first working trust system in history. TAAMS (Trust.
Assets Accounting Management System) was implemented last week in Billings; Montana. It worked .
beautifully. To fix this system ir will take: the implementation of TAAMS and the record cleanup that goes
- with it, scheduled to be completed early in 2001; a settlement in the Cobell casc; and Congressional action
to cleanup the problem of fractionated heirships. ' . : S

The Indian Trust Fund aystem has been in disarray from the time the DaW(.:s}Act
was passed in 1887. This system was never designed to work, the act was designed
to grab as much/Indian land as possible, and it worked. Over half the land
controlled by Tribes in 1887 was sold off as “surplus land”. The management of
this broken system has ‘been' a continuing problem for over a century. But right

now, we are getting it fixed.

Sccretary Babbitt and this administration are the first to make the ini:r'edible'efforf

to get this system fixed. They are the first to show the political will and the respect

administration ignored this problem and passed it along to the next administration
dating back to the Hnover administration. This administration is fixing it.

TAAMS was implemented jn Billings, Montana last Friday (6/25/99) and it worked
beautifully. Those who have seen the Trust Assets Accounting Management System’
say it may be the best land management system in the country. The reports I have.
heard say it is remarkable, and it will allow the BIA to do in seconds what used to
take days to do. It will allow the Tribes, and the Individual Indian Money Accouni
holders to get.information about their holdings in the Trust system in éeconds,-by

signing onto a computer and typing their account numbers and passwards.

The real heroes in getting this system fixed haye been the hardworking employees of -
the Bureau of Indian Affairs. The BIA is made up of 93% American Indjans, and
thcy want this system fixed because they know it affects their tribes, their L
communities, and their families. For the first time, they have been given the
resources to fix this-system, and the leadership of the Bureau, Assistant Secretary
Kevin Gover and Deputy Commissioner Hilda Manuel have made getting the Trust

system fixed their personal crusade. I have no doubt they will get if done.
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United States Department of the Interior

BUREAU OF INDIAN AFFAIRS
Billings Area Office
316 North 26th St
Billings, Monana 5910]

PRESS RELEASE

June 25, 1999 Contact: Rex Hackler (406)247-7943

TAAMS WORKS!!!

Today in Billings, Montana the Bureau of Indian Affairs unveiled the Trust Assets
Accounting Management System. Secretary of the Interior Bnyce Babbitt hit the switch
that officially started the pilot project of TAAMS. The program designed by the Trust
management employees of the BIA and implemented by Applied TerraVision, Artesia
Systems Group, worked perfectly.

Secrétary Babbitt, clearly impressed by the new Trust mapnagement tool, remarked, “This
is the first step toward a trust management system that works for the Tribes and for the
individuals across Indian country.” Babbitt praised the employees of the Bureau of Indian
Affairs as the creative force behind the system design. “I knew the people of the BIA-
would come through and they did. I knew they could do it.”

The TAAMS system will enable the Bureau of Indian Affairs to keep accurate Indian
land records, distribute trust income to individuals, send notices to individuals regarding
the leasing of their lands, automatically record accounts receivable, certified title status.
reports, and a myriad of other functions. '

Assistant Secretary Kevin Gover said, “This system is state of the art, and it has been
designed by those who know exactly what the Trust Management Systemn needs to do for
Tribes and individuals.” Gover gave credit to the Congressional appropriators for funding
the system, to Secretary Babbitt for his leadership, but mostly to the employees of the
Bureau of Indian Affairs. “These people worked the long hours, and they have proven
that given the resources, they can fix this system. The American Indian employees of the
Bureau of Indian Affairs are the truc heroes of the day ™

David Orr, President of Artesia Systems Group, the contractor for the system echoed that
sentiment. “Our company implemented the system designed by the BIA employees.
They are the experts on what this system should be, and they are people who are making
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this system work. I have never seen a group of people more committed to making a

project work than the people of the Bureau of Indian Affairs, they have been a joy and an
inspiration.”

Gover went on to say, “Nobody wants the Trust Fund Management system fixed maore
than the American Indians who make up the BIA, They know this system affects their
tribes, their communitics, and their familics.”

The TAAMS system will now undergo a 60-day series of tests and the testing of the
application in every posasible situation. Dom Nessi, the TAAMS project manager for the
BIA stated, “We are now going to put this system through its paces. This system looks
very good now, but our people are certain we can make it even better in the next two
months. We are on the way to having the best land management system in the Nation.”
Because the TAAMS system is a modified Commercial Off the Shelf Software system
(COTS) changes and adaptations can be made quickly and easily. During the testing and
data cleanup period in the Billings Area Office, if changes are necessary, they will be
made to make the system work even better.

“This 1s a huge step toward creating the first working Trust Management System for
Tribal and Individual accounts”, stated Assistant Secretary Kevin Gover, “we did not
break this system, but we are going to fix it. This is a case of Indians solving an Indian

- problem created by neglect.”

_ Hooy
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Order from chaos? New BIA records

By LOANA THACKERAY
Of The Gazette Seaff

Interior Secrelary Bruce Babbin
and Kevin Gaver, assistant secretary
for Indian aftaits, will be in Billings
Friday 10 inaugurate a new awamat.
ed records system aimed at clearing
up a bockkeeping nightmare that ha
threatened the Bureaw of Indian
Afftairs” abilily ta mapage the trust

. locome of Indian tribes eng their

members.

The new computer system com-
bines BIA land title records with a
separate BIA database containing the
informaticn about inpome from 1hose
lands. The expected resul, according
Dom Nessi, who is charge of imple-
menting tke system natonwide, is
better and quicker service to zocount
holders. Nessi is in Billings this weak
working wilh the new system, called
the Trost Asgey Accounting
Management System luitiative, or

AAMS forshort, |

“It's going to change (his argani-
zation forever," he said this week.
“Everybady on the team feels we are
doing this for penerations of Indian
people tooome,” -

Que of the tongest-running aiti-
- cisms of the BIA s jts antiquated

record-keeping system, which has Jost
11ack of millions of dollars owed to
Iribes and tribal members. The
Department of Intetior and the ALA
are in the midst of defending them-
Selves against a lawsni¢ filed in
Washingtan, D.C., which charges ihat
the govetnment has failed to provide
ocurate acoount balanaes for 300,000
individual Indian acoounts and 1600

tribal accounts.

Last fall, the Biltings Area Ofiice
was chosen as the pilot offire for the
hew system because its land and
MONCy veconds were in good shape
and its records systerns were slready
aulomated, atcording to Keith
Beartusk, Biflings area director for
the BIA.

Area realty officer - Clask
Madison, who is coordinating the pilot

project; ares land records officar .

Darryl LaCotnte; and training cordi-
balar Vienna Stewart have been pg
the road since Ihe project was
assigned to Bilfings. They have work-
ing with the computer contrartors, he
BIA records center in Albuquerque,
N.M., and BIA officials - in
Washington to develop a system (hat
mn\d‘?'lvmatBIA needed it to do.dﬂ

’ at the group is brying to do is
make order of a chanl:xycmmlem al
dealing with Indian lands that bezen
in the 1880:, whei Congress
approved varioss alloiment acts that

divided reservation lards amaog indi-~

vidual tribal memben. The practice
continued untl 1934,

In Montana, the proeess of allct-
ting Jangs dido’t begin until shortly
sfter the turn 'of the cenrury. Most of
the originaf alleitees are long Eone.
As gllottees died, most without wills,
their estates were divided EmMong
their heirs. With {be death of those
heirs and subsequent heirs, oweer-
ship iterests often became so divided
uorthless, oo ;

The resilt is called “fractona-
Yica" 2nd factionation is the rogi the
BIA fnancial mess. The BIA must

#kv‘r““--aa-o..-- a3, 'h'f""‘l'"""f"""'v’é"
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that they were effectively recdered -

register each change in title as il pass-
ES through numerous generations.
Qwnership interests, somelimes as
small as K500,000, must be resorded.
Whatever income gznerated oa thase
fends — agricultural or mineral leases
and limber contrects, for inslance —
nust be divided among all oaners no

* matter how small that inleresi is,

Sometiraes that inferest earns only a
fraction of a cent.

Twva years ago, the Billings Area
Office was keeping records for 42 000
izdividual tribal members in
Montana and Wyoming, Those inds-
viduals had collectively aocumulated
more than 400,000 ownership inter-

esty. The area office probably serves .

an equal number of people wha live
outside the Billings area, but wha
have interest i land in Montana or
Wyorning.

Two separate automated systems
were developed 1o Xeep track of the
datn, Beartusk said. Oae maintained
title records and the other the finan.
cial data, The new cemputer system
will combine both databases, vastly
improving the agency's abilily to
determine what is owed fo gccount

AN

Saestarts 1’s

ry
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holders. I will alsa make it easier to
follow ownership of even the tiniest
fraction of an interedt in 2 land par-
cel. .
Beartusk said the new COmputers
an¢ software will be greater thap the
sum of the 1wo databases. B1A will

‘have Ihe flexibility to put together

data that would have 1akzn months to
gather by hand. For jostance, the
computer will be able o spit oul
reports tallying all land interests
owned by members af the Crow
Tribe on other reservatioas thron

out (e country or caleutate the Jand
interests owned by non-member
lodians on the Crow Resetvation.

Some of the computers the BIA
has been relying on to manage the
huge task of maintaining itx records
are hooked lo vintage 1960s ar 19705
mainframes, Beartirck saig,

The Department of Interior has
dedicated §160 mitlion 1o improving
and updatng its system,

“BIA peopie have not been
blessed with the best resources pver
tke years,” Nessi said, “It's about
time we give them the best™

The first step in the process, one

22nd Ahniversary |
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ystem to debut in Billingé

that has been angoing for the last (wao
monthe in Bitlings. is deaning up the
databases. Beartusk said that could
inchude such things as making sure
that married names are recorded or -
minor name discrepancies are recon
ciled. About 20 people from
DataCom, an Okishoma City-based
Indian contraclor, are in charge of the
work with the assistance of the loca)
staff.

Applied Terravision of Dallas,
company thal has experience in
desigring systems to help harge oil
and gas producing comparies man-
age land leases and handle income
dstributions, is in charge of putting
the main sysiem togeiher,

Billings .will take the system
online Friday, but wilf ease inta full
operation over the nexd three weeks,
Onee BIA officials are happy with
how things are working in Biltings,
the system will be gradually intco-
duced to the other 11 area offices.
Juneau, Alaska, is nexf on (he lis\.
The system will ako be implemented
at 86 BIA triba! ageocics and by $30
tribes who contract with BIA tg do
Lkeir own realty work.
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By CLAIR JOHNSON
Of The Gazetre Scalf

Interior Secretary Bruce
Babbitt launched a new yecords
system in Billings Friday designed
10 clear up trust accounts that his
agency managcs for American
Indians. saying it was 3 step toward
restoring the integrity of reserva-
tions broken up by allotments.

Cutting a red ribbon wrapped
around a computer and pushing a
button on the keyboard, Babbitt
ushered in the new svstem that
combines Bureau of Indian Affairs
land title records with a separate
BIA database conwaining informa-
tion about income fram those
lands. The new program is called
Trugsr Asser Accounting
Management System Enitiative.

Babbitt and Kewin Gover,
assistant sccrerary for [ndian

affairs. rold
more than
100 people —
including 1rib-
al leadery
f r o m
Montana and
Wryoming
€athersd in
the Federal
Building they
were commil-
fcd 1o ensur-
ing that the
hew system would correce an
accounting nightmare .that began
more than a century ago.

The department plans to spend
31474 millioa in the pext three
vears 1o improve its handling ot
Indian trust accounts. About S60
million will be spent on the com-

BABBITT
In Billinga

‘pipe whoge

puter system and $54 millioan on
cleaning up dala.

In apening ccremonicsy,
Pretty On Top. a Crow
lzader. conducted a prayer
ceremony in which Babbigr.
and tribal leaders waived smoke
{rom a sweer grass braid over them-
selves and ggffed a long| beaded

wl was shaped like a
duck's head, A drum gro p from
Crow Agency pecformefl a flag
song,

David Orr. executive vipe prcs-
Jdent of Applicd Terravision Artesia
Systems Group. the Texds-based
conrracior, gave a demonsttation of
the new system_

Crew Tribal leader Clara
Nomee 1old Babbitt that she was
encouraged that the government is
upholding its treaty obligatibng. She
also presented the seererary with a
beaded bolo tie. which he romprly
put on in place of his necktid.

One of the longest-rn criti-
cisms of the BIA s its ap iquated
record-keeping system. which has
lost track of millions of do awed
to tribes and tribal membdrs from
leases. royalties and courf serrje-
ments.

A grouB of account hol
suing the Department of
and the BIA in Washingtoh. D.C..
stating that the agencies have failed
to provide accurate accolnt bal-

ances for 300.000 individua] Indjan
accounts and 1,600 tribaj Dungs.
The individual accounts ar worth

$500 million. and the tribal dccounts
are warth $2.5 billion. ’

Gover said the Billings Ares
Office of the BIA, which ihcludes
Montana and Wyoming, was select-
ed as the pilot office for the gew sys-

JIN 26 1999

tem bocause it had the righe people
for the project and had a good diver-
sity of resowrces chat are rracked —
like oil and gas royalries, minera)
production, agricuiture Icases and
timber.

In brief remarks. Babbitr saia
the sad history of allorments began
with onc of the most misguided Jaws
in American historv — the General
Allotment Act, He said the 1887
legislation was a way to break up
[ndian rcacrvarions and o open
them to settlement. Babbitr called
the act a “dagger aimed at the heart
of Indian culture” becayse it said, in
éssence. there was no place in
America for Indian rribes to hald
their land and determinc their
future. _

With the new records system.
Babbirt said the government is
beginning to square up the history
of 1ts rrust obligations.

The problem goes back (o the
18805 when Congress approved vari-
ous allotment acts that divided
reservation lands amoog individual
tribal members. The practice rontin-
Uzd uatil 1934. Many Indians sold
their land. and mare than 10 tillion
acres of the trust land base was laost
between 1887 and 1934. The land
was 1o be held in trust and usually
was passed down ta the owners'
heirs. Thraugh successive genera-
tions. thc number of heirs often
grew o the poinr that dazens of
people could own an interest in the
same parcel of land. rcsulring in
fracticoation of the p

Today. the average parcel hay
about 40 oumerx, said Rex Hackler,
BIA's communicaton director.

BIA must register each change
in title as it passes through many
8coeratioms. Ouwnership interests.
sometimes as small as 1/500.000
must be recorded. No matrter how
stall, wharever income is generared
oun thosc lands must be divided
amoug all cwners.

hoos
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Gover. for example. has an
interest worth 7 censs in a parcel in
Oklahoma. Hackler said. :

Addressing the probiem of frac.
tionarion, Babbirt said Congress
must pass legislation to allow tribes
to begin consolidating allotments on
a valuntary basis. He said there is a
$5 million pilot program under way
at a Minnesota reservation Lo buy
the intcrests of anyone who wants to
sell. The BLA will convey the title 1o
the tribe with a lien for repayment
of the purchase price, he'sajd.

- Bahbint said the media have sen-
sationalized estimares of what the
government may owc Indians. He
said he did not know if it's $10 mi-
lion ¢or 3100 milljon.

“The dollar figures are manage-
abdle.” he said. “Qur obligation is ro
square the accounts. We take thar
seriously. and we will.””

Gover said the BIA has strug-
gled to run the program. but unril
now Congress hasn't provided the
funding it nceds to be effectjve.

Gover praised Bla employees.
93 percent of whom are Indian, for
their-hard work onq the project.
“Nobody wants the system fixed
more than BIA,” he said. “It's gbout
Indian people fixing a prablem cre-
ated by neglect " _

Cnitis have called the new Sys-
tem a sham because the records are
in disarray and have accused

Interior otficals of inaugurating the

system in Montana to avoid the
scrutiny of the national media.
Gover said the BLA sclected the
Billings. ficld office a year aga,
before it knew there would be a trial
or what media coverage might be.
Gover also said eritics have a
night to be skeptical. Howevcr, he

said the BIA is committed to an.

aggressive roll-out schedule that
calls for having the program operat-
ibg nationwide by 200]. *We cannot
stop. We cannot slow down, and we
cannot win back,"” he said.

»
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Community Reinvestment Act

Question:
What are the benefits of CRA?

Answer:

CRA 1s helping to rebuild homes, grow small businesses, create jobs, and restore hope in
neighborhoods across the country. By encouraging banks and thrifts to explore
opportunities to make sale and sound loans in low income communities, CRA is helping
to expand the reach of the private sector marketplace.

For example, between 1993 and 1997, home loans to low and moderate income
communities grew by 45% compared to average growth of 33%. Banks and thrifts
subject to CRA’s reporting requirements made $159 billion in small business loans in
1997, with about 20% going to businesses in low and moderate income areas.

Banks and thrifts made $18.6 billion in community development loans in 1997. In the six
year pertod 1993-1998, national banks invested eight times as much in community
development as they did in the previous 30 years.

Question:

As an economist, how can you justify CRA?

Answer:

Federally insured banks and thrifts receive benefits from comprehensive federal
regulation, access to the IFederal Reserve Board’s discount window and the payments
system, and federal deposit insurance, and are required undcr their charters to meet the
convenience and needs of their communities.

CRA hclps to overcome market failures in the provision of credit in low and moderate
income communities. For example, given imperfect competition in these markets, and
the fact that imnformation has the attributes of a public good, the costs of gathering
information about profitable loans in low income communities may create barriers to
entry that can be efficiently reduced through CRA’s obligations.

[ think what you will find is that banks have, because of CRA, entered into new markets
and found profitable loans to make to creditworthy borrowers. As Alan Greenspan has
satd, CRA is helping by “enhancing the market.”

Question:

Will the Administration veto Financial Modernization legislation over the Community
Reinvestment Act?

Answer:
President Clinton and Secretary Rubin have made clear that the Administration would



velo legislation that weakened ogfailed to preserve the relevance of CRA.

With respect to the Sefiate-passed financial modernization legislation, the President has
said that he would-the bill, in part because in his judgment the bill would undermine
the effectiveness of the Community Reinvestment Act.

By contrast, the Administration supports the House passed version of financial
modernization, which preserves the relevance of CRA.

Background:

Congress enacted CRA in 1977 to encourage federally insured banks and thrifts to help
meet the needs of their communities, consistent with safe and sound banking practices.
Federal bank and thrift supervisors assess financial institution performance: loans
made, services provided, and investments in their communities. CRA regulations tailor
examinations to specific types of institutions. The regulation provides a streamlined
examination for banks and thrifts with assets under $250 million, 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 in connection with scheduled
examinations, and the filings of certain types of applications, such as those for mergers
and acquisitions, the establishment of new institutions, and deposit facilities.

S. 900, the Senate financial modernization legislation, weakens CRA in three ways: 1)
The bill provides a “safe harbor” for banks with a satisfactory or better CRA rating.
Such an institution would be deemed to be in compliance with CRA unless “substantial
verifiable information” arising since the time of its most recent examination is filed. 2)
The bill provides a small bank exemption that exempts banks with less than $100
million in assets located outside metropolitan areas from CRA — 38 percent of total
banks and thrifts. 3) The bill fails to include the House-banking bill requirement that
insured depositories have and maintain a satisfactory record on CRA as a condition for
engaging in newly authorized financial activities.

Gramm is likely maneuvering for a “CRA neutral” bill out of conference, dropping his
anti-CRA provisions, but omitting our “have and maintain” requirement. Given the
changing nature of the financial services industry, with an increased focus on newly
authorized activities, and a decreased emphasis on bank mergers, we have taken the
position that such a bill is not CRA neutral, but would in fact weaken CRA over time.

Extortion

Gramm position:
Gramm believes that CRA is used by community groups to extract payments from




banks for improper purposes by threatening to protest their applications. Specifically,
Gramm contends that community groups have extorted $9 billion from banks under CRA.

Question:

Isn’t the Community Reinvestment Act extortion?

Answer:
We believe extortion is wrong. Extortion is already illegal under federal and state
laws, and extortion in any context should not be tolerated.

The vast majority of applications subject to review under CRA are approved without
adverse public comment on CRA. Even applications that receive such comments are
overwhelmingly approved. The regulators determine a bank’s CRA record based on its
performance, not based on agreements reached with community groups.

CRA encourages banks and thrifts to serve the needs of their entire communities,
consistent with safe and sound banking practices, and I believe it is serving its purpose.

Additional proposals might chill legitimate, normal, arms-length transactions and
productive cooperation between banks and community groups. For example, banks
make grants to community-based organizations to conduct homeownership counseling,
which increases the bank’s ability to make sound loans to low-income borrowers.

Further Background

We would support something along the lines of the disclosure requirement included by
Senators Gramm and Sarbanes in S. 900. Under the provision, banks and community
groups would have to report to the banking regulators on agreements they reach under
CRA. Community groups are divided over the provision.

Gramm claims that under CRA, community groups have extorted from banks over $9
billion “in cash” for community groups. The reality is that the $9.5 billion he refers to
is the amount that the National Community Reinvestment Coalition estimates that banks

have pledged under CRA in 1997-98, going forward over the next ten years, for a
range of community development efforts - only a tiny fraction of which represents
operating grants to community groups.

Of the $9.5 billion, $6 billion derives from the $115 billion Citigroup pledge, issued by
press release upon its merger announcement, not under any agreement with a
community group. The $6 billion includes loans, grants, equity investments and
technical assistance for a wide range of community development purposes over the next
10 years — not just grants to community groups. It includes investments in low income
housing tax credits, equity investments in community development activities,
investments in affordable housing securities, community development grants for
neighborhood revitalization projects, expansion of a training institute for community



development managers and lenders, project and working capital loans to nonprofit
community organizations and developers of affordable housing, loans to intermediary

organizations that provide financial and technical services to community based
organizations, and other activities.

Of the $9.5 billion, $2 billion derives from the $350 billion Bank of America pledge,
1ssued by press release upon its merger announcement. Bank of America similarly
pledged to undertake a wide variety of community development activities, including
investments in community development intermediaries, such as the Local Initiatives
Support Corporation, the Enterprise Foundation, Rural Community Assistance
Corporation, the Neighborworks Network, and CDFIs.

Grants to non-profits include those for home counseling programs, which are proven
risk management techniques that increase a bank’s ability to make affordable housing
loans to a broader range of individuals consistent with safe and sound business
practices.

Only a very small fraction ($170,000) of the $9.5 billion in the NCRC sample of 1997
and 1998 agreements, cited by Gramm, constituted operating grants to community
groups signing CRA agreements.

(see further background under banks and community groups)

Sunshine Amendment

Question:
Do you support the CRA Sunshine Amendment in S.900, which requires

community groups and banks to disclose and report on their CRA agreements?

Answer:
We support disclosure. We support sunshine. We’d like to work with the Congress
on the precise language.

Small bank exemption

Gramm position: S. 900 exempts banks with $100 million or less in assets outside
metropolitan areas from CRA. Gramm believes that small banks should be exempt
because their whole mission is serving their local communities, and the burdens of
CRA are thus unjustifiable.

Question:

Shouldn’t we relieve the regulatory burden on small banks?

Answer:
Most community banks do a good job of serving their communities. However, small



bank CRA ratings are not betler than the ratings of large banks. In fact, a 1998
Congressional Research Service study found that banks with less than $100 million in
assets received 70% of the “needs to improve” and “substantial noncompliance” ratings.

The revised CRA regulation issued in 1995 already relieved small banks ot much of the
regulatory burden of CRA. Small banks with assets less than $250 million, are subject
to a streamlined examination that focuses on lending.

The Administration is opposed to the small bank exemption in S. 900. Small banks,
with assets less than $100 million, located outside metropolitan areas, comprise 38
percent of all banks. Exempting small banks from CRA would have devastating effects
on local communities, particularly rural communities throughout the country.

Background

Paperwork Reduction Act estimates released by the banking regulators in June find that
small banks spend only an estimated 10 hours per year on CRA record keeping
requirements.

Safe Harbor

Gramm position:

Gramm favors a “safe harbor” for banks that receive a satisfactory or better rating in
their last examination. Under his bill, there would be a presumption that such banks are
complying with CRA unless substantial evidence to the contrary arising since their last
examination were presented. He argues that this will prevent frivolous complaints
from delaying applications.

Question:
Why shouldn’t a financial institution be able to rely on its most recent “satisfactory”
CRA rating during application reviews?

Answer: *
The Administration opposes any “safe harbor” for banks receiving a satisfactory rating
their last examination.

A bank’s CRA rating can become stale. For example, circumstances can change
quickly after an examination, examiners may miss evidence with respect to a particular
market, or applications may involve new markets not covered under the earlier
examination. The “safe harbor” would prevent regulators from even considering such
matters unless a public comment is filed meeting the evidentiary burden.

In addition, the safe harbor puts a significant burden on the public to identify
“substantial verifiable information” despite the fact that financial institutions and their
regulators are better able to produce relevant information necessary to determine the



veracity of the comment.

Regulators already have discretion to ignore frivolous comments, and they exercise that
discretion.

Have and Maintain - Newly Authorized Activities

Question:

The Administration supports expanding CRA to non-bank financial institutions. Doesn't
that deviate from the original focus on institutions that take federally insured deposits?

Answer:

The Administration has not supported extending CRA to non-bank financial institutions.
We have insisted that financial modernization legislation contain a provision that insured
depository institutions have and maintain a satisfactory record on CRA in order to engage
in newly authorized {inancial activities.

If we wish to preserve the relevance of CRA at a time when the relative importance of
bank mergers may declinc 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.

Credit Allocation

Gramm position:
Gramm believes that CRA is credit allocation and is fond of asking others their
view on the matter. He argues that any government attempt to influence the
flow of capital is credit allocation.

Question:

You are an economist. Isn't CRA credit allocation?

Answer:
Credit allocation can mean different things, but | think Chairman Greenspan had
it about right. He said, “The essential purpose of the CRA is to try to
encourage institutions who are not involved in areas where their own self
interest 1s involved, in doing so. If you are indicating to an institution that there
is a foregone business opportunity in an area X or loan product Y, that is not
credit allocation. That, indeed, is enhancing the market.”

“Politicization” of OCC Examination Staff



Question:

Gramm charge: The OCC examination staff were asked to find bankers to speak out in
favor of CRA. How can you ask us to support the operating subsidiary when the OCC
1s engaged in these political activities?

Answer

I am familiar with the incident. My understanding is that the OCC promptly corrected
the problem. Any effort to politicize the examination staff would be wrong.

The Department s not involved in any case specific matters before the OCC and is
committed to an impartial OCC. We are committed to maintaining the dual banking
system in the United States, with appropriate roles for both federal and state-chartered
banks, because it has scrved our country well. We also believe that the Executive Branch
needs to maintain its input into questions of banking regulatory policy, as was the case,
for example, with the measures needed to ease the credit crunch in 1993,

Paperwork Burden Reduction Act Estimates

Question:

The banking regulators found that the burden under the revised CRA regulations
increased by up to 8 times what the burden had been in 1993. How can you say that
you reduced the burden on banks under CRA?

Answer:

The banking regulators recently revised their estimates of the time it would take banks
and thrifts to comply with CRA record keeping and reporting requirements. The
regulators did not determine that the actual burden had increased. The regulators
determined that their estimate of the actual burden had been inaccurate. In large
measure, the inaccuracy arose because the regulators had believed that easy to use
software would be quickly developed to permit automatic “geo-coding” of small
business loans - that is, recording where small business loans were being made. This
software took longer to develop and to disseminate than anticipated.

The burden on small banks 1s modest. The regulators estimate that it would take a
small bank about 10 hours of one employee’s time each year to comply with CRA.

For large banks, with assets over $250 million, the burden estimates are 15 weeks per
year. These large banks have an average asset size of $3.2 billion and 859 employees.

These burdens do not seem disproportionate to the benefits of CRA in terms of
increased lending for housing, jobs and small business growth in communities.

CRA and the Internet

Question:



You’re for a tax-free zone on the Internet, do you agree with OTS Director
Seidman that we should tax internet banks with CRA?

Answer:

We strongly support CRA and want to be sure to preserve its relevance in the 21*
century. I am not very familiar with the precise issue you raise. My
understanding is that Director Seidman posed an interesting, but technical
question about the appropriate assessment area for such institutions.



Fair Lending
Question:

Do you consider so-called “predatory lending” practices a problem? If so, what steps
would you recommend (o address them?

Answer:

While important strides have been made in extending access to credit to low income
communitics for home ownership and business expansion, significant problems remain.
In some instances, lenders may engage in practices that are unfair or deceptive.

In July 1998, the Federal Reserve Board and the Department of Housing and Urban
Development issued a joint report which identified abusive lending problems and
suggested proposals to address them. The report noted a number of abusive practices.

For example, lenders may (ail to disclose fully the costs of a loan, loans may include high
up-front costs and short-term balloon payments that result in “*loan {lipping,” the frequent
need to refinance loans and the rapid reduction of a borrower’s equity in his home.

The Administration believes that Congress should enact the report’s reccommendations.
[n addition, the Administration has made additional recommendations to address

problems identified in the report, and has asked the Federal Reserve Board to improve
reporting under Home Mortgage Disclosure Act and the Equal Credit Opportunity Act.

Background:

The July 1998 HUD/Fed Report documented continued abuses in the subprime lending
market. The report made a number of recommendations with respect to changes in the
Truth in Lending Act (TILA), the Real Estate Settlement Practices Act (RESPA), and the
Home Ownership Equity Protection Act (HOEPA). The President recently endorsed the
report’s recommendations, and we also proposed additional steps, primarily related to
further changes in HOEPA.

Currently, under HMDA, financial institutions must report the race and income of home
mortgage applicants, but under the Federal Reserve Board regulations implementing the
Equal Credit Opportunity Act, banks are forbidden from collecting such data. Treasury
has asked the Federal Reserve to permit banks to collect data on small business
borrowers’ race, gender, and income, information that OCC and OTS require. . With
respect to Regulation C, implementing the Home Mortgage Disclosure Act, Treasury has
asked the Federal Reserve lo require financial institutions to report on reasons for
denying a loun. Treasury expects a favorable vote for the Federal Reserve Board in early
July, 1999,



New Markets Initiative

Question:

What is the New Markets Intiative?

Answer:

The objectives of the New Markets Initiative are: to spur $15 billion of new private
capital investment in businesses located in economically distressed communities, to build
a network of private sector institutions focused on economic development in distressed
areas, and to provide the technical assistance to these businesses that they need to grow.

The New Markets Tax Credit would help spur $6 billion in private scctor investment for
business growth in low and moderate income rural and urban communities. Investors
would be able to claim a credit worth, in present value terms, 25 percent of the amount
invested. Investments in a range of community development investment vehicles focused
on serving these communities, such as CDFIs, would be eligible for the credit. These
funds, in turn, would invest in businesses in low-income communities.

Background:
In effort to stimulate greater sector participation in economically distressed areas,

President Clinton proposed the New Markets Initiative in January 1999. Components of
the initiative include: a New Markets Tax Credit; private sector run investment funds —
New Markets Venture Capital Firms (for smaller businesses); America’s Private
Investment Corporations (for larger businesses); Small Business Investment Companies
(SBICs) targeted to low and moderate income areas; an expanded Community
Development Financial Institutions (CDFI) Fund; increased support for micro-
enterprises, including through the Prime Act; and BusinessLINC. (See background)

Question:

What is the estimated value of the new markets tax credit in terms of luring new private
sector funds to economically distressed areas, i.e., what level of economic activity do
you believe will be generated over and above what would have been generated without
the New Markets Tax Credit?

Answer:;

The New Markets Tax Credit will provide a tax credit on up to $6 billion in new equity
investments in qualified community development entitics. Existing investments in these
entities would not qualify. Given the relatively low levels of equity capital currently
available to community development entities, we anticipate that the New Markets Tax
Credit will generate significant new equity investments in these entitics.

Question:
How will this credit work -- what are the eligible entities and activities?

Answer:



Taxpayers would be allowed a credit against Federal income taxes for qualified
investments made to acquire equity interests in a selected community development entity.
The credits would be allocated to selected community development entities by the
Department of the Treasury, which would authorize selected community development
entities to issue an aggregate of $6 billion in new equity investment over 5 years. The
credit allowed to the investor would be a six-percent credit for each year during the five-
year period alter the equity interest is acquired. Substantially all of the proceeds of the
investment must be used by the community development entity to make equity
investments in, or loans (o, businesses located in low-income communities.

Question:

Is there other relevant experience that the Department can point to in terms of the success
of tax credit financing in promoting community development activities?

Answer:

In developing the New Markets Tax Credit, the Department took account of experience
with the low income housing tax credit and the community development corporation tax
credit pilot, as well as Empowerment Zone incentives, and state tax credit programs.

Question:

Do you believe non-profit community development corporations, loan funds, and
Community Development Financial Institutions (CDFlIs), have the track record and
capacity to make good use of the New Market Tax Credit?

Answer:

Yes. The kinds of organizations that could be eligible for the tax credit are specialized,
locally based institutions. Many such organizations have a strong track record in serving
their communities, and have the capacity to use the New Markets Tax Credit effectively.
[n addition, we are hopeful that new entitics will continue to form that can make effective
use of the tax credit. To that end, in addition to the tax credit, we are proposing to bolster
funding for a set of initiatives that help to build local capacity, including increased
funding for the Treasury Department’s CDFI Fund.

Question:
What types of investors would use such a credit -- is this targeted to institutional as well
as individual investors?

Answer:

Both corporations and individuals may take advantage of the tax credit, and we anticipate
that community development entities will seek equity investments from a wide range of
investors, including individuals, banks, investment banks, insurance companies, and
others.

Question:



How will the Treasury Department ensure that the credit benefits poor communities --
what are the targeting requirements for credit?

Answer:

Substantially all equity raised using the New Markets Tax Credit must be used to invest
in, or make loans to, businesses located in low and moderate income communities. We
have devised a set of rules to ensure that qualified businesses are actually doing business
in a low or moderate income community. Low and moderate income communities are
defined as census tracts with poverty rates of 20 percent or higher, or with median family
income at or below 80 percent of metropolitan income, or if in a nonmetropolitan area, at
or below 80) percent of statewide income.

New Markets Initiative:

President Clinton proposed the New Markets Initiative in January 1999. Components of
the initiative include: a New Markets Tax Credit; private sector run investment funds -
New Markets Venture Capital Firms (for smaller businesses), America’s Private
Investment Corporations (for larger businesses); Small Business Investment Companies
(SBICs) targeted to low and moderate income areas; an expanded Community
Development Financial Institutions (CDFI) Fund; increased support for micro-enterprise,
including through the Prime Act; and BusinessLINC.

New Markets Tax Credit

The New Markets Tax Credit will attract $6 billion in new equity capital to businesses
located in low and moderate income communities. The credit is designed to build the
capacity of institutions with business development expertise and knowledge of their local
communities, and promotc partnerships between skilled community development entities
and mainstream sources of capital. Community development entities will apply for
designation. Once designated, these entities will use the tax credit to attract investors.
The community development entities will transfer a given amount of tax credit allocation
to investors. Investors then claim a 6 percent tax credit on their investment for 5 years.

America’s Private Investment Companies (APICs)

Modeled after the Oversees Private Investment Corporation’s investment funds, APICs —
privately run imvestment companies — will focus on providing long-term equity and debt
financing for large-scale projects located in economically distressed areas. APICs will
raise $25 million in equity from private investors and leverage the equity with up to
double the amount of capital in HUD-guaranteed debt. APICs are designed to support
large scale revitalization projects, including commercial real-estate projects.

New Markets Venture Capital Firms

New Markets Venture Capital Firms will be SBA-licensed, community based venture
capital funds that are formed to invest in companies located in low and moderate income
areas. Investments will range from $50,000 to $300,000. The venture funds will raise $5
million in equity, leveraged with up to double that amount in SBA-guaranteed debt. The



funds will also receive SBA grants for technical assistance.

Small Business Investment Companies --1.ow and Moderate Income Areas

An SBIC 1s a private company formed to invest in small businesses. The newly targeted
SBICs, utilizing private sector equity, leveraged with debt guaranteed by the SBA, will
make investments in small businesses located in low and moderate income communities.
These targeted SBICs will be regularly licensed SBICs, with at least $5 million in capital.

Micro-Enterprise Lending and Technical Assistance

Under the President’s FY 2000 budget, funding for micro-enterprise across the federal
government would be increased by 159 percent, from $32 million to $83 million,
including $15 million for the Program for Investments in Micro-Entrepreneurs (PRIME),
and a doubling of technical assistance and lending in the SBA Micro-Loan Program.
PRIME authorizes the CDFI Fund to provide technical assistance and training to micro-
enterprise development organizations and micro-entrepreneurs.

The House banking committee voted out (on voice vote) the CDFI Fund reauthorization
and the PRIME Act on May 26.

BusinessLINC

BusinessLINC is designed to encourage large businesses to work with small businesses
located in cconomically distressed areas to improve their competitiveness.
BusinessLLINCs help small firms obtain technical advice, financing, market place
credibility, subcontracts and joint ventures, and enhance management development.

Community Development Financial Institutions Fund (CDFI Fund)

The CDFI Fund promotes access to capital and local economic growth by directly
investing in and supporting community development financial institutions (CDFls) and
expanding financial service organizations’ lending, investment and services within
underserved markets. CDFlIs include community development banks, community
development credit unions, non-profit loan funds, micro-enterprise loan funds and
community development venture capital funds. The Fund builds the financial capacity of
CDFls by providing equity investments, grants, loans or deposits. The Fund also
provides technical assistance to build the skills and capacity of less experienced CDFIs.



QS FOR Q& AS BY SITE LOCATION

EAST ST. LOUIS - HUD

Q. Why was the Walgreen’s that you are visiting picketed when it opened?

Q. What is the connection between the developer of the shopping center and the Casino
Queen riverboat casino?

Q. ICI Venture is announcing a major new investment fund today. Isn’t its founder a big
supporter of George W. Bush?

KENTUCKY — Treasury and USDA

Q. How has the Kentucky Highlands Investment Corporation helped to improve economic
conditions in the Appalachia Region?

Q. What is the role of KHIC in the Empowerment Zone?

MISSISSIPPI DELTA — USDA (I have information 1 can fax that may help with this)

Q. Why did the proposal to create a Delta Regional Commission last year fail?

PHOENIX — HUD

Q. Why is Phoenix a New Market. Isn’t it a prosperous thriving city?

Q. Why is one of your stops on this tour focused on the Hispanic community but none of
your other stops have focused on a specific minority community?

PINE RIDGE RESERVATION - HUD

Q. Isn’t the New Markets Initiative focused on broad economic development and
investment in business? Why are most of your announcements here relalted to housing
investment?

Q. Conditions on reservations seem so dire with unemployment so high. How will people

how live here be able to afford the mortgages that these programs create?

L.LOS ANGELES — HUD

Q. Hasn't the Los Angcles Empowerment Zone had difficulties in the past. What is the
current status?



Q. What is the status ol the LA Community Development Bank and the problems it has
expericnced?

Q. President Clinton visited Waltts as long ago as 1992 during his campaign. What has
changed since then. Have things gotten any better for this community during the Clinton
Administration?
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I:The New Markets Initiative will help Pine Ridge in several ways:

o Housing construction and development of new lending opportunities--a public, private partnership
between HUD and several private participants, including Fannie Mae and the Mortgage Insurance
Companies of America.

o] Investment by the private sector in training for young Indians in telecommunications and
construction industries. Gateway , Owens-Corning, and the North American Steel Framing Alliance will
be the investors working with all 33 of the nation’'s Indian Tribal Colleges.

o] A major investment in the Badlands National Park that will create whole new tourism
opportunities. The U.S. Park Service will construct a new Visitor's Center and Indian Cultural Center at
White River. There is a potential of one million visitors a year to the facility, which will be operated by the
tribe. They will also get the revenue.

Many of the housing, lending and other initiatives are designed to help the rest of Indian country. The

grants from the Energy and Agriculture Departments will go to several other tribes, and the HUD housing
grants will go to 28 tribes. Most of all, the fact that the President came to the reservation will help people
around America to know more about the difficult circumstances most people in Indian country experience.



2. We are beginning with the understanding that there are structural problems at Pine Ridge, and that we
need to invest in water, energy, and telecommunications efforts as well as housing, before we can expect
private investment in such a remote and isolated place.

The approach is to build infrastructure, as much as possible with private partnerships. Because the nature
of the challenges are so profound, almost like some third world countries, we need to take an approach
that includes micro-investments and looks to telecommunications and long distance learning capabilities.
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Q. What is an SBIC?
A. An SBIC is a privately managed investment firm that provides equity
capital, long-term loans and debt-equity investments, plus strategic
assistance to qualifying small businesses. They make these venture capital
investments with their own funds plus funds obtained by borrowing at
favorable rates with an SBA guaranty.
Q. It was recently uncovered that government-backed SBICs were making
political contributions. Is it appropriate for the President to use this
program as a model for his new initiative?
A. Mostly several years ago, fewer than six contributions were made to
representatives of both parties. They were legal. However, the SBA
concluded that they were undesirable from a policy standpoint. Therefore,
the SBA has issued proEosed regulations for public comment that would
prohibit any such political contributions by SBICs in the future.
Q. How is CRA connected to the New Markets initiative?

A. Under the CRA investment test, investments in SBICs qualify for CRA
credit, and the formation of LMI SBICs which would receive CRA credit is a
goal of the administration.
Q. How has Kentucky Highland Investment Corporation helped to improve
economic conditions in the Appalachia region?
A. For over 30 years, Kentucky Highlands which utilizes private capital and
funds available through various government programs makes investments in
companies that create long-term permanent high quality jobs. They have
subsidiaries which are CDFIs and SBICs. fﬁnce its creation, KHIC has
invested more than $5Q million in over 140 enterprises that currently employ
more than 6000 people.
Q. Why is Phoenix @ New Market?
A. Even though Arizona overall is experiencing a robust economy with low
inflation and low unemployment levels, there continue to be significant

arts of the Arizona community that have not had the opportunity to share in
or realize the benefits of our expanding and robust economy.
Q. Why is none of your stops on this tour focused on the Hispanic community
but none of your other stops have focused on a specific minority community?
Of course, on the Pine Ridge reservation, we are focusing on Native
Americans. But regarding Phoenix, it happens to be that the failure to
participate in the robust economy



