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Healthy Communities: Opportunities for CRA Collaboration — CRA Q&A References

Slide 11 Reference

811.12(g)(2)—1: Community development includes community services targeted to low- or moderate-income
individuals. What are examples of ways that an institution could determine that community services are offered
to low- or moderate-income individuals?

Al. Examples of ways in which an institution could determine that community services are targeted to low- or
moderate-income persons include, but are not limited to:

e The community service is targeted to the clients of a nonprofit organization that has a defined mission of
serving low- and moderate-income persons, or, because of government grants, for example, is limited to
offering services only to low- or moderate-income persons.

e  The community service is offered by a nonprofit organization that is located in and serves a low- or
moderate-income geography.

e  The community service is conducted in a low- or moderate-income area and targeted to the residents of the
area.

e  The community service is a clearly defined program that benefits primarily low- or moderate-income
persons, even if it is provided by an entity that offers other programs that serve individuals of all income
levels.

e  The community service is offered at a workplace to workers who are low- and moderate-income, based on
readily available data for the average wage for workers in that particular occupation or industry (see, e.g.,
http://www.bls.gov/bls/blswage.htm (Bureau of Labor Statistics)).

e  The community service is provided to students or their families from a school at which the majority of
students qualify for free or reduced-price meals under the U.S. Department of Agriculture’s National
School Lunch Program.

e  The community service is targeted to individuals who receive or are eligible to receive Medicaid.

e  The community service is provided to recipients of government assistance programs that have income
qualifications equivalent to, or stricter than, the definitions of low- and moderate-income as defined by the
CRA Regulations. Examples include U.S. Department of Housing and Urban Development’s section 8,
202, 515, and 811 programs or U.S. Department of Agriculture’s section 514, 516, and Supplemental
Nutrition Assistance programs.

Scenario 1 References

811.12(g)—1: Are community development activities limited to those that promote economic development?

Al. No.... No. Community development also includes . . . . affordable housing for low- or moderate-income
individuals . . ..

811.21(a)—3: ‘“Responsiveness’’ to credit and community development needs is either a criterion or otherwise a
consideration in all of the performance tests. How do examiners evaluate whether a financial institution has been
“‘responsive’’ to credit and community development needs?

A3. There are three important factors that examiners consider when evaluating responsiveness: quantity, quality, and
performance context. Examiners evaluate the volume and type of an institution’s activities, i.e., retail and
community development loans and services and qualified investments, as a first step in evaluating the institution’s
responsiveness to credit and community development needs. In addition, an assessment of ‘‘responsiveness’’



series on consumer compliance topics

O UT LO O IQVE The Federal Reserve System’s webinar

encompasses the qualitative aspects of performance, including the effectiveness of the activities. For example, some
community development activities require specialized expertise or effort on the part of the institution or provide a
benefit to the community that would not otherwise be made available. In some cases, a smaller loan may have more
benefit to a community than a larger loan. In other words, when evaluated qualitatively, some activities are more
responsive than others. Activities are more responsive if they are successful in meeting identified credit and
community development needs. For example, investing in a community development organization that specializes in
originating home mortgage loans to low- or moderate-income individuals would be considered more responsive than
an investment of the same amount in a single-family mortgage-backed security in which the majority of the loans
are to low- or moderate-income borrowers. Although both of these activities may receive consideration as a
qualified investment, the former example would be considered to be more responsive than the latter.

Examiners evaluate the responsiveness of an institution’s activities to credit and community development needs in
light of the institution’s performance context. That is, examiners consider the institution’s capacity, its business
strategy, the needs of the community, and the opportunities for lending, investments, and services in the community.
To inform their assessment, examiners may consider information about credit and community development needs
and opportunities from many sources, including:
e demographic and other information compiled by local, state, and Federal government entities;
e public comments received by the Agency, for example, in response to its publication of its planned
examination schedule;
e information from community leaders or organizations;
e studies and reports from academic institutions and other research bodies;
e consumer complaint information; and
¢ any relevant information provided to examiners by the financial institution that is maintained by the
institution in its ordinary course of business.

Scenario 2 References

811.12(g)(2)—1: Community development includes community services targeted to low- or moderate-income
individuals. What are examples of ways that an institution could determine that community services are offered
to low- or moderate-income individuals?

Al. Examples of ways in which an institution could determine that community services are targeted to low- or
moderate-income persons include, but are not limited to:
e The community service is targeted to the clients of a nonprofit organization that has a defined mission of
serving low- and moderate-income persons, or, because of government grants, for example, is limited to
offering services only to low- or moderate-income persons. . . .
811.12(g)—1: Are community development activities limited to those that promote economic development?

Al. No.... Community development also includes . . . . workforce development or job training programs targeted
to low- or moderate-income persons, . . . .

811.12(t)—4: What are examples of qualified investments?
A4. Examples of qualified investments include, but are not limited to, investments, grants, deposits, or shares in or

o Organizations supporting activities essential to the capacity of low- and moderate-income individuals or
geographies to utilize credit or to sustain economic development, such as, for example, day care operations
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and job training programs or workforce development programs that enable low-or moderate-income
individuals to work.

811.21(a)—4: What is meant by ‘‘innovativeness’’?

A4. ““Innovativeness’’ is one of several qualitative considerations under the lending, investment, and service tests.
The community development test for wholesale and limited purpose institutions similarly considers ‘‘innovative”’
loans, investments, and services in the evaluation of performance. Under the CRA regulations, all innovative
practices or activities will be considered when an institution implements meaningful improvements to products,
services, or delivery systems that respond more effectively to customer and community needs, particularly those
segments enumerated in the definition of community development.

Institutions should not innovate simply to meet this criterion of the applicable test, particularly if, for example,
existing products, services, or delivery systems effectively address the needs of all segments of the community.

See Q&A 8l1.28-1. Innovative activities are especially meaningful when they emphasize serving, for example, low-
or moderate-income consumers or distressed or underserved nonmetropolitan middle-income geographies in new or
more effective ways. Innovativeness may also include products, services, or delivery systems already present in the
assessment area by institutions that are not leaders in innovation—due, for example, to the lack of available financial
resources or technological expertise—when they subsequently introduce those products, services, or delivery
systems to their low- or moderate-income customers or segments of consumers or markets not previously served.
Practices that cease to be innovative may still receive qualitative consideration for being flexible, complex, or
responsive.’

Scenario 3 References

811.12(g)—1: Are community development activities limited to those that promote economic development?

Al. ... Community development also includes . . . activities that revitalize or stabilize low- or moderate-income
areas . ... orunderserved or distressed nonmetropolitan middle-income geographies.

811.12(g)—2: Must a community development activity occur inside a low- or moderate-income area, designated
disaster area, or underserved or distressed nonmetropolitan middle-income area in order for an institution to
receive CRA consideration for the activity?

A2. No. Community development includes activities, regardless of their location, that provide affordable housing
for, or community services targeted to, low- or moderate-income individuals and activities that promote economic
development by financing small businesses and farms. Activities that stabilize or revitalize particular low- or
moderate-income areas, designated disaster areas, or underserved or distressed nonmetropolitan middle-income
areas (including by creating, retaining, or improving jobs for low- or moderate-income persons) also qualify as
community development, even if the activities are not located in these areas. One example is financing a
supermarket that serves as an anchor store in a small strip mall located at the edge of a middle-income area, if the
mall stabilizes the adjacent low-income community by providing needed shopping services that are not otherwise
available in the low-income community.

811.12(g)(2)—1 (See Slide 12 Reference above)
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Scenario 4 References

811.12(h)—5: The regulation indicates that community development includes ‘‘activities that revitalize or stabilize
low- or moderate-income geographies.’’ Do all loans in a low- to moderate-income geography have a stabilizing
effect?

A5. No. Some loans may provide only indirect or short-term benefits to low- or moderate-income individuals in a
low- or moderate-income geography. These loans are not considered to have a community development purpose.
For example, a loan for upper-income housing in a low- or moderate-income area is not considered to have a
community development purpose simply because of the indirect benefit to low- or moderate-income persons from
construction jobs or the increase in the local tax base that supports enhanced services to low- and moderate-income
area residents. On the other hand, a loan for an anchor business in a low- or moderate-income area (or a nearby area)
that employs or serves residents of the area and, thus, stabilizes the area, may be considered to have a community
development purpose. For example, in a low-income area, a loan for a pharmacy that employs and serves residents
of the area promotes community development.

811.12(9)(3)—1: ““Community development’’ includes activities that promote economic development by financing
businesses or farms that meet certain size eligibility standards. Are all activities that finance businesses and
farms that meet the size eligibility standards considered to be community development?

Al. No. The concept of ‘‘community development’” under 12 CFR I.12(g)(3) involves both a “‘size’’ test and a
“‘purpose’’ test that clarify what economic development activities are considered under CRA. ... To meet the
“‘purpose test,”’ the institution’s loan, investment, or service must promote economic development. These activities
are considered to promote economic development if they support
e permanent job creation, retention, and/or improvement
o for low- or moderate-income persons;

o inlow- or moderate-income geographies;
in areas targeted for redevelopment by Federal, state, local, or tribal governments;
o by financing intermediaries that lend to, invest in, or provide technical assistance to start-ups or
recently formed small businesses or small farms; or
o through technical assistance or supportive services for small businesses or farms, such as shared
space, technology, or administrative assistance; or
e Federal, state, local, or tribal economic development initiatives that include provisions for creating or
improving access by low- or moderate-income persons to jobs or to job training or workforce development
programs.

@)

Examiners will employ appropriate flexibility in reviewing any information provided by a financial institution that
reasonably demonstrates that the purpose, mandate, or function of the activity meets the ‘‘purpose test.”” Examiners
will also consider the qualitative aspects of performance. For example, activities will be considered more responsive
to community needs if a majority of jobs created, retained, and/or improved benefit low- or moderate-income
individuals.



