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NOTES ON ATTACHED -UNTAPPED MARKETS" TABLES AND TEXT 

. TTiis is an excerpt of some untapped markets analyses that HUD can polish ana 
make ready for the President's use next week. 

. We have 1997 numbers for central cities as a whole (Table 1) and expect to have 
l^pd^ted e^imates for "inner cities" (Table 2) in time for the President's use next 
week, The latter are 1992 for now. 

• The up-front bullets include data on significant untapped market potential in 
Atlanta-both the city as a whole and the inner-city neighborhoods. 
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AMERICA'S CITIES ARE HOWIE TO LARGE, UNTAPPED RETAIL MARKETS 

May 1999 

OVERVIEW 

The Nation's cities represent the number one emerging market far retail growth. 

Many of the Nations' leadmg cities suffer from sigiuficant "outehopping '̂—they have 

too httle retail to meet the demand, and tap the buying power, of their own residents. 

While residents live in tj\e dty, and while many earn their wages there, much of their 

income is spent elsewhere—in the suburbs, on-linê  or by mall order. For example.-

—" • — 
• The most ^vnder retailed" large cities are losing one-fourth ta one-luilf of the 

retail spending by their own residents to suburban areas, ttuiil order, on-Urje 

shopping, and other retail oxttlets. In 1997, over $39 billion was lost from 

New York City alone; S16.B billion from Los Angeles; $8.6 billion from 

Chicago; and $L1 billion from Atlanta, 

• Smne ofthe most untapped, under-retailed markets are in the inner cities of 

our urban areas—for example, residents ofthe poorest neighborhoods in 

Atlanta spend about $127 million each year on retail outside 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 

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

-1 
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UNDERSTANDJNC THE UNTAPPED CONSUMER MARKETS IN CITIES 

The central-city retail market is enormous: the purchasing power of all central-

city residents is estimated at $665 biUion^ meaning that retail demand just tn America's 

central city is 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 (ICIQ, an organization latmched by Harvard Business School • 

professor Michael Porter, the purchasing power of householda in jtist the most 

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

than the entire re ta i l marke t i n Mexico . i 

Although some downtowns have posted impressive comebacks in terras of 

population and business vitality, the central cities as whole could capture a larger share 

of metropolitan consumer spending. The retail gap—-ftie billions lost through 

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

weUashuge job creation potential for residente, community groups, and local leaders. 

Our cities began as centers of commerce, creating a dertaity of demand that is 

crucial to the success of much retail enterprise. As a recent Washington Post story 

acknowledged, however, in many cities—particularly older metropolitan areas such as 

Baltunore and Detroit—retail companies have notfocused their attention on central-city 

1 The Boston Consulting Groiip and The Initiative for A Competitive Innar Oty, Tbs Business Case for 
Pursuing Retzdl Opporhtnitiea i n the Iimer City." See also Pricewateiiuause Coopers and The IirltLative 
for ft Competitive Inner City, "The Inner-City Shopper: A Strategic Perspective." Inner-<ity 
neighborhoods are defined for theec studies as those in which median household Incxmie Is 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^ stares are posting record profits, 

Despite this compelling evidence on the handful of major retailers •"pioneering" 

their way back into cities^ as a raault of the decades-long suburban focus, 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^^tshopping'^ to the 

time of many billions of dollars each year. 

Outshopping affects cities of a l l sizes in every part ofthe caitntry. Table 1 

presents the gap between retail sales in 1997 and estimated retail pm-chasing power in 

central cities f o r tha t year (only central cities v d t h a gap are shown)- In. absolute terms. 

the biggest retail gaps are in oiu* biggest cities: $39.4 billion in New York City^ $16.8 
m. • • • —̂ 

billion in Loa Angeles, and $8.6 blUion in Chicago. But many other cities^ large and 

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

"destination retail" magnet for tourists, has a $2.5 billion gap; Denver, Colorado has a 

gap of $1.8 bdlion; 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 m cities from smaU to large; Baltimore, Maryland (40%); 

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

Chan 75 perceni of the • t y average, the poverty rate is at \east 50 percent greater than the city, and/or 
unemplayment is at least 30 percent higher than the city average. 

- 3 -
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Newark, New Jersey (46%); Gary, Indiana (55%); Alameda, Cahfornia (36%).; 

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

Untapped markets for retail are especially evident in the Nation's inner-city 

neighborhoods-—areas with significantly higher rates of unemployment, poverty, ami 

other signs of distress than their cities as a whole, (See Table 2) The retail gap in New 

York City's distressed neighborhoods is, collectively, ovter $4.1 billion pa^year (or 50%^ 

of the total estunated retail purchasing power of those neighborhoods); Philadelphia 

$1.7 biUion; Detroit $1.3 biUlon; Newark $885 miUian; and Atlanta $127 million. But 

the inner city areas in mid-sized and small cities are home to large untapped markets, 

too: for example, Memphis, Tennessee $491 million; New Haven, Connecticut $291 

million; Mobile, Alabama $46 million; Omaha, Nebraska $79 million; and Toledo, Ohio 

$226 million, 

Aside from this enormous untapped retail demand, central-city locations offer a 

critical advantage over suburban locations for retail businesses: density af demand. A 

few examples show the importance of retail density, retail demand per square mile in 

inner^ity Boston, for example, is six times as great as it is in the Boston metropolitan 

area as a whole—and the guger Stop and Shop outlet in Boston's inner city is the 

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

retail demand per square mile is three times greater than in the Oakland metro areaas" 

than 75 purccnt of the city average, the poverty rate Is at least 50 percent greater than the dty, and/or 
uncmploytrnmt is at least 30 percent higher than th« city average. 

4-
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whole, K-mart's SuperK store generates 50 perx:ent more in sales than tiie 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 

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

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

v^th just $48,656 in West Chicago. 

Even these figures understate the fu l l market potential of inner city areas. The 

reason is the significant "information gap" —traditional sources of business data are i l l -

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

urban markets are just now appearing.^ 

CONCLUSION 

The huge untapped demand for retail goods In central-city areas means that our 

Nation's retailers are net taking fu l l 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 outside of the cities means that the fu l l benefits of our economic 

expansion have not extended to urban residents. In short the retail density of the oLties 

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

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

^ See footnote #1 or definition of "Innci-city neighborhoods" ia Appendix. 
3 See "The Business of Neighborhood Markets: A project of the Social Compact," Shorebank 
Corporation, Chicago, IDlnois, May 1997. Contact; Robert Waissbourd^ VP of Shorebank, at telephone 
773-2SS-2400. Also, see Robert Weisebourd, "Fil]jng the Information Gap," Center on Urban and 
Metropolitan Policy, The Brookirigs Inatitutioii^ Washington, DC, March 1999. 

- 3 -
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opportunities, and to extend its breadth to those central-city residents and markets that 

have yet to fully participate in its benefits. 

. 6 
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APPENDIX: TECHNICAL NOTES & TABLES 

Incotne 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 metropoHtan area were taken from the 1990 
Census. Total non-wage income in 19S9 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 multiphed by the growth 
in the number of employed persons and by the nominal grovtrth in VS. labor income 
per employed worker (41.96 percent). Total non-wage income for 1997 was estimated as 
the 1989 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.S, 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 
cakidated from data in the State of the Cities Data System, 

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

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

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

Data fot retail sales were estimated by Market Statistics of New York, New 
York, Retail sales for each city and metropolitan area were obtained from tie 1992 
Census of Retail Trade. Next, estimates of retail sales for 1997 were made by 
multiplying the 1992 figures by the grovL̂ th in sales tax revenue for each jurisdiction. In 
cases where sales tax data Were not available. Market Statistics used changes Ln 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 metropohtan area and city figiores. 

-7 -
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^nner-city neighborhoods" are defined for Table 2 as zip codes in which median 
houseliold income is no more tiian 75 percent of the city average/ the poverty rate is at 
least 50 percent greater than fhe 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) 

-8 
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Retail Sales Gap, 1B97for Central Cities 1 1 
City Stata Retail Sales 1597 Purchaaing Pow«r 19S7 

Qap K Purchas ing 

Psiiwer - Sales 

New York NY $ 40,567,690,000 i BQ.00e,Sl6,19a 9 38,440.828,199 

Lofi Angeles CA S 23,172,2B3,ODO $ 40,007,025,802 $ 16.834,742,602 

Chicago IL 5 18.607.220,000 S 25,195,620,755 $ 6,538,400,7X5 

Denait Ml S 3.738,384.000 $ 7.24-1,200,091 3 3,504,216,091 

San JosB CA s 7,144.256.000 s 10,406,088.917 S 3,261,832,917 

Philadelptiia PA s S, 391,209,000 $ 12,284.765,013 s 2,ea3,5&7,8l3 

Francisco CA. $ 7,636.024.000 5 10,0S9,039,4Be s 2,463,065,496 

Wasii lngior DC % 3,780,370,000 % 6,814,785,277 £ 2,484,415,277 

Dallas TX $ l i .S6S,2B2,000 $ 13,858,126,636 % 2,292,846,636 
BalUmors MO $ 3,336,009,000 s 6,eD2,43S,BSe $ Z,263,33aS56 
Long Beach CA $ 2,240,325,000 s 4,500.661.018 $ 2,280.336,018 
San Olego CA s 10.733,869.000 s 12.632,644,078 $ 1.958,575,078 

OerwQr CO 4,075,124.000 « S,fl4B,D0£l.e77 s 1,789,883,677 

Seatde WA s 0,013.024,000 $ 7,834,750.932 s 1.621,735,932 

Oakland CA 9 2,380,439,000 $ 3.955,300,348 $ 1,574,861,546 

Phoanix AZ 6 li,79O,3fiB.0aO s 13,298.831,721 $ 1,506,275,721 

Atlanta QA S 3,727,587.000 s 4,834,122.262 s 1,106,535,262 

Artlngtnn s 2,0Sa,9l7,000 s 3,102,405.023 s 1.003,488,023 

Mliwaukse W l s 3,S52,BQ2.000 $ 4,678.016.499 $ 925.034.439 

CA s 2,261,536,000 s 3,115.218.082 s 853.882,082 

Si. Paul MN s 1,B26,439,000 s 2.649.000,943 $ 843.607.943 
Mlnnaapoiis MN $ 3.118,957,000 $ 3,asa,705,649 $ 341,846,649 
BunalQ NY s 1,512,7H0,0DD $ 2,327,592,379 $ 814,812,379 
Nswark NJ . $ 92fl,668,000 5 1,718,148,167 ? 788,480,167 

Sacramento CA s 3,103,057.000 s 3,886,003,012 s 782,942,012 
CIgveland OH s 2.735,050.000 3,346.903.547 s 611,847,547 

Miami Baach f=U s 515,554,000 $ 1.125,375.W4 609,721.924 

Atigusta GA s 572,5aa,000 I 1.103,13B,7U s 530.571,714 

Fort Worth TX s 4,298,799,000 s 4,814.128,992 s 515,328,992 

Hoctiester NY s 1.382,576.000 s 1.894,130,658 9 481.564,659 

Evans ton IL s B3S,fil 6.000 s 1,112.604.380 s 479,788,330 
Irvine CA s 1,603,788.000 3 2.1 •0,018.398 s 438,262.398 
Sunnyvale CA s 1,613,173,000 $ 2,048,290,615 t 433.117,315 

NJ s 217,519,000 s 646,387,351 $ 428,888,351 

Gary IN s 345,760.000 $ 761,550 « 4 s 415,770,224 

Kansas City KS s 780,675,000 $ 1,13B,SQ3.B49 $ 351,694,849 

Naw Orteana LA s 3,504^,929,000 $ 3.842,368,244 $ 337.43BJ44 
BayontiB NJ s 339,Sa9,000 s 875,794.688 s 338.205,688 

Sert<»ley CA $ 1,059,656,000 $ 1,389,205.294 t 329,549,294 

Aiamwda CA $ S70,765,000 $ 891,331,168 s 320,608,168 
Bgin lU $ 547,377,000 $ 883,914,778 s 318.837.778 

CaDG Coral FL $ 602,143,000 y06 ,99a iso $ 304,844.160 

Portsmouth VA 505,155,000 5 781.438,249 $ 27fl.2B3.249 
JemOy City rvjj s 1,770,610,000 $ 2,029,928,391 $ 259,118,391 

Camdsn NJ $ i73,aa6,000 s 427.832,114 s 258,707,114 

Riverside CA 3 2,540,110,000 s 2,7ea 501,131 9 242,191.131 

Lorain O H s 343,757,000 s 589.811.807 S 223,1SA,W7 

Daytnn OH $ 1,037,882.000 % 1,253,070,096 s 215,2aB,09e 

Richland WA s 205,723,000 $ 4t35,3a6.04-l 199.303,041 

Page 1 
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Palm Bay- FL 5 411,684,000 907,013,756 S 195,429,753 

Rock Island IL S 174,394,000 S 355,998,970 3 181,604,970 

Davis CA s 411^28,000 S 591,499,640 S 180,211,640 

CA s 1,644,324,000 $ 1.818,160,772 $ 173,836,772 

Vallelo CA s 955,425,000 s 1,128.849,492 S 173,423,492 
Port SL L jc ie FL 495,830,000 s 882,808,785 s 188,978,765 

Sohoriactady NY £ 414,589,000 s 559,173,953 $ 143,534,969 

Napa CA $ 638,969.000 .$ 789,600,391 $ 130,531,391 

Corunado CA S 88,894,000 $ 216,800,902 ) I27,is06,902 
Suf fok VA £ 384,408.000 $ 513,979,127 5 118,570,127 
East Chioago IN 108.848,000 9 222.435,303 $ 118.817,303 
Newpon NBWS VA s 1,350,353,000 $ 1,458,122,188 $ 107.768,168 
GaJvesion TX s 463.545,000 S 588,780,355 t 108,235,355 

Paradise CA s 138,178,000 s 241.883,952 S 103,707.932 
Lofll CA $ 476,480.000 9 575,085,269 s 99,615,289 
BathiBhem PA « 356.324,000 $ 65fl,325,82S I 97,001,926 
SL Loiils UO $ 2.892,407,000 $ 2,788J247,32-t % 95.840,324 
Aurora IL $ 1,033,884,000 s 1.127,659,074 s 93,675,074 
MiddlfrtDwn OH $ 411,957,000 s 494,687,023 s 82,710,023 
East St. Lo j i s IL s 87,972.000 s 178,910,618 $ 60.938.618 
Mlllville NJ s 168.197.000 s 246.228,569 $ 78,029,589 
Palm Springs CA s 593.403,000 5 . 681,741,320 s 86.338,320 
Troy NY s 363.466,000 427,311.798 s 63.855.796 
Utica NY s 430,519,000 $ 491.107.498 $ 60.398,496 
Ventura CA 5 1,273.199,000 $ 1,324,960.840 $ 51,751.940 
Tempe AZ ? 2.072,176,000 ? 2,117.895,448 s 45,819,448 
Lompoc CA 5 279,825,000 $ 324.906.140 s 45,081,140 
Santa Cruz CA $ 529,117.000 $ 571,600,054 5 42.483.054 
Temeoula CA $ 379,590,000 s 421.129.803 $ 41,549,903 
New Albany IN S 319,367,000 s 356,509,247 $ 39,142,247 
Raading PA $ 543.938,000 s 584.074,720 35.138.720 
Normal IL $ 341,849,000 s 378,672,248 s 35,023,246 
Lancaater CA s 1,016,771,000 $ 1,050,629,475 $ 33,858,475 
Midland TX s 1,161,130,000 s 1.214.642,423 $ 33,512.423 

LIT s 680,425,000 s 706,650,095 $ 28.425.096 
Urbana IL $ 243,854,000 $ 269,091,113 $ 25,207.113 
WiTmlnflton OE s 873,460,000 s 685.465,729 $ 11,985.729 
PstaJuina CA s 606,176,000 s 619,842,308 $ 11,663.309 
QranltB City IL 5 268.712.000 $ 277,954,171 s 9,242.171 
Midland Ml i 699.857,000 $ 603,223,493 $ 3,386.435 
Bingham ton NY S 416,650,000 5 419,243,986 s 2,393,995 
Grand Rapids Ml •a 1.311,492,000 $ 1.911.918,803 $ 424,803 

Page 2 
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"inner Clty° Retail Gap for Metropolitan Areas with "Inner City" Zip Codes Containing 5,000 or more Households 

Metropol i tan Areas With ' Inner Ctty" Zip c o d e s 

" inner City* Retail 
Salea 1992 

"Inner Chy" 
Purchasing 
Power 1982 

Naw YofX. NY PMSA 

Philadetphia. PA,NJ PMSA 

Detroit. Ml PMSA 

Newarv. NJ PMSA 

Chicago. IL PMSA 

Washington, DC-MO-VA-WV PtWSA 

Boston, MA-MH PMSA 

MempnlS, TN-AR-MS MSA 

Ci«vBiflnd-Lorain.5lyrla, OH PMSA 

St. Louis. M O I L HflSA 

Milwaukoa-Waukeeha, Wl P M S A 

N e * Haven-Meriden, CT PMSA 

Bairimora, MD PMSA 

Gan/, IN PMSA 

Toledo, OH WI9A 

Hartford, CT MSA 

Bridgeport. CT PMSA 

Mew London-Norwich. CT-Bl MSA 

U5«all, MA-NH PMSA 

Atlanta. QA MSA 

Rockford, IL MSA 

Utjca-Ptome, NY MSA 

Beaalng, PA MSA 

Buffalo-Niagara Falls, NY MSA 

Peorla-PaWn, IL MSA 

SaginaW'Bav City-MaJland. Ml MSA 

Omaha. NE.|A MSA 

Cincirnal l , OH-KY-IN PMSA 

Lawrenca, MA-NH PMSA 

Venturs, CA PMSA 

Norfolk-Virginia Baach-Nawport Ngvya. VA-NC MSA 

Harrifibung-Lfibanan-Carfeia. PA MSA 

AUentowTi-SalhlenBm-Easton, P A M S A 

Salinas, CA MSA 

Evansvillft-Hendarson. IN-KY MSA 

Mobile. AL MSA 

WatsrlDO-Cadar Falls, I A MSA 

Fort Conins-Lovoland, CD MSA 

Bakonsfielfl, CA MSA 

Daylon-Sprlngfiald, OH MSA 

Waco TX MSA 

Monroe, LA MSA 

Indianapolis, iN MSA 

Now Bedford, MA PMSA 

Flint, MI PMSA 

Si. Joseph, MO MSA 

Fresno, CA MSA 

Fort Myera-Capa Coral, FL M3A 

% 3,943,854,000 

$ 3,002.331,000 

$ 2,679,429,000 

$ 401,119.000 

$ 5,05/',887,00a 

$ 2,076,299,000 

1,467,772,800 

604,098,000 

1,597,087,000 

1,118,805,000 

643,637.000 

389,409,000 

$ 2,300,822.000 

$ 287,750.000 

422.475,000 

729.629.000 

267.297,000 

14,334,000 

272.711.000 

5 1,337,008,000 

S 227.394,000 

141,648,000 

149,788,000 

819,729,000 

141,115.000 

175,706,000 

462,331.000 

850.802,000 

284,811.000 

107,782,000 

582,393,000 

204,929.000 

S07,155,000 

101,519,000 

16,836,000 

123,573,000 

83.186.000 

103,852,000 

121301,000 

728,266,000 

64,688,000 

75,723,000 

95,438,000 

$ 134.801,000 

$ 381.244,000 

S 49,683.000 

S 303,882,000 

$ 89,012,000 

s 

9 

s 
$ 
$ 
5 

$ 

S 

% 
$ 

S 

% 
s 
s 
s 
5 

s 

S 

s 
s 
5 

$ 

S 8.099,838,145 

S 4,733,177,543 

$ 4.059.458.574 

S 1,286,542.827 

$ 5,803,098,311 

$ 2.734,620,078 

S 2,106,396.895 

S 996,239,302 

S 2,081.914,168 

S 1,484,050.013 

$ 836,501,962 

S 660.932,820 

S 2,842,028.969 

5 522,133,853 

849 ,332 ,^3 

940,578,968 

453,468,522 

197,864,770 

430,387.132 

1,524.338,823 

333.208.901 

235,278,424 

243,233,256 

905,276.143 

224,937,946 

257,678.858 

540.835,507 

723,611.638 

364,781,425 

178,479.958 

652,165,322 

358,890.802 

260,758,087 

153.816.250 

65,860,918 

166,882,637 

102,313,403 

139,804,225 

155.081,915 

754,477,171 

88,801,328 

98.101,165 

111,537,577 

148.819,942 

391,982,352 

58,743,B«» 

306,800.982 

71,793.274 

S 

S 

s 
5 
$ 
% 
s 
3 

S 

5 

$ 

$ 

5 

$ 
5 

6 

S 

$ 
s 
% 
% 
% 
% 
$ 
% 
% 
s 
s 
s 
s 
s 
5 

QAP = 

Purchas ing 

Power - Salea 

$ 4,158,172,145 
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TRANSPORTATION 
QUESTIONS AND ANSWERS 

FOR THE ANAHEIMAVATTS VISIT 
July 6,1999, NO. 2 Draft 

Question 1: 

How does transportation impact people Ŷho live and work in Watts and Anaheim? 

Answer 1: 

. Transportation investments are key to job creation - you can't get to work without a 

way to get there. 

. The majority of welfare recipients don't own oars and depend on pubhc transportation 

to get to work. 

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

. Under President Clinton pubUc and private fimds totaling $2.4 bilhon dollars liave 
been invested in the Alameda Corridor project ($400million in loan guarantees and 
$71 million in LA county apportionment,) 

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

. The Alameda Corridor Transportation Authority (ACTC) has created ^ ^^itious 
Job Development and Traimng program requiring contractors to tram 1,000 local 
community residents and hire graduates for at M 30 percent ofthe total worker 
hours. 

. This will provide 1.3 million hours of local labor and $50 milhon m wages and 

benefits to local residents. 

. In Orange Comity, an 8-mile $1.1 biUion project will expand 1-5 from six lanes to ten 
lanes The Orange County Transportation Authonty is developmg a 28-mile 
Transitway Corridor in central Orange County between Fulletton and Irvme. 
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Question 2: 

How has the landmark transportation law, TEA-21, affected the Los Angeles region? 

Answer 2: 

. TEA-21 provides record level investment in the areas of safety, mobility, 
enviromnent, economic growth and opportunity over its six year authonzation, 

. TEA-^ 1 provides new roads and bridges, upgraded railroads, airports and seaports, 
and better transit set%ice, creating a more hvable commumty by design, where all 
residents have access to jobs, school, and daycare. 

. California's 1999 appoitiomnents to date from TEA-21 total about $2.7 billion 
autozation, compLd with 1997 (the last year of ISTEA) apportionments and 
allocations of about $2.1 biUion. 

Question 3: 

Wliat are major fransit projects m the area that will help to stimulate employment? 

Answer 3: 

. The Orange Comity Transit Authority, in partnership with tjie pnvate sector is 
developing a 28-mile Transil^ay Corridor hnking economic ceriters witiim the 
Corridor including the downtown Fulletton Transportation Center downtown 
^ r e i i L Anaheim Resort Area, downtown Santa Ana, John Wayne Airport and 
several hospitals and regional shopping, employment, culmral, and entertainment 
centers, 

. Ensunng that we meet the needs of our workforce in the new miUemiium, LA 
County's Welfare to Work Transportation Interagency Task Force received Job 
A c ^ ^ L Reverse Commute funding ($425,000) for a Transportation hifonnation 
ProTec , providing individualized transit itmeranes, carpool ;'match hsts" and var^ool 
roules ^n-the-spot to help welfare to work apphcants get to jobs, interviews, fraimng, 
and child care. 

. The replacemont and expansion of Los Angeks County's aging bus A ^ ' . Pl"^ 
imptovonents in both bus and rail service, will help residents to get to jobs m the Los 

Angeles metropohtan area, 

• The LACMTA has adopted and accelerated bus procurement program, procuring 
1095 new buses, half, which will be deployed by the end ofthe year, and the balance 
by 2003. 
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Question 4; 

What has made a difference for "at-risk youth" in liie Los Angeles region? 

Answer 4: 

. Our success is our Transportation Careers Academy Program (TCAP) that helps 
provide summei- internships for 11*̂  and 12*̂  grade participants. 

• In the past it has sponsored as many as 160 internships each summer at ^̂ ^̂  and 
Sher fransportation-related firtns. Each TCAP intern earns $5.75 per hour dunng the 
six-Week, 30-40 hours per week job experience. 

. To encourage the private sector to participate, the MTA offers "two for one" support, 
whereby Hie MTA provides an mtem "free" for each one paid for by the pnvate finn. 
The program needs fransportation-related support from corporations to provide (1) 
intemsh^ job opportunities for TCAP students, or (2) fiinding for interns at such 
firms. 

. Before MTA budget cutbacks, the TCAP offered scholarships for its high school 
g r ^ ' a t f s l t^^^^^ Corporate support of a scholarship 
fund for TCAP graduates would restore this important program and strengtlien the 
attractiveness of TCAP for LA's at-risk shidents, 

. Using Federal Transit Administration and Department of Energy grants iri 1995-96 
Tc A estabhshed computer labs in its three charter high schools These labs will fall 
increasingly "behind the curve" ofthe latest equipment. Corporate fimdmg to 
p " equipment, as well as donations of used equipment, would greatly 
assist the students. 

. MTA has established a Transportation Teaching Institute whiĉ ^̂ ^̂ ^̂ ^̂  
years has sponsored Six-week workshops dunng summer and off track periods for 
TCAP teachers to receive orientations regarding transportation career opportimities. 

. The teachers use this time to prepare classroom curneula that ^^J^^ ^ ^ ^ f "^^^^^ ^° 
topical transportation problems ^ d opportunities. Because f ^^^^^^ . ̂  f I , ^ ^ 
thil summer will be the first time since 1994 that this f °P 
TCAP would require $30,000-$50,000 to sponsor a workshop this summer. 1 here is 
enough time to pull it together for this summer. 

-t̂ 'd see "ON TS loa wdTT:y 666T'Z nnr. 



Question 5: 

Does the TCAP target minority employment in the transportation indusfry? 

Answer 5: 

• This summer TCAP is serving more than 800 students. 

. The Mefropohtan Transit Authority is a major source of employment in the LA area -
of Its 8500 employees, as of May 1,1999, 79.7% are minorities. 

Question 6: 

How will the Alameda Cottidor project benefit the residents, the economy and the 

environment of LA? 

Answer 6: 

. The U.S. Department of Transportation, working with a variety of public and private 
partners, has helped implement the Alameda Comdor project, 

• This project wdl greatly improve freight transportation efficiency to the LA region by 
u S ^ g l l operations from the Ports of Long Beach and Los Angeles to destinations 
throughout the nation, 

• The project will nm through the Los Angeles Enterprise Zone encompassing some of 
the most impoverished commumties m the region, including South Cenfral Los 
Angeles. 

. By reducing fruck fraffic and eliminating at-grade rail crossings, the project will help 

reduce congestion and improve air quality, 

. The project also opens up opportunities for the redevelopment of indusfrial sites 
throughout the communities that border the Alameda Comdor. 

. The Alameda Corridor Transportation Authority (ACTA) has ^^^f^^^ai ambitious 
Job Development and Training program Uiat requires confractors to train â id hrre 
local residents for at least 30 percent ofthe worker hours. This 
milhon hours of labor and $50 million in wages and benefits to local residents. 
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U.S. DEPABTMENT OF HOUSING AND URBAN DEVELOPMENT 
1 HE OFFICE OF THE SECRETARV 

WASHINGTON, DC IW 10.0001 

July 2, 1999 

Memorandum to: Lisa Green 

From: Jacquie Lawing, Deputy Chief of Staff 

RE: New Market Q's and A's 

In response to your e-mail from yesterday, HUD is supplying the following answers to your 
quesuons 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. TTie Empowerment Zone and Enterprise Community (E2/EC) Initiative is a key element of 
President Clmton's community empowerment agenda for America. Its purpose is to create jobs 
and busmess opportunities in the most economically distressed areas of inner 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 etfort 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 ofthe 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^rtagrshiESjojeverageoygrJilMliondollarsjnjaubl andprivateinvestment 
Strategies resuhing from these partnersJiips havegenerated over2^;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 m dieir neighborhoods. 

In addition, Standard and Poor's "Report Card on Empowerment Zones" stated that successftil 
EZ/EC efforts can contribute to the improvement of a local economy and lead to an hnprovement 
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 ofthe New Markets Initiative. Five ofthe 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 reUira on 
investment. 

One ofthe principles ofthe Empowerment Zone/Enterprise Community Initiative is economic 
oppormnity. Empowennent Zones and Enterprise Communities develop new private sector 
partnerships; attract private sector investments; promote busmess 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 ftmds as flexible seed money to provide financial assistance to businesses. Through 
EZs/ECs across the country, the initiative works with local communities in identilying 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 piciieted when it opened? 

A. While this is a local issue, it is our understandmg 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. 



0r/02/99 12:25 INTER GOUERMENTRL RELATIONS ̂  94562223 
NO.052 D04 

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 
mclude 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. 

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

A. ICIC is announcing the launching of Inner Citv Venmres a private equity fund focused on 
business opportunities in inner city areas with untapped market potential. The fimd 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 mral) 
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 commumties and reflects die fmancial 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 a 
Tax Credit CDC, which enabled the non-profit to leverage $2 million in private fimding from 
Bankers Trust Corporation in NYC. hi addition, HUD granted KHIC an EDI grant of $2 million 
in 1998 to establish working capital lines of cnsdit 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't it a prosperous thriving city? 

A. The City of Phoenix is one ofthe more rapidly growing commmiities. However, the focus of 
die 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 ofthe Phoenix economy. In fact, the EC 
is an area with 48% of the population living below the poverty level and with 60% ofthe' 
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population having less than twelve years of education. Traditionally, median income within the 
EC is about one-third ofthe 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 ofeconomic empowerment that can 
revitalize nontraditional and underserved commimities 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 
your 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. Ih^ continuum ofeconomic 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 Causa, a Community Development Financial Institution serves the Hispamc 
community and has created success stories, one of which happens to be Botus Juarez Western 
Wear. La Canasta Mexican Foods, Inc. has contiibuted to the economic revitalization of its 
neighborhood through the construction of a new tortilla manufactimng facility. Moreno 
Welding, Inc. was one of die first beneficiaries of die loan program created by leveraging 
HUD's Community Development Block Grants and is one ofthe greater success stories in the 
area. 

In addition, it is critical to note tiiat one ofthe focuses ofthis vish is to highlight the formation of 
the first Small Business Investment Companies ("SBIC") created under the President's New 
Market Initiatives. Focusing again on die public-private partiiership, two private mdustry groups 
are fiinding 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 diis type of capital. 

PBVE RIDGE RESERVATION 

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

The first economic development project on a reservation must be housing and a finance/banking 
system. The old line is tiiie: "You can't get out of bed and go to work i f you have no place to 
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sleep die mght before." Bankers and homebuilders will attend the Pine Ridge Home Build 
demonstiating their commitment to financing mortgages and construction. Housing constmction 
and mfrastnicture (roads, sewer etc.) are the foundation for economic developmem Economic 
development flows from rooftops to retail. ^^^nomic 

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

A Through President Clinton's One Stop Mortgage Center hiitiative, efforts are underway to 
sh-eamlme federal regulations and improve coordination among federal agencies to pave the way 
for more homeownership on hidian Reservations. Lenders, attending die HUD conference and 
participating in die Presidem's visit, are eager to make loans available to eligible homeowners 
-niere are families on reservations who can afford mortgages. (See answer above with examples 
ot percentages.) Govemmem, in partnership with lenders, die private sector, and the tribal 
governments, simply has to remove die barriers and show families how diey can join the 
Amencan dream. 

Pine Ridge is the poorest reservation in die countiy; however, tiiere are families witii mcomes 
h i ^ enough to support a mortgage on tiie reseivation. For example, 16% of families on die Pine 
Kidge Reservation have incomes higher than the state nonraetro median family income Most 
reservations have higher percentages. Isleta Peublo in New Mexico has 48% of its families 
above die state nonmeti-o family income. Flandreu Reservation in Soutii Dakota- 34%-
Mississippi Choctaw, 29; Cattaraugus Reservation in New York, 25%- White Earth in' 

T S ' J n n^" ^ '̂̂ ^ ^" »"*0"ty ^""^^^ - built and subsidized 
witii HUD dollars^ As a result, grant ftmds cannot meet the total housing needs. Shared Visions 
will provide a model m how to utilize NAHASDA funds for downpaymem assistance diereby 
stretching grant fimds as well as milizing private financing vehicles to expand tiie housing stock. 

OS ANGELES 

Q. Hasn't the Los Angeles Empowerment Zone had difficulties tn the pa8t'> What Is the 
current status? What is the status ofthe LA Community Development Bank and the 
problems it has experienced? 

A. Recent negative articles in the U Times, USA Today, and the Wall Street Journal focused on 
tailed loans and not tiie complete picftire of what die LA Bank has accomplished. The LA Bank 
IS now on track and has had successes: 
• Approved 159 loans/ investinents totaling $ 118.3 million; financial commitinents total $74 2 

milhon in loans/investments. 
• These financing activities are projected to create or retain nearly 3.500 jobs. Of tiie 979 jobs 

aheady created, 24% have gone to EZ residents. 
• The bank is confident it will reach die 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 dian any 

commercial lender in die LA-Long Beach MSA. 
• Committed $70 million ($58 million funded and $ 12 million in die funding pipelme) smce its 
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mception less dian tiiree short years ago. This is especially impressive given tiiat the Bank is 
already equal in loan volume to its long established compethors in the area (4 small 
commercial banks) over that period of time. 

• The bank is providing capital to a divers mdustiy base tiiat reflects the city's growtii 
industries. These industries include wholesaling, manufacturers, services, finance, msurance 
and real estate. 

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

TOUGH BUSINESS 
I 

Access to capital for all but die stitrngest companies in die inner city is severely lunited. 
That is why die LA Bank was created. The LA Bank deals witii tiiose businesses turned down by 
traditional lenders. There are jtopna bedefaults. That is the natiire ofthe loan business. But the 
defaults ($2.5 million) and ti-oubled loan levels (16%) are reasonable given tiie natiire of die 
beast and the losses do not threaten die viability ofthe Bank. 

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

FALSE CLAIMS 

• The LA Times Article claims die LA Bank has broken regulations; die Bank vehemently 
denies tiiis allegation. In fact, tiie LA Bank's compliance is vigorous. That is why die Bank 
is monitored every 90 days by independent auditors which have never found die Bank in 
noncompliance with applicable HUD laws and regulations. 

• Bodi tiie Wall Street Journal (WSJ) and the Los Angeles Times (LAT) quoted failed 
borrowers as die source of "complaints" about the bank using heavy handed tactics. Both 
borrowers defaulted on loans to the Bank. The LA Times' use of failed bonowers as sources 
is akin to asking a murderer convicted by a jury if he was responsible for die crime. Chances 
are die murderer would not blame liimself Neidier does a failed borrower. 

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

HUD Review 

The LA HUD Office recently completed a compliance review ofthe LA CDB. The HUD 
review found tiiat 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 die LA Bank tiie names of EZ 
residents diat are available for jobs created witii 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 Watis witiiin it, are coming back tiianks to a record-
breaking economic expansion nationwide. The Clinton-Gore fiscal policies and commumty 
empowennent agenda are driving die boom. Unemployment and poverty are down in Watts 
smce 1992 dianks to tills recovery and tiianks to major commitinents by HUD and otiier federal 
agencies. The Federal Government has been an active partner witii local leaders in die private 
public, and nonprofit sectors, working in Watts and otiier distiessed, untapped market areas of 
Los Angeles. These efforts are already stimulating major new investinents of private capital and 
expanding the job base. In addition, a wide array of Clinton Adminish-ation initiatives is 
supportmg worktbrce development, youth developmem, crime prevention, community healtii and 
otiier vital activities that are making Watts a better place to live and do business 
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Responses to Questions in order received 

Q. What is the purpose of ttie 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 comrrmnities 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 invesicnent capital from a variety of public and private sources with most of it coming from the private 
sector. I 

Q. How does the Empowerment Zone and ?Enterprise 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.rThe 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 houseboat manufactureer which currently employs 119 people and has annual 
sales approaching $10 million. \ 

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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Prejsident Clinton 
Indian Trust Funds 
Talking points 
7/2/99 

Rex Hacklet- Director of Communications-Indian Affairs 

First Sc.ct.n?:,f " i ? - - "^^^^^^ Clinton Adxninis^atio., the 
system. K<=vin Govor. for his leadershin of R ^ r . I f T « . 
cmpJoycc. ofthe BIA ? i c B M I ^ ^ J c l ^^^^'"^ ^'^ American Indian 
^ o L l ^ anyone. BMcm?by « î ^̂ ^ ^̂ ^̂  "^"^ ^̂ ^̂ ^̂  ^^-^ 
twine, and they are now th= p c o p r d S i T , . th= fil^"^ thi. syst^ lagethcr xvith scotch tape and baling 
Asset. Accounting Ml^erJemtyJS^^*'^^^^^ ^ T A X M S (Tn^t 

witli It, scheduled to be completed earlv in 2001 • J i ° • ^'^ the record cleanup that goes 
to cleanup the problem of.frfctionaS?hSslipl' " ' '̂ '̂  Congr^a.onal actfon 

w L ' l t ^ ^ I 7 8 8 7 " ^ t ' ^ ' ^ r ^ ^ - ' - - ^ Dawes Act was passed in 1887. This system was never desifmed to wr^-V fr»,„ „ * ^ • , 

l ^ Z ' ' ^ ' " " ° t ° T " " • " " • " ' J ' • •d it worked 

hofders to get mformation about th.ir holdings in the Trust system inTeS^n^s by 
«gnmg onto a computer and typing their account number, and pa!sswords ' 

The reaJ heroes in getting thh, system fixed have been the hardworking employees of 
he Bureau of Indian Affairs, The BIA i , made up of 93% A m e r i l ^ f n ^ ^ r Z 

they want this system fixed because they know it affects their^^" fhe.r 
comn.un.tie.. and their families, For the first time, they have bee^^ven the 
resources to Hx this system, and the leadcr3hip of tie BLeau, As«LTt Secretary 
Keym Gover and Deputy Cornmissioner Hilda Manuel have made g e i t o T a f S s t 
system fixed their personal crusade. I have „o doubt they will get ifd^e^ 
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United States Department of the Intenor 
BUREAU OF INDIAN A F F A I R S 

Billings Area Office 
316 North 26th St. 

Billings. Montana 59101 

12100.3 

PBBSS RELKA.KW 

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

TAAMSWORKS!!! 
Today in BjIIings, Montana the Bureau of Indian A,fiFairs unveiled the Trust Assets 
Accosting Manaeement System. Secretary ofthe Interior Bruce Babbitt hit the switch 
that officially started the pilot project of T A A M S . The program designed by the Tniat 
management employees of the BIA and implemented by Applied TerraVision Artesia 
Systems Group, worked perfectly. 

Secretary Babbitt, cloarly impressed by the new Trust management tool, remarked, "This 
IS the first step toward a trust management system that works for the Tribes and for the 
individuals across Indian countiy." Babbitt praised the employees ofthe Bureau of Indian 
Affairs as the creative force behind the system design. " I kjit:w the people of rhe 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 
and records distribute trust income to individuals, send notices to individuals regardine 

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 ofthe art, and it has been 
designed by those who know exactly what the Trust Management System needs to do for 
Tnbes and mdividuals." Gover gave credit to the Congressional appropriators for ftmding 
the system, to Secretary Babbitt for his leadership, but mostly to the employees ofthe 
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 ofthe 
Bureau of Indian Affaus are the true heroes oflhe day." 

David OfT, 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 sy stem work. I have never seen a group of people more committed to making a 

fnspfiSti'n'" """^ '̂ ^̂ ^ ^ an 

Gover went on to say,Nobody wants the Trust Fund Management system fixed more 
har. the Amencan Indmns who make up the BIA, They faiow this system affects their 

tnbes, their communities, and their families." 

The TAAMS system will now undergo a 60-day series of tests and the testing ofthe 

S A «t't'°'? '"v̂ "'''̂  TAAMS project manager for the 
BIA stated. We are now going to put this system through its paces. This systfm 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 " 

frnr^'^ii^ f 'r^""-'" " "'"'̂ '̂ '̂ '̂  Commercial Off the Shelf Software system 
(COTS) changes and adaptations can be made quickly and easily. During the testing and 
data cleanup period m the Billmgs Area Office, if changes are necessary they will be 
made to make the system work even better. 

"This is a huge step toward creatmg the first working Trust Management System tor 
Tnbal and Individual accounts", stated Assistant Secretary Kevin Gover "wc 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." 
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Order from chaos? New BIA records system to debut in Billings 
n t T L . n moai accouiiU. resirter each rhsnor in f n ^ ^ch n. . , . h^M„_ ,....:„ . . . . . . . . 

ByLORWtTHACKfAAy 
OFTkt GmitejtaiF 

Interior Swrelary Bruce Babbill 
and Kevin Ga in , assistam setretaiy 
for Indian aBairs, will l>e in BUiings 
Fnday to maufiuiate a new aidamai-
cd records system aimed al clearing 
up a bookkeeping oightmare Hat has 
ChreaJened the Bureau of Indian 
Affairs' ability (o maDagc (he tnisi 
income of Indian tribes and their 
memfwrs. 

The new computer iysteoi com-
bints BIA land dtle recordt with a 
«parate BIA database contaaing the 
infonaatic-D about inoomefrcBii those 
l^ds. The eftpected result, according 
Dom Nessi. who is dtaige of imple­
menting Ike system nationwide, is 
better and quicker service to i t t a m 
holdeis. Nessi is in BiOin^ thii »«elc 
working wilh Ihe new sv'jtem, called 
the T i u i t Aasei Accounting 
Management System Initiative or 
TAAMS for Kbort 

ICs going ta change ihis organi­
zation forever," he said this week. 
"Evtiyfaody on the team ieeli we are 
doing this for generaticns ol Indian 
people to ooniE,'" 

OQC otthe fongest-runjiicg cnd-
cisms of lhe BfA is its antiquated 
rccorii-keeping system. which has lost 
Hack of milhoiH of doJIars offed to 
tribes and tribal members. The 
Depaitment of IntetSor and the AM 
are in the midst of defending ihem-
selvei against a lawjuif filed in 
Washiigldn, D.C, which cha^^ that 
the eovemnwnt has failed to piDvide 
accurate account balances for 300^ 
individual Indian aiwunts' and IjKX) 

tribal accounts 
Last fan, lhe Billings Area Office 

was chosen as the pilol office for the 
new system because its land and 
money recordi were in good shape 
and its reoonls systtnia were already 
aulomated, accordtog to Keith 
Beaiti/sk, Billiogj area director for 
the B I A 

Area realty officer Clark 
MadisDO, who is ooortfuatinfi the pifci 
project; area land rwrrds officer 
Dany I LaCo wite; and training cooidi • 
nalor Vianna Stewart have been on 
the road since the project was 
assigned to Bilfings. They hane work­
ing with the occoputtrcontractois, t ie 
BIA reoQfds OEcter in Albuquerque, 
N .M. , and BIA officials in 
Washinglon to develop a system lhal 
ran do what BIA needed it lo do. 

What the group is hjiog to do is 
make order of a chaotic Bj-jiem of 
dealing witii Indian lantis that beofin 
in the I88O1, when Congrejs 
approved variotis aDofinwnt acts thaf 
divided raervatiDii laiiik among indi­
vidual tribal meoaben. The prachce 
continued until 1534. 

In Moatana, the pnxess of allcC-
ting lands didn't begin until shortly 
afier the turn of the cfntury. Most of 
the origiDil aiJoitees are long jone. 
As allottees died, most w'Uiout wills, 
their estales were divided emong 
theh heirs. With the death of those 
fieirs and subsequent heirs, owter-
.ship inleresis ofle n became so divided 
that they were effectivt]/ recdered • 
'ei'oithless. 

p e result i l called '^actiana-
tica" and fractionation is the root the 
BIA Snandal mea. The BIA imixt 

MOVING f 
SALE 

Save On Select Iteuis 
4 WTftE Thxoughout Store 

Thru June 

register esch cha.ngc in tide as il pass­
es t t i r o u ^ numerDUs generations, 
Ownership interests, someltmes as 
small as Ji'SOO.Ono. must be rewrded. 
Whatever tnooirie gsnerated on those 
lands—agriculnira) or mineral leases 
and timber contiBCls. for instance — 
raust be dhnded among all owners no 
matter how small (hat inlcresi is. 
.Sometimes that inters earm only • 
fiactionctaoeni. 

T»vo years ago. the Billiagi Ares 
OflBoe was kcepinj records for 48,000 
individual iribal members ID 
Montana and Wyoming. Those indi-
vntJuals hsd coUcctivcfy aocumubted 
more than 400,003 ownership inter­
ests, l h e area ofBec probabi)' ierves 
an equal number of people wha live 
oiitiide the Billings area, but who 
have interest in Imd in Montana or 
Wjvming. 

Two jeparate automated systemj 
were developed lo ieep track of the 
data, Beartuik said. One mainlained 
title records and Ike other the finan-
daJ data. The new computer system 
will combine both ditabases, vastly 
improving lhe agency's ability to 
determine what is oived (0 account 

holdCiS. It mil also make il eaA.!ef to 
follow Qwnenhip ol even lhe tiniest 
fraction of an interesi in 3 land par­
cel 

Beariusk said the rew oompuiets 
and su/h '̂are n-iJI be grejter than Ihe 
sam of the Iwu databases. BIA will 
have Ifie flexibility to put together 
data lhat would haveiakin montlsto 
gather by hand. For instance, liie 
computer will be able to spit out 
reports tallying all land inteiests 
owned by members of the Crow 
Tribe on other reser\'atiiHB through­
out the country or calculate the land 
interests owned by non-member 
Indians on the Qow RcseMtion. 

Some of the compufeis the BIA 
has been relying on to manage the 
huge tasi of inaintaming lb records 
are hooked to trjtrage 19605 or 1970s 
mainfraioes, Beaitirsk said. 

The Departraeni of Interior has 
dedicated i I60 million to impioving 
and updating its sjslea 

" B I A people have not been 
blessed ««h the besi lesounres nver 
lhe years," Nessi said. "It's about 
time we give them Ihe bcit" 

The fine step in lh£ pnxess, one 

lhat has ken ongoing for the last Uvo 
monihs in Billngs, is cleaning up Ihe 
databases. Beariusk said that could 
include such ihings as making sure 
that married names art recorded or 
minor name disrrepanriss are recon­
ciled. About 20 people from 
Dalat^m. an Oklahotna City-based 
Indian conlraclor.are in charge of the 
work wiTth the assistance of the local 
Slaff. 

Applied TerravLsion cif Dallas, a 
company thai has experience in 
designing systems to help hrge oil 
cid gas prcJducing comparaes man­
age land leases and handle income 
dstribufions, is m charge of putting 
the nLaittiysuin togelber. 

Billings .will lake the sj'stem 
online Friday^ hui wiB ease aiia full 
opeiatbn over the next three weeks. 
Once BIA officials are happy wth 
how thingy are workijig in Billings, 
the system will be gradually iatro-
duoed to the other 11 area offices. 
Juneau, Alaska, is nexl on the lisl. 
Thfc sjstem will also be iraplemeoted 
at 86 BIA tribal agennw and by J30 
tribes vho oontfaci with BIA to do 
Iheir Cffli realty work. 

m 

'*n^\ 

22nd Anniversary 

n'uckload 

Sale 
^Rimrodc Mall • 656-820O Moviug to ,hc D>„o,ds ir/.g Sa e starts \s weeke ( 



FAX 202 456 6472 .\DMIN 

TlM 

12 006 

T INDIAN TRUST ACCOUNTS 

Babbitt presses button 
starts new BIA system 

By CUJR JOHNSON 
OrThe Gazette Stiff 

Interior Secretary Bruce 
Babbitt launched a new records 
system in Billings Friciay designed 
to clear up irusi accounts that his 
agency manajjcs for American 
Indians, saying it was a step coward 
restoring the integrity of rcscrva-
tions broken up by allbtmcnts. 

Cuttine a red' ribbon wrapped 
around a computer and pushing a 
button on the keyboard. Babbitt 
ushered in the new sv^tem thai 
combines Bureau of Indian Aifain: 
land litie records with a separate 
B l A database containing informa­
tion about income f r o m those 
Unds. The nev^ program is called 
Trust Asset Accounting 
Management System Initiative. 

Babbit t and Kevin Gover, 
assistant secretary for Indian 

affairs, told 
more than 
100 people — 
including trib­
al leaders a. — ^ v ^ H f r o m 

^ ^ ^ ^ ^ H Montana and 
| ^ > ^ ^ ^ | Wyoming — 
B ^ ^ ^ M gathered in 
m ^ ^ ^ M 'i^e Federal 
1 ^ ^ ^ ^ Building 

were commit­
ted to ensur­
ing thai (he 

new system would correct an 
accounting nightmare that began 
more than a centuir ago. 

The department plans to spend 
SU7.4 mill ion in the ne.ti three 
ve4r5 to improve its handling at 
Indian trust accounts. About S6o 
million will be spent on the com-

BABBrnr 
In Billings 

puler system and S54 mjUion on 
cleaning up data. 

In opening ceremonies. Bunon 
Pretty On Top. a Crow ipiritual 
leader, conducted a prayer and pipe 
ceremony in which BabbiiL. Cover 
and tribal leaders waived smoke 
froril a sweet grass braid o\ er them­
selves and puffed a long, beaded 
pipe whose bowl was shap ;d like a 
duck's head. A drum gro jp from 
Crow Agency performe 1 a flaa 
song. 

David OTT. executive vi :c presi­
dent of Aralicd Tcrrawisior, Anesia 
Systems t j roup . the Texis-based 
contractor, gave a demonst aiion of 
the new system. 

Crow Tribal leadci Clara 
Nomee told Babbitt that she was 
encouraged that the government is 
upholding its treaty obligad ans. She 
also presented the secretary with a 
beaded bolo tie. which he r romptly 
p ut on m place of his necktie. 

One of the Longcst-tunn ag criti­
cisms of the B l A is its aniiquDted 
record-keeping system, wliich has 
lost track of millions of dolk owed 
to tribes and tribal memb* ra from 
leases, royalties and cour settle­
ments. 

A group of account holdcre m 
suing the Department of Interior 
and the B I A In Washingtoi. P.C.. 
stating that the agencies ha^e tailed 
to provide accurate accoi 
ances for 300.000 individua ,u:»,^ 
accounts and 1.600 tribal oirounts. 
The individual accounts an; wptth 
S500 tniUion. and the tribal i( 
are wonh $2.5 billion. 

Cover said the BilI»nJ= 
Olficc of the B l A . which i idudes; 
.̂ f̂ontana and Wyoming, wa; select­
ed as the pilot office for the i lew sys-

Dt bal-
lodian 

ceounii 

s Area 
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tern because it had the right people 
for the projei:t and had a good diver-
sity of resoufccs that arc tracked — 
like oil and gas royalries. mineral 
production, agriculture leases and 
runber. 

In brief remarks. Babbitt said 
the !!ad history of allotments began 
with One of the most tnisguidcd laws 
UT American history — the General 
Allotment Act. H'C said the 1887 
legislation was a way to break up 
Indian rcacrvaiions and to open 
them to settlement. Babbitt called 
the act a "dagger aimed at the heart 
Of Indian culture'" because it said, in 
essence, there was no place in 
America for Indian iribes to hold 
their Und and determine their 
future. 

With the new records system, . 
Babbitt said lhc government is 
beginning to square up the history 
of Its trust obligations. 

iooJ ' " ' f ' ' ' ' ' * " " «««s back to the 
1880s when Congress approved vari­
ous allotment acts that divided 
reservation lands among individual 
tribal members. The practice contin-
ued until 1934. Many Indians sold 
Ihetf land, and more than 10 million 
acres of the trust land base was lost 
between 1887 and 1934. Tlic land 
was to be held in trust and usually 
was passed down to the owners' 
hem. Through successive genera­
tions, the number of heirs often 
grew to the point that dozens of 
people CDUid own an interesi in the 
same parcel of land, resulting in 
ncuooatian of the property. 

Today, the average parcel ha.!i 
about 40 owners, said Rex HaekJer. 
BIA 5 communication director. 

BIA muai register each change 
in title as it passes through many 
generaupiw. Ownership interests, 
sometimes as small as l/SOO.Ood 
must be recorded. No matter how 
small, whatever income is generated 
on those lands must be divided 
among all owners. 

4 
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Cover, for example has an 
interest worth 7 cents in a parcel in 
Oklahotna. Hackler said. 

Addressing the problem of frac 
tionation. Babbitt said Congress 
must pass legislation to allow tribes 
to begin consolidating alJotmenis on 
a volutiiary basis. He said there is a 
S5 miUion pilot program under way 
at a Minnesota reservation to buv 
the interests of anyone who wants to 
sell. The BIA will convey the title to 
the tribe with a lien for repayment 
of the purchase price, he said. 

Babbitt said the media have sen­
sationalized estimates of what the 
government may owe Indiana. He 
said he did not know if it's SlO mil­
hon Or SlOO million. 
».i -T̂ *̂  "^"-̂ l.̂  figures are manage­

able, he said. 'Our obUgaiion is to 
square the accounts. We take thai 
seriously, and wc will.'" 

Gover said the BlA has strug­
gled to run the program, but until 
now Congress hasn't provided the 
funding it needs to be efjective. 

Cover praised BlA employees 
93 percent of whom are Indian, for 
their: hard work on the project 
"Nobody wants the system fixed 
more than BlA," he said. "It s about 
Indian people fixing a problem cre­
ated by neglea.'" 

Critics have called the new sys­
tem a sham because the records are 
in disarray and have accused 
Interior oiSctals of inaugurating the 
system in Montana to avoid the 
scrutiny of the national media. 

Cover said the BlA selected the 
Billings field office a year ago, 
before it knew there would be a trial 
or what media coverage might be. 

Cover" also said critics have a 
right to be skeptical. However, he 
said the B l A is committed to an 
aggressive roll-out schedule lhat 
calls for having the program operat­
ing nationwide by 2001. "We cannot 
stop. We cannot slow down, and we 
cannot turn back." he said-



Communitv Reinvestment Act 

Question: 
What are the benefits of CRA? 

Answer: 

CRA is helping to rebuild homes, grow smal! 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 lo 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 developmeni loans in 1997. In the six 
year period 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 Federal Reserve Board's discount window and the payments 
system, and federal deposit insurance, and are required under their charters to meet the 
convenience and needs of their communities. 

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

I think what you will find is lhat banks have, because of CRA, entered inlo new markets 
and found profitable loans to make to creditworthy borrowers. As Alan Greenspan has 
said, 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 



veto legislation that weakened oi'failed to preserve the relevance of CRA. 

With respect to the Sgliate-passed financial modernization legislation, the President has 
said that he would4lie bill, in part because in his judgment the bill would undermine 
the effectiveness ofthe 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 ofthe 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: 
Granini 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 lhat 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 1 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, projecl and working capital loans lo nonprofit 
communily organizations and developers of affordable housing, loans to intermediary 
organizations that provide financial and technical services to conununity based 
organizations, and other activities. 

Of the $9.5 billion, $2 billion derives from the $350 billion Bank of America pledge, 
issued 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) ofthe $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 better 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% ofthe "needs to improve" and "substantial noncompliance" ratings. 

The revised CRA regulation issued in 1995 already relieved small banks of 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 Adminislration has not suppotled extending CRA lo 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 financial activities. 

If we wish to preserve the relevance of CRA at a time when the relative impoilance of 
bank mergers may decline and lhe establishment of non-bank financial activities will 
become increasingly important, the authority to engage in newly authorized activities 
must be connected lo a satisfactory CRA performance. Achieving and maintaining an 
adequate CRA record furthers the long standing public puipose 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 
fiow of capital is credit allocation. 

Question: 

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

Answer: Credit allocation can mean different things, but 1 think Chairman Greenspan had 
it about right. He said, "The essential purpose of the CRA is to try to 
encourage institulions who are not involved in areas where their own self 
interest is 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 
is engaged in these political activities? 

Answer 
1 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 Depariment is not involved in any case specific matters before the OCC and is 
commiited lo an impartial OCC. We are commiited to maintaining the dual banking 
system in the United States, with appropriate roles for both federal and state-chartered 
banks, because it has served our country well. We also believe that the Executive Branch 
needs lo maintain ils input into questions of banking regulatory policy, as was the case, 
for example, with the measures needed to ease the credii 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 ofthe 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 is 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? I f so, what steps 
would you recommend to address them? 

Answer: 
While important strides have been made in extending access to credit to low income 
communities for home ownership and business expansion, significant problems remain. 
In some instances, lenders may engage in practices thai 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 Ihem. The report noted a number of abusive practices. 

For example, lenders may fail to disclose fully the cosls of a loan, loans may include high 
up-front costs and short-term balloon payments that result in "loan Hipping," the frequent 
need lo refinance loans and the rapid reduction of a borrower's equity in his home. 

The Administration believes that Congress should enact the report's recommendations. 
In 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 lo Regulation C, implementing the Home Mortgage Disclosure Acl, Treasury has 
asked the Federal Reserve to require financial institutions to report on reasons for 
denying a loan. Treasury expects a favorable vote for the Federal Reserve Board in early 
July, 1999. 



New Markets Initiative 

Question: 

What is the New Markets Initiative? 

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 seclor 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 sector invesiment for 
business growth in low and moderate income rural and urban communities. Investors 
would be able lo claim a credit worth, in present value terms, 25 percent ofthe amount 
invested. Inveslmenls 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 communilies. 

Background: 
In effort lo stimulate greater seclor participation in economically distressed areas, 
Presidenl Clinlon proposed the New Maikets 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 lo low and moderate income areas; an expanded Community 
Developmeni Financial Institutions (CDFI) Fund; increased support for micro­
enlerprises, including through the Prime Act; and BusinessLINC. (See background) 

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

Answer: 
The New Markets Tax Credii will provide a tax credit on up lo $6 billion in new equity 
investments in qualified communily development entities. 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 inveslments in these entities. 

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 
investmenls made to acquire equity interests in a selected community development entity. 
The credits would be allocated to selected community development entities by the 
Department ofthe Treasury, which would authorize selecled community development 
entities lo issue an aggregate of $6 billion in new equity investment over 5 years. The 
credit allowed to the investor would be a six-percent credii for each year during the five-
year period after the equity interesi is acquired. Substantially all ofthe proceeds of the 
investment must be used by the community development entity to make equity 
investments in, or loans to, 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 credii 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 Empowemient Zone incentives, and state tax credit programs. 

Question: 
Do you believe non-profit communily development corporations, loan funds, and 
Community Development Financial Institutions (CDFIs), have the track record and 
capacity to make good use ofthe 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. 
In addition, we are hopefiil that new entities will continue to form that can make effective 
use ofthe tax credit. To lhat 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 ofthe lax 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 Depariment ensure that the credit benefils 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 percenl or higher, or with median family 
income at or below 80 percent of metropolitan income, or i f in a nonmetropolitan area, at 
or below 80 percenl of statewide income. 

New Markets Initiative: 

Presidenl 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 
Developmeni Financial Institutions (CDFI) Fund; increased support for micro-enleiprise, 
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 wilh business development expertise and knowledge of their local 
communities, and promoie partnerships between skilled community development entities 
and mainstream sources of capital. Community developmeni entilies will apply for 
designation. Once designated, these entities will use the tax credit lo attract investors. 
The community development entities will transfer a given amount of tax credit allocation 
to investors. Investors then claim a 6 percent lax credit on Iheir investmeni for 5 years. 

America's Private Investment Companies (APICs) 
Modeled after the Oversees Private Investment Corporation's investment funds, APICs -
privately run investment companies - will focus on providing long-temi 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 wilh 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 Venlure Capital Firms will be SBA-licensed, community based venture 
capital funds that are fomied to invest in companies located in low and moderate income 
areas. Investmenls will range from $50,000 to $300,000. The venture funds will raise $5 
million in equity, leveraged wilh up to double that amount in SBA-guaranteed debt. The 



funds will also receive SBA grants for technical assistance. 

Small Business Investment Companies —Low and Moderate Income Areas 
An SBIC is a private company fomied to invest in small businesses. The newly targeted 
SBICs, utilizing private sector equity, leveraged wilh 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 percenl, from $32 million lo $83 million, 
including $15 million for the Program for Investments in Micro-Entrepreneurs (PRIME), 
and a doubling oflechnical 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 oul (on voice vote) the CDFI Fund reauthorization 
and lhe PRIME Act on May 26. 

BusinessLINC 
BusinessLINC is designed to encourage large businesses to work with small businesses 
located in economically distressed areas to improve Iheir competitiveness. 
BusiiiessLlNCs help small firms obtain technical advice, financing, market place 
credibility, subcontracts and joint venlures, and enhance management developnient. 

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 developnient financial instilutions (CDFIs) and 
expanding financial service organizations' lending, investment and services within 
underserved markets. CDFIs include community developnient banks, community 
development credit unions, non-profit loan funds, micro-enterprise loan funds and 
communily developnient venture capital funds. The Fund builds the financial capacity of 
CDFIs by providing equity investments, grants, loans or deposits. The Fund also 
provides technical assislance lo 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 il opened? 

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

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

K E N T U C K Y - Treasury and USDA 

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

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

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

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

P H O E N I X - H U D 

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

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

P I N E R I D G E R E S E R V A T I O N - H U D 

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

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

LOS A N G E L E S - H U D 

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



Q. What is the status ofthe LA Community Development Bank and the problems it has 
experienced? 

Q. Presidenl Clinlon 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? 
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l: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. 

0 Investment by the private sector in Iraining 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 
ofthe 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 proposed regulations for public comment that would 
prohibit any such political contributions by SBICs in the future. 

I Q . How is CRA connected to the New Markets initiative? 
I 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 permanentiiigh quality jobs. They have 
subsidiaries which are CDFIs and SBICs. jjSiDce its creation, KHIC has 
invested more than $50^million in over 140 enterprises that currently employ 
more than 6000 people, i j 
Q. Why is Phoenix a'Ne'w 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 


