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JOINT HEARING ON CERTAIN ASPECTS OF
THE NEW MARKETS TAX CREDITS (NMTC)
PROGRAM

Thursday, June 18, 2009

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON WAYS AND MEANS,
SUBCOMMITTEE ON SELECT REVENUE MEASURES,
JOINT WITH THE
SUBCOMMITTEE ON DOMESTIC MONETARY POLICY AND
TECHNOLOGY,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.
The subcommittees met, pursuant to notice, at 10:00 a.m. in
Room 1100, Longworth House Office Building; Hon. Richard E.
Neal, [chairman of the subcommittee on Select Revenue Measures]
presiding.
[The Advisory of the hearing follows:]
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HEARING ADVISORY

FROM THE COMMITTEE ON WAYS AND MEANS

Neal Announces Joint Hearing on the
New Markets Tax Credit Program

June 11, 2009
By (202) 225-5522

House Ways and Means Select Revenue Measures Subcommittee Chairman Rich-
ard E. Neal (D-MA) announced today that the Subcommittee on Select Revenue
Measures will hold a joint hearing with the Subcommittee on Domestic Monetary
Policy and Technology of the Financial Services Committee on issues involving the
New Markets Tax Credit program. The hearing will take place on Thursday,
June 18, 2009, in the main Committee hearing room, 1100 Longworth House
Office Building, beginning at 10:00 a.m.

Oral testimony at this hearing will be limited to invited witnesses. However, any
individual or organization not scheduled for an oral appearance may submit a writ-
ten statement for consideration by the Committee and for inclusion in the printed
record of the hearing.

FOCUS OF THE HEARING:

The hearing will focus on issues relating to the New Markets Tax Credit (NMTC)
program and a recent GAO report showing that minority-owned or controlled enti-
ties are less successful than non-minority owned or controlled entities in the NMTC
application process.

BACKGROUND:

The NMTC program was enacted as part of the Community Renewal Tax Relief
Act of 2000 (Pub. L. 106-554) to encourage investment in low-income communities
that traditionally lacked access to capital. The program awards tax credits to orga-
nizations, named Community Development Entities (CDEs), that provide capital to
low-income communities, including loans and investments. Investors who make an
equity investment in a CDE may claim a tax credit equal to a percentage of their
investment. CDEs must invest substantially all of that equity investment into quali-
fying low-income communities. Through 2009, the program has awarded $21 billion
of the $26 billion authorized in credits.

The Community Development Financial Institutions (CDFI) Fund, which admin-
isters the NMTC program within the Treasury Department, relies on application
scores to determine which CDEs should receive an award and how much to award
each allocatee. This application process focuses on four major categories: business
strategy, community impact, management capacity, and capitalization strategy. The
GAO found that multiple factors, including the CDEs’ asset size, can influence the
success rate for NMTC applicants. However, the GAO found that when controlling
for CDESs’ asset size, minority status was still associated with a lower probability
of receiving an allocation.

In announcing the hearing, Chairman Neal stated, “As we continue to move
this economy forward, the New Markets Tax Credit program is an invalu-
able tool to help encourage investments in the communities that need them
most. Fairness in the application process is vital to its success. I look for-
ward to hearing the recommendations from the CDFI Director and experi-
enced applicants as to how we might implement any changes to improve
the process.”



DETAILS FOR SUBMISSION OF WRITTEN COMMENTS:

Please Note: Any person(s) and/or organization(s) wishing to submit for the hear-
ing record must follow the appropriate link on the hearing page of the Committee
website and complete the informational forms. From the Committee homepage,
http://waysandmeans.house.gov, select “Committee Hearings.” Select the hearing for
which you would like to submit, and click on the link entitled, “Click here to provide
a submission for the record.” Once you have followed the online instructions, com-
plete all informational forms and click “submit” on the final page. ATTACH your
submission as a Word or WordPerfect document, in compliance with the formatting
requirements listed below, by close of business Thursday, July 2, 2009. Finally,
please note that due to the change in House mail policy, the U.S. Capitol Police will
refuse sealed-package deliveries to all House Office Buildings. For questions, or if
you encounter technical problems, please call (202) 225-1721.

FORMATTING REQUIREMENTS:

The Committee relies on electronic submissions for printing the official hearing
record. As always, submissions will be included in the record according to the discre-
tion of the Committee. The Committee will not alter the content of your submission,
but we reserve the right to format it according to our guidelines. Any submission
provided to the Committee by a witness, any supplementary materials submitted for
the printed record, and any written comments in response to a request for written
comments must conform to the guidelines listed below. Any submission or supple-
mentary item not in compliance with these guidelines will not be printed, but will
be maintained in the Committee files for review and use by the Committee.

1. All submissions and supplementary materials must be provided in Word or WordPerfect
format and MUST NOT exceed a total of 10 pages, including attachments. Witnesses and sub-
mitters are advised that the Committee relies on electronic submissions for printing the official
hearing record.

2. Copies of whole documents submitted as exhibit material will not be accepted for printing.
Instead, exhibit material should be referenced and quoted or paraphrased. All exhibit material
not meeting these specifications will be maintained in the Committee files for review and use
by the Committee.

3. All submissions must include a list of all clients, persons, and/or organizations on whose
behalf the witness appears. A supplemental sheet must accompany each submission listing the
name, company, address, telephone, and fax numbers of each witness.

The Committee seeks to make its facilities accessible to persons with disabilities.
If you are in need of special accommodations, please call 202—-225-1721 or 202-226—
3411 TTD/TTY in advance of the event (four business days notice is requested).
Questions with regard to special accommodation needs in general (including avail-
ability of Committee materials in alternative formats) may be directed to the Com-
mittee as noted above.

Note: All Committee advisories and news releases are available on the World
Wide Web at http://waysandmeans.house.gov.

———

Chairman NEAL. Let me call this hearing of the Select Revenue
Measures Committee to order, and I hope everybody will quickly
take their seats. I want to inform our witnesses as well as the in-
terested attendees today that it looks as though we’re going to be
called to the floor in short order for what will be a very long day,
as currently suggested up to 26 votes. So, if we can, with the co-
operation of the witnesses and the members that are here try with-
in the confines of that statement to move things along.

Let me welcome to the committee our colleagues who are joining
us for this joint hearing today between the Select Revenue Meas-
ures Subcommittee and the Domestic Policy Subcommittee of the
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Financial Services Committee, especially my friends Mr. Watt and
Mr. Paul. Our hearing today is an examination of the New Markets
Tax Credit program of which both Mr. Tiberi and I are supporters.
We have seen first-hand the differences that this program can
make in our districts and home states; and, as we will hear today,
88 percent of the investors in this program say they would not
have invested in a low income community without the credit.

The risk of investing in a distressed community is often too high
for many investors. As a former mayor I know how difficult it can
be to pull together financing from every corner imaginable in order
to get new investment in a neighborhood that perhaps some had
given up on. And sometimes that new investment is simply to get
a new grocery store, a restaurant or a retailer to locate in the heart
of a blighted neighborhood. Pope John Paul said, “The community
needs a soul if it is to become a true home for human beings.”

I have seen many of these neighborhoods missing their souls. In-
vestments in jobs, businesses and people can really turn these com-
munities around and I have witnessed that as well. I believe the
New Markets Tax Credit is an efficient way to target investment
into the neediest communities around the country. Of course, we
also need to ensure that community organizations, many which are
smaller or minority owned have a fair shot at competing for these
tax credits. And today we will hear from a number of experts on
the subject who will share their experiences and recommendations
for improvement.

Let me at this time recognize Mr. Tiberi for his opening state-
ment.

Mr. TIBERI. Mr. Chairman, I know we are under some severe
time shortages, so I would just ask that my opening statement be
submitted for the record. And, thank you for this hearing and your
leadership, and yield back.

[The information follows:]

Chairman NEAL. Thank you. I'd like to call on Mr. Watt for an
opening statement.

Mr. WATT. Thank you, Mr. Chairman, and I would be tempted
to do the same thing, but I am kind of the culprit here who started
this process. So I wanted to kind of frame what we’re here about.
Let me first thank Chairman Neal and Chairman Rangel and the
Ranking Member, both Ranking Members, for being a part of this
hearing today.

The purpose of today’s hearing is to examine a recent GAO re-
port entitled, “New Markets Tax Credit: Minority Entities Are Less
Successful On Obtaining Awards Than Non-minority Entities.” The
request for the GAO report originated, actually, in a hearing in the
Financial Services Oversight and Investigation Subcommittee that
I chaired in the last term of Congress on preserving and expanding
minority banks.

During that hearing we learned that minority-owned banks were
having difficulty obtaining New Markets Tax Credits and as a re-
sult Chairman Rangel, Chairman Neal, Chairman Barney Frank of
the Financial Services Committee and I requested the GAO to in-
vestigate which firms have been receiving New Markets Tax Cred-
its and whether any barriers exist to minority-owned firms com-
peting fairly to obtain such allocations.
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What we suspected back in the last term of Congress has now
been confirmed by the GAO report. The title of the report says it
all: “Minority Firms Are Less Successful In Obtaining Awards
Under the New Markets Tax Credit Program.” This has major sig-
nificance, because the CDFI Fund award roughly $5 billion in New
Markets Tax Credits annually, but only a handful of minority
owned firms have received allocations in the eight-year history of
the program. And so we're trying to get to an assessment of why
that is the case.

I am certainly not here as a critic of the New Markets Tax Credit
program. To the contrary I recognize the important contributions
these credits have had on fostering economic develop in tradition-
ally underserved areas throughout the nation. There are several of
them which I won’t describe in my own congressional district, in
fact, so I know firsthand the importance of them. But our theo-
retical assumption, I think, when this program was undertaken
was that minority banking institutions being based in minority
communities’ underserved communities would be the logical recipi-
ents of at least part of these tax credits and the GAO has gone into
describing some of the reasons why problems are encountered.

I won’t go into those either in the interest of time, but I do want
to emphasize the third finding that the GAO made and that that
was that even after controlling for the factors that could be influ-
encing this asset size, proposed project characteristics, minority
status was still associated with a lower probability of receiving an
allocation and is the only factor that rated a “significant negative,”
and this simply shouldn’t be the case.

So we are here today to try to get to the bottom of what’s hap-
pening with this and I appreciate again the Chairman convening
the hearing. And I hope we get a chance to pursue it without 26
votes on the floor.

[The prepared statement of Mr. Watt follows:]

[The prepared statement not available]

Chairman NEAL. Thank you, Mr. Watt.

Mr. Paul?

Mr. PAUL. Thank you, Mr. Chairman.

I thank you for calling this hearing on the topic of the New Mar-
kets Tax Credit program. I have been a consistent proponent of tax
credits in a wide variety of areas. Tax credits have a successful
track record as with the New Markets Tax Credit, which helps to
revitalize low income areas in both rural and urban communities.

Allegations that minority entities are discriminated against are
disturbing, but the solution is not to establish quotas that favor
some community development entities over others. Instead, given
the popularity of this program, perhaps the size and/or scope of the
program should be expanded. For me, there is no such thing as too
many tax credits.

Thank you, Mr. Chairman.

Chairman NEAL. Thank you very much, Mr. Paul.

Let me now introduce our witnesses. First, I want to welcome
Donna Gambrell, the Director of the Community Development Fi-
nancial Institutions Fund, the agency that operates the New Mar-
kets Tax Credit Program for the Treasury Department. I also want
to welcome back to the committee, Michael Brostek, the director of
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tax issues on the strategic issues team at GAO who was always
here to offer constructive comments as well. And, our second panel,
we will hear from Ron Phillips, the president of Coastal Enter-
prises from Wiscasset, Maine.

Let me also welcome Blondel Pinnock, the President of Carver
Community Development, and the Senior Vice President of Carver
Federal Savings Bank in New York City. We also want to welcome
from Baltimore, Maryland, Mr. Joseph Haskins, who serves as
Chairman, President and CEO of Harbor Bank; and, we welcome
William Michael Cunningham, a social investing advisor at Cre-
ative Investment Research here in Washington.

And, finally, we welcome before the committee today, James
Klein, the CEO of the Ohio Community Development Finance Fund
in Columbus Ohio. We are very fortunate to have a panel of ex-
perts from around the country to share their experiences with the
New Markets program. We look forward to their testimony today.

I want to thank you for participation. And, without objection, any
other members wishing to insert statements as part of the record
may do so. All written statements written by the witnesses will be
inserted into the record as well. Let me recognize director Gambrell
for her opening statement.

Chairman WATT. Mr. Chairman, before you do that could I
make what I hope will be a constructive suggestion that maybe one
possibility, since we did just get handed this notice that we’re going
to have 26 recorded votes on the floor, that we might just take all
of the witnesses’ testimony, try to get those in, and then do the
questioning all as one group as opposed to, you know, at least we
could try to get the testimony in; and, if necessary, then may be
we could submit our questions to them in writing subsequent to the
hearing.

Chairman NEAL. I think that’s a very good idea. Are there any
objections?

[No response.]

Chairman NEAL. Hearing none, I think that we’ll accept a sug-
gestion that’s been offered by Mr. Watt.

STATEMENT OF DONNA J. GAMBRELL, DIRECTOR, COMMU-
NITY DEVELOPMENT FINANCIAL INSTITUTIONS FUND,
UNITED STATES DEPARTMENT OF THE TREASURY

Ms. GAMBRELL. Thank you. Good morning Chairman Watt,
Chairman Neal, Ranking Member Paul and distinguished members
of the committee on Financial Services and the Committee on Ways
and Means.

I am delighted to be here today to testify at this hearing on the
U.S. Government Accountabilities Office’s recent report that ad-
dresses the success rates of minority entities in the New Markets
Tax Credit Program. As Director of the U.S. Department of the
Treasury’s Community Development and Financial Institutions
Fund or CDFI Fund, I want to assure Congress that since I became
director almost two years ago, I have been committed to expanding
participation in all of our programs.

First, I'd like to thank Chairman Neal and Ranking Member
Tiberi for recently introducing H.R. 2628, the New Markets Tax
Credit Extension Act of 2009 that would extend the New Markets
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Tax Credit Program through 2003 and allow New Markets Tax
Credit Investments to be used as an offset against alternative min-
imum tax liabilities for awards made in 2009.

Last month, and just 100 days after the President signed into
law the recovery act I had the privilege of joining Treasury Sec-
retary Tim Geithner, Chairman Frank, Congressman Capuano and
Governor Deval Patrick in Roxbury, Massachusetts, to announce
that 32 organizations had been selected to receive $1.5 billion in
New Markets Tax Credit Allocation Authority that was made avail-
able under the Recovery Act.

The event was held at the new headquarters of Project Hope, a
multi-service agency that provides low-income women with chil-
dren, access to education, jobs, housing and emergency services.
The building is located in a predominantly African-American com-
munity and was financed with a $4.8 million investment made pos-
sible through the New Markets Tax Credit program. The new com-
munity center will significantly increase the number of local resi-
dents that Project Hope can serve. This is a great example of the
type of story and community impact that is often undetected among
the statistics and data program evaluations, but are the most im-
portant aspect of what we are trying to accomplish with programs
like the New Markets Tax Credit Program.

Since 2002, the year of our first New Markets Tax Credit Pro-
gram round, the CDFI Fund has allocated $21 billion in tax credit
authority to community development entities or CDEs. Since Sep-
tember of 2008, investors have invested close to $2 billion into
CDEs, demonstrating the resiliency of the program and even the
most difficult of economic times. These investments have financed
a variety of products including charter schools, healthcare facilities,
performing arts centers, manufacturing companies, alternative en-
ergy companies, business incubators, grocery anchored shopping
centers, substance abuse treatment facilities and facilities for the
homeless.

The New Markets Tax Credit Program is highly competitive, and
any given application ran, only about one in four applicants is se-
lected to receive an award; and requests for tax credit authority
have been between six and nine times greater than what’s avail-
able to award. The CDFI Fund agrees with the GAQO’s conclusion
that within this highly competitive application environment organi-
zations that have identified themselves as minority-owned CDEs
have not received allocation awards in proportion to their represen-
tation in the application pool.

The CDFI Fund does not believe that this lower rate of success
for minority CDEs, or for that matter, the success rate of any cat-
egory of CDE is attributable to biases in the application review or
selection process. Despite the challenges that are faced by minority
CDEs in the application process, the CDFI Fund believes that the
New Markets Tax Credit Program has been extremely successful at
bringing benefits to communities with large minority populations.
Since the tracks for New Markets Tax Credit Investments have
been made minority populations totaling 47 percent almost doubled
the overall national average of 26 percent.

Furthermore, over 45 percent of the dollars invested under the
New Markets Tax Credit Program have been invested in commu-



8

nities where the majority of the population is comprised of minori-
ties. New Markets Tax Credit Projects are benefiting minority com-
munities all over the country, even in our own back yard. Here in
Washington, D.C., New Markets Tax Credit Investments have been
used to finance charter schools with populations that are 100 per-
cent minority. Minority-owned businesses, a community and cul-
tural center in a neighborhood where 93 percent of the residents
are African-American; and, in that same neighborhood, a shopping
center anchored by a Giant Super Markets, the first grocery store
located in that community in over a decade.

Notwithstanding the great successes we’ve seen benefiting minor-
ity communities, we do need to work together to increase participa-
tion by minority-owned CDEs in the New Markets Tax Credit Pro-
gram. To this end the CDFI fund will focus on the following initia-
tives: one, continued outreach to minority-owned CDEs. The CDFI
Fund will continue to vigorously pursue outreach and training op-
portunities that will ensure minority-owned institutions are aware
of the benefits of the New Markets Tax Credit Program; and, are
given every opportunity to apply for allocation rounds.

Two, solicitation of public comments: next month the CDFI Fund
will be soliciting comments pertaining to the New Markets Tax
Credit Application Procedures and will request comments on how
it can expand the participation of minority-owned and controlled
CDEs. And, three, continued dialogue with Congress: the CDFI
Fund has always been responsive to instructions from Congress re-
garding the New Markets Tax Credit Program priorities. The CDFI
Fund very much looks forward to a continued dialogue with Con-
gress on these matters.

In closing, I hope that through these initiatives, specifically, the
new outreach efforts, the CDFI Fund will be better able to reach
a greater audience of potential awardees and also encourage great-
er collaboration with organizations and federal agencies that serve
minority populations, the New Markets Tax Credit Program has
been a tremendous success and low income and minority commu-
nities throughout the country. And I am confident that it will con-
tinue to be so in the future.

Thank you for inviting me here today and I look forward to an-
swering your questions.

[The prepared statement of Ms. Gambrell follows:]

Chairman NEAL. Thank you.

Testimony By Donna J. Gambrell Director, Community Development
Financial Institutions Fund, United States Department of the Treasury

Good morning, Chairman Watt, Chairman Neal, and distinguished Members of
the Committee on Financial Services, and the Committee on Ways and Means. I am
delighted to be here today to testify at this hearing on the U.S. Government Ac-
countability Office’s (GAO) recent report that addresses the success rates of minor-
ity entities in the New Markets Tax Credit (NMTC) Program.

My name is Donna J. Gambrell and I am the Director of the U.S. Department
of the Treasury’s Community Development Financial Institutions (CDFI) Fund. I
want to assure Congress that since I became Director of the CDFI Fund almost two
years ago, I have been committed to expanding participation in all of our programs.

First, I would like to thank Chairman Neal and Ranking Member Tiberi for re-
cently introducing H.R. 2628, “The New Markets Tax Credit Extension Act of 2009”
that would extend the NMTC Program through 2013, and allow NMTC investments
to be used as an offset against Alternative Minimum Tax liabilities for awards made
in 2009.
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Last month, and just 100 days after the President signed into law the American
Recovery and Reinvestment Act (Recovery Act), I had the privilege of joining Treas-
ury Secretary Tim Geithner, Chairman Frank, Congressman Capuano, and Gov-
ernor Deval Patrick in Roxbury, Massachusetts to announce that 32 organizations
had been selected to receive $1.5 billion in NMTC allocation authority that was
made available under the Recovery Act. Three of these 32 awardees are minority-
owned or controlled entities, bringing to seven the total number of minority-owned
or controlled entities that received awards under the 2008 allocation round. These
seven awardees received NMTC awards totaling $489 million.

The event was held at the headquarters of Project Hope, a multi-service agency
that provides low-income women with children access to education, jobs, housing,
and emergency services. This new building was financed with a $4.8 million invest-
ment made possible through the NMTC Program.

Joining the Secretary for this announcement event allowed me to witness first-
hand how the NMTC Program has enabled Project Hope to enrich its community
and improve the lives of the local residents. Their new Community Building is a
“green” building, the first one in Roxbury, and will enable Project Hope to provide
services to a number of additional women and families.

At the announcement event, I also had the opportunity to visit with Shaniqua
Choice, a young woman who will soon graduate from the Match School, a public
charter school that prepares inner-city Boston students for higher education, includ-
ing many who have no family history of college attendance. Ninety-six percent of
the students at the Match Charter School are minorities. The Match School received
a NMTC investment which it used, in part, to set up a tutoring program with 45
recent college graduates who were hired to live in dormitories at the high school
and tutor the students.

Shaniqua lives in Dorchester in a single-parent home with a mother who, while
she was growing up, only had a GED. She would get up at 4:30 am every day, trav-
eling an hour and half on the train to make it to school on time. She entered Match
High School as a freshman in September 2005 performing at a 5th grade math level.
Now, four years later, she will soon become the first in her family to go to college,
attending Massachusetts College of Liberal Arts in North Adams in the fall.
Shaniqua says the tutoring program is essential to the Match School’s success and
to her success.

These are the stories and community impacts that are often undetected among
the statistics and data of program evaluations but are the most important aspect
of what we are trying to accomplish with programs like the New Markets Tax Cred-
it Program.

The CDFI Fund

In 1994, Congress enacted the Riegle Community Development and Regulatory
Improvement Act (P.L. 103-325) to create the CDFI Fund. Congress found that
many of the Nation’s distressed urban, rural, and Native American communities
faced critical social and economic problems arising in part from the lack of economic
growth, people living in poverty, and the lack of employment and other opportuni-
ties. The CDFI Fund’s mission is to expand the capacity of financial institutions to
provide credit, capital, and financial services to underserved populations and eco-
nomically distressed communities across the United States.

The CDFI Fund achieves its mission through five distinct competitive programs:

e CDFI Program: Provides Financial Assistance awards to institutions that are
certified as CDFIs, which in turn provide loans, investments, financial services (in-
cluding financial education) and technical assistance to underserved populations and
low-income communities; the CDFI Fund also provides Technical Assistance grants
to certified CDFIs and entities that will become certified as CDFIs within three
years.

¢ Native Initiatives: Provides Financial Assistance awards, Technical Assistance
grants, and training to Native CDFIs and other Native entities proposing to become
or create Native CDFIs.

e Bank Enterprise Award Program: Provides monetary awards to FDIC-insured
banks to increase their investment in low-income communities and/or in CDFIs.

* New Markets Tax Credit Program: Provides tax allocation authority to certified
CDEs, enabling investors to claim tax credits against their Federal income taxes;
the CDEs, in turn, use the capital raised to make investments in low-income com-
munities.

e Capital Magnet Fund: Authorized under the Housing and Economic Recovery
Act of 2008 but not yet funded, the Capital Magnet Fund will provide a source of
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funding for CDFIs and other non-profits to finance the development, rehabilitation
and purchase of affordable housing for low-income persons. The Administration has
requested $80 million for this new initiative in FY 2010.

Among the beneficiaries of the CDFI Fund’s programs are low-income people and/
or economically distressed communities, which include, among others, populations
that otherwise lack adequate access to capital and financial services. Since its cre-
ation in 1994, the CDFI Fund has made more than $949.3 million in awards to
CDFIs, community development organizations and financial institutions through the
CDFI Program, the Bank Enterprise Award Program, and the Native American Ini-
tiatives CDFI Assistance Program. Since 2002, the year of our first New Markets
Tax Credit Program round, the CDFI Fund has allocated $21 billion in tax credit
authority to CDEs, including the $1.5 billion that was awarded in May of 2009
under the Recovery Act authority.

New Markets Tax Credit Program Overview

The NMTC Program was initially authorized through the Community Renewal
Tax Relief Act of 2000.! This unique tax credit program facilitates investment in
low-income communities by permitting taxpayers to receive a credit against Federal
income taxes for making Qualified Equity Investments (QEIs) in designated Com-
munity Development Entities (CDEs). Substantially all of these QEI dollars must
in turn be used by the CDE to provide investments in businesses and real estate
developments in low-income communities.

The credit provided to the investor totals 39 percent of the amount of the invest-
ment and is claimed over a seven-year credit allowance period. In each of the first
three years, the investor receives a credit equal to five percent of the total amount
paid for the stock or capital interest at the time of purchase. For the final four
years, the value of the credit is six percent annually. Investors may not redeem
their investments in CDEs prior to the conclusion of the seven-year period.

A CDE is a domestic corporation or partnership that serves as an intermediary
vehicle for the provision of loans, investments, or financial counseling to low-income
communities. To qualify as a CDE, an entity must: 1) have a mission of serving,
or providing investment capital for, low-income communities or low-income persons;
2) maintain accountability to residents of low-income communities through their
representation on a governing board of or an advisory board to the entity; and 3)
be certified by the CDFI Fund as a CDE. Applicants may submit CDE certification
ﬁpplications throughout the year and are approved by the CDFI Fund on a rolling

asis.

The CDFI Fund is responsible for administering the competitive allocation of tax
credit authority to CDEs, which it does through annual allocation rounds. To date,
the CDFI Fund has made 386 NMTC allocation awards totaling $21 billion, through
six different allocation rounds. The CDFI Fund will award an additional $5 billion
of allocation authority, including $1.5 billion of allocation authority that was made
available under the Recovery Act, under the 2009 allocation round. The CDFI Fund
anticipates making these award announcements in October of 2009.

To date, investors have invested $13.7 billion into CDEs, or over 70 percent of the
NMTC allocation authority that was awarded to CDEs through 2008. In fact, since
September of 2008, investors have invested close to $2 billion into CDEs, dem-
onstrating the resiliency of this program in even the most difficult of economic
times.

Through FY 2007, the most recent year for which the CDFI Fund has complete
data, CDEs invested $8.96 billion of NMTC proceeds into 1,981 businesses and real
estate projects in low-income communities, supporting over $30 billion in total
project costs. These investments have financed a wide variety of projects, including
charter schools, health care facilities, performing arts centers, manufacturing com-

1The original legislation that authorized the program allowed for $15 billion in tax credit au-
thority for the NMTC program through 2007. Pub. L. No. 106-554, App. G, §121, 114 Stat.
2763A-587, 608 (“There is a new markets tax credit limitation for each calendar year. Such lim-
itation is—(A) $1,000,000,000 for 2001, (B) $1,500,000,000 for 2002 and 2003, (C) $2,000,000,000
for 2004 and 2005, and (D) $3,500,000,000 for 2006 and 2007.”). However, the Gulf Opportunity
Zone Act of 2005 authorized an additional $1 billion of NMTC equity for qualified areas affected
by Hurricane Katrina over a period of 3 years: $300 million in 2005, $300 million in 2006, and
$400 million in 2007. Pub. L. No. 109-135, §101, 119 Stat. 2577, 2592. The Tax Relief and
Health Care Act of 2006 and the Emergency Economic Stabilization Act of 2008 extended the
amount of NMTC authority available by $3.5 billion for 2008 and 2009, respectively. Pub. L.
No. 109-432, §102, 120 Stat. 2922, 2934 (2006); Pub. L. No. 110-343, div. A, §302, 122 Stat.
3765, 3866 (2008). The American Recovery and Reinvestment Act of 2009 provided an additional
$3 billion of NMTC allocation authority to be split equally between the 2008 (retroactively) and
2009 allocation rounds. Pub. L. No. 111-5, div. A, § 1403(a).
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panies, alternative energy companies, business incubators, grocery-anchored shop-
ping centers, substance abuse treatment facilities, and facilities for the homeless.
NMTC awardees reported that, through 2007, their investments have helped to de-
velop or rehabilitate 63 million square feet of real estate, create 240,000 temporary
construction jobs, and create or maintain 45,000 jobs at businesses in low-income
communities.

Success of the New Markets Tax Credit Program

One of the greatest innovations of the NMTC Program is that it combines the fea-
tures of a competitive grant program with the advantages of private sector invest-
ment and decision-making. Most Federal tax credits are simply claimed by tax-
payers rather than competitively allocated, and most community development pro-
grams of comparable size to the NMTC Program are administered through formula-
funding mechanisms. Through competition under the NMTC Program, the CDFI
Fund selects only the most qualified CDESs, and requires them to meet higher stand-
ards and achieve greater results than would otherwise be minimally required under
Internal Revenue Service program rules.

For example, while all awardees are required to invest substantially all (generally
85 percent) of the qualified equity investments they receive in low-income commu-
nities, most applicants commit to making investments in areas characterized by “se-
vere” economic distress—and are held to these commitments as part of their award
agreements with the CDFI Fund. As a result, over 75 percent of NMTC transactions
financed through 2007 were located in census tracts with a poverty rate of at least
30 percent, a median family income at or below 60 percent of the applicable area
median family income, and/or an unemployment rate at least 1.5 times the national
average.

Similarly, IRS regulations do not specify that CDEs must offer beneficial rates
and terms to the borrowers and investees in low-income communities. However, as
part of the application materials, CDEs generally commit to providing flexible and
non-traditional product offerings, and are held to these commitments as part of
their award agreements with the CDFI Fund. Through 2007, over 98 percent of the
transactions offered preferential rates and terms to the borrowers. The most com-
mon features are below market interest rates (83 percent of transactions), lower
origination fees (59 percent of transactions), and longer than standard periods of in-
terest-only payments (54 percent of transactions).

CDEs are also committing to increasing their investments in low-income commu-
nities. NMTC Program regulations generally require that at least 85 percent of QEI
proceeds be invested in qualified, low-income community investments. However, as
part of the application materials, CDEs generally commit to investing significantly
more of these funds into low-income communities. In fact, all 32 awardees recently
selected to receive $1.5 billion in Recovery Act awards indicated that they would in-
vest at least 94 percent of their NMTC proceeds into low-income communities, and
24 of the 32 awardees indicated that at least 97 percent of their QEI dollars would
be invested into low-income communities.

These and other program successes were highlighted in a 2007 evaluation of the
NMTC Program conducted by the GAO. As part of this evaluation, officials from the
GAO met several times with officials from the IRS and the CDFI Fund. GAO offi-
cials collected documents on program status and efforts to monitor NMTC compli-
ance; analyzed transactional data reported by CDEs to the CDFI Fund; analyzed tax
return data reported by NMTC investors to the IRS; surveyed investors in the
NTMC program; and compared NMTC investors with a stratified random sample of
investors that did not make NMTC investments. This extensive research led to sev-
eral findings pointing to the effectiveness of the NTMC Program, including:

¢ An estimated 88 percent of investors said that they would not have made the
same investment without the NMTC.

¢ Of these investors who would not have made the same investment without the
NMTC, 75 percent of investors also indicated that in the absence of the NMTC, they
would not have made a similar investment in the same community.

* Sixty-nine percent (69 percent) of the investors making investments in CDEs
in 2006 had not previously made investments in those entities.

¢ An estimated 64 percent of NMTC investors reported that they increased the
share of their investment budget for low-income communities because of the credit.

¢ Communities receiving NMTC investments tend to be more highly distressed
than minimally required under program rules.

These findings, among others, led the GAO to ultimately conclude that “the re-
sults of our survey and statistical analysis are consistent with the NMTC program
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increasing investment in eligible low-income communities by the investors who par-
ticipate in the program and with investment coming primarily from funds shifted
from other uses.”

NMTC Application Review Process

The successes that we’ve seen to date under the NMTC Program are a result of
the high demand for credits, coupled with a rigorous application process. In any
given application round, only about one in four applicants is selected to receive an
award, and requests for tax credit authority have been between six and nine times
greater than what is available to award.

Table 1
Allocation History since Program Inception (Dollars in Billions)
Applications Awards

Round Number Amount Requested Number Amount
1(2001/2) 345 $25.8 66 $2.5
2 (2003/4) 265 $29.6 63 $3.5
3 (2005) 203 $22.5 41 $2.0
4 (2006) 239 $27.2 63 $4.1
5 (2007) 252 $27.4 61 $3.9
6 (2008) 239 $21.3 102 $5.0
All Rounds | 1,543 $153.8 396 $21.0

As part of the selection process, all CDEs are required to prepare and submit a
uniform application form, which includes four key sections (Business Strategy; Com-
munity Impact; Management Capacity; Capitalization Strategy). During the first
phase of the review process, each application is rated and scored independently by
three different Readers, who are typically external to the CDFI Fund. Readers are
selected on the basis of their knowledge of community and economic development
finance and experience in business or real estate finance, business counseling, sec-
ondary market transactions, or financing of community-based organizations.

In order to maintain the integrity of the review process, all potential readers are
screened for any potential or real conflicts of interest. They are brought to Wash-
ington, DC for a two-day orientation and training session. The Readers then work
remotely, submitting on-line review forms, which include detailed notes and instruc-
tions pertaining to how the application must be scored. Each application write-up
is reviewed by a CDFI Fund staff person to ensure that the reviewer has: (1) pro-
vided clear and substantive comments; (2) adhered to the scoring guidelines; and (3)
provided scores that are consistent with their ratings.

In scoring each application, reviewers rate each of the four evaluation sections as
follows: Weak (0-5 points); Limited (6—10 points); Average (11-15 points); Good (16—
20 points); and Excellent (21-25 points). Applications can be awarded up to ten ad-
ditional “priority” points for demonstrating a track record of serving disadvantaged
businesses and communities and/or for committing to make investments in projects
owned by unrelated parties. Readers are not permitted to discuss their application
ratings or scores with one another. If one or more of the three Readers provides an
anomalous score, and it is determined that such an anomaly would affect the out-
come of the final awardee pool, then a fourth reviewer will score the application,
and the anomalous score would likely be dropped.

Once all of the scores have been finalized, including anomaly score adjustments,
those applications that meet minimum aggregate scoring thresholds in each of the
four major review sections (as well as a minimum overall scoring threshold) are eli-
gible to be considered for an allocation. They are reviewed by an internal CDFI
Fund panel, with the Panel Manager making an award recommendation to the Se-
lecting Official (generally the NMTC Program Manager). If the Selecting Official’s
award recommendation amount varies significantly from the recommendation of the
Panel Manager, then the Reviewing Official (generally the Deputy Director for Poli-
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cies and Programs) makes the final award determination. Awards are made, in de-
scending order of the final rank score, until the available allocation authority for
a given round is fully expended.

In any given allocation round, there are many CDEs that meet the minimum req-
uisite scoring thresholds, but which do not receive an award because the CDFI Fund
runs out of allocation authority. Each applicant that is not selected to receive an
NMTC allocation award is provided with a written debriefing document. This docu-
ment provides to the applicant the strengths and weaknesses that were identified
by the application reviewers. The debriefing documents are very useful tools for ap-
plicants wishing to reapply in future rounds.

Application Success Rates of Minority-Owned CDEs

The CDFI Fund agrees with the GAO’s conclusions that, within this highly com-
petitive application environment, organizations that have identified themselves as
minority-owned CDEs have not received allocation awards in proportion to their
representation in the application pool. The CDFI Fund does not believe that this
lower rate of success for minority CDEs, or for that matter the success rate of any
other category of CDE, is attributable to biases in the application review or selection
process. Rather, the CDFI Fund believes that it is the relative capacity of each ap-
plicant, reviewed under its own merits without regard to its ownership structure,
which determines the award outcomes. As the GAO noted in its evaluation:

“The analysis does not exclude the possibility the minority status is associated
with other characteristics of the CDE, such as management capacity for which we
do not have independent data, which account for the lower probability. In that case,
it would not be minority status per se that lowers the probability of success but its
association with other factors not included in the analysis.” (page 38).

Without discounting the importance of GAO’s findings, it is also worth noting that
the GAO relied on information self-reported by the applicants at the time of applica-
tion submission, which may have resulted in an undercounting of awardees that are
minority-owned CDEs.

Each applicant CDE is required to “check a box” indicating whether it, or its par-
ent company, is minority-owned or controlled. This check-box appears alongside sev-
eral other check-boxes that address the ownership structure/purpose of the CDE. It
is quite likely that, in any given application round, a number of organizations that
would otherwise qualify as minority-owned CDEs fail to check the box. This failure
may result from simply overlooking the check-box, or it may occur because an orga-
nization did not thoroughly review the definition of a minority-owned entity that is
provided in the glossary that accompanies the application.

It could be the case that many non-profit organizations which have significant mi-
nority executive control fall within the CDFI Fund’s definition of a minority-owned
entity, but perhaps have not been checking the box. It does not appear as though
the GAO attempted to adjust for this potential under-reporting by reaching out to
a sample of non-minority CDEs to determine whether they may have failed to iden-
tify themselves as minority CDEs. This type of analysis would have probably had
an impact on their findings, and perhaps led them to determine that a larger num-
ber of minority-owned or controlled CDEs have received allocation awards than were
initially self-identified.

Again, this observation is being raised simply to add a little more context to the
GAQ’s findings. It should not be construed in any way as a criticism of GAO’s anal-
ysis, which we believe was thorough and accurate with respect to information that
was self-reported by the CDEs.

Investments in Minority Communities

Despite the application challenges that are faced by minority-owned CDEs, the
CDFI Fund believes that the NMTC Program has been extremely successful at
bringing benefits to communities with large minority populations. As noted in the
GAO report, a 2008 study that was jointly sponsored by the CDFI Fund and the
Federal Reserve Board of San Francisco found that census tracts that receive NMTC
investments have, on average, non-white populations totaling 47 percent—compared
with an average of 26 percent for all census tracts nationwide. Further analysis by
the CDFI Fund has revealed that, through 2007, over $4.1 billion (or over 45 per-
cent of the $8.96 billion invested by CDEs through 2007) was invested in census
tracts where non-white populations exceeded 50 percent of the total population. In
2007, the most recent year for which the CDFI Fund has transaction-level data,
over 51 percent of the dollars invested by CDEs were invested in census tracts with
majority non-white populations.

My point here is that many non-minority CDEs are extremely successful at work-
ing with minority communities. One such example is Stonehenge Community Devel-



14

opment LLC, which has received three NMTC awards totaling $287.5 million.
Stonehenge has formed strategic alliances with groups such as the National Urban
League, the National Association of Black Hotel Owners, and the National Minority
Development Council to target minority-owned businesses and other high-impact
projects in minority communities. Stonehenge has used its NMTC allocation to fi-
nance an African-American owned car dealership in Lake Charles, Louisiana that
suffered severe damage in the wake of Hurricane Rita; a social service center in San
Antonio Texas; a health center in Kansas City Missouri; and an African-American
led social service agency in New Jersey. All of these projects serve severely dis-
tressed communities with majority minority populations.

One project that really interested me, due to its historical significance, is the
International Civil Rights Center and Museum in downtown Greensboro, North
Carolina, which is in Congressman Watt’s district. Stonehenge helped finance this
$23 million dollar project, which included the conversion of the 1929 Woolworth
store that was the site of the historic 1960 sit-in that helped launch the national
civil rights movement. Stonehenge’s role in the construction of this museum is sig-
nificant, as there was a shortfall between what was raised through fundraising and
the actual cost of the project. NMTCs were identified as the only source of funding
that could keep the project on schedule while retaining the confidence of the inves-
tors and other supporters.

Stonehenge is of course just one of many CDEs that have significantly contributed
to the economic wellbeing of distressed minority communities. The Massachusetts
Housing Investment Corporation, a certified CDFI that has received four awards to-
taling $435 million, made a NMTC investment in the Holyoke Health Center in
Chicopee, Massachusetts, in Congressman Neal’s district. Holyoke Health Center
serves over 16,000 patients annually, the majority of whom are Hispanic. More than
80 percent of the health center’s patients live at or below the Federal Poverty Level
and all of the health center’s patients live below 200 percent of the Federal Poverty
Level. The NMTC financing helped the lender to finance the health center at below
market rates, saving the borrower $88,000 in interest expense annually. This sav-
ings allows the health center to devote more of its cash flow to direct care of its
patients.

Rockland Trust CDE, a community bank headquartered in Rockland, Massachu-
setts, has received two NMTC awards totaling $75 million, and has made several
investments benefiting minority populations in Congressman Frank’s district. Most
notable amongst these were a loan to support a minority-owned beauty supply busi-
ness headquartered in Brockton, Massachusetts; a loan to support a minority-owned
medical practice in Taunton, Massachusetts; and a real estate loan that supports
a Latino health clinic in Brockton, Massachusetts.

In Columbus, Ohio, ESIC New Markets Partners, partnered with the Columbus
Housing Partnership to construct and rehabilitate up to 700 affordable housing
units. The entire project used $9.5 million in NMTCs and has leveraged $19 million
in project related costs. The homes are targeted for households earning less than
80 percent of the area median income and are located in communities throughout
Columbus.

I point out these specific projects not only for the Members of this Committee, but
to demonstrate that NMTC projects and high-impact community benefits are occur-
ring all over the country, even in our own backyards. For example, here in Wash-
ington, DC, NMTC investments have been used to finance charter schools with pop-
ulations that are 100 percent minority; minority-owned businesses; a community
and cultural center in a neighborhood where 93 percent of the residents are African-
American; and, in that same neighborhood, a shopping center anchored by a Giant
supermarket.

The construction of this grocery store is notable because for almost ten years, resi-
dents of this neighborhood had been without a supermarket. Those who did not
have cars would either have to carpool to the closest supermarket with friends, find
a bus, or rely on the neighborhood convenience stores for food. This project has had
several positive community impacts, including the addition of 375 construction and
175 permanent jobs. Finally, the new supermarket is one of Washington, DC’s larg-
est Giants, providing residents with ready access to affordable fresh food.

Next Steps

I would now like to turn to the ways we can work together to increase participa-
tion by minority-owned CDEs in the NMTC Program. The CDFI Fund is committed
to ensuring that the pool of CDE awardees represents a diversity of institutional
types, and that minority CDEs are assured fair access to these scarce resources. To
this end, the CDFI Fund will focus on the following initiatives:
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1. Continued outreach to minority-owned CDEs. The CDFI Fund has been
actively seeking to promote participation by minority-owned CDEs since the pro-
gram’s inception. Most notably, we have conducted multiple outreach sessions with
the National Banker’s Association (NBA), a trade association of minority-owned fi-
nancial institutions, and with the Federal Deposit Insurance Corporation’s Minority
Depository Institution Program, and participated at the Native American Finance
Officers Association conference.

Upon release of the 2009 NMTC application materials, we reached out to the
NBA, the Minority Business Roundtable, and the National Black Chamber of Com-
merce and offered to set up conference calls with their members. Just last month,
the CDFI Fund presented information about the NMTC Program at a national con-
ference sponsored by the Department of Commerce’s Minority Business Develop-
ment Agency. The CDFI Fund intends to continue to vigorously pursue these out-
reach and training opportunities, to ensure that minority institutions are aware of
the benefits of the NMTC Program, and are given every opportunity to apply for
allocation awards.

2. Solicitation of public comments. Another component that is connected to
our outreach efforts is incorporating public feedback into our work. Later this sum-
mer, the CDFI Fund will be soliciting comments pertaining to the NMTC allocation
application and related implementation matters. As part of this solicitation of public
comments, the CDFI Fund will ask for comments specifically pertaining to how it
can expand the participation of minority-owned and controlled CDEs in the NMTC
allocation process.

3. Continued dialogue with Congress. The CDFI Fund has always been re-
sponsive to instructions from Congress regarding the NMTC program priorities. The
authorizing statute indicated that a preference was to be given to organizations with
a track record of working in disadvantaged communities, and a preference as well
to organizations that would invest in “unrelated entities”—entities that they would
not control through ownership. Congress later instructed the CDFI Fund to ensure
that a proportionate amount of investments are made in rural communities. In re-
sponse to direction from Congress on these three issues, the CDFI Fund included
specific protocols within its application process to ensure that Congressional intent
was being satisfied. The CDFI Fund very much looks forward to continued dialogue
with Congress to improve the effectiveness of the NMTC Program.

Conclusion

The CDFI Fund is committed to giving support to communities and financial in-
stitutions. We have a wide variety of programs that reach America’s most under-
served and underinvested communities. Our mission is not only to ensure that we
serve these communities, but that we also maintain the integrity and competitive-
ness of these programs. I hope that through our current and new outreach efforts
we will be better able to reach a greater audience of potential awardees and also
encourage greater collaboration with organizations and federal agencies that serve
minority populations. The NMTC Program has been a tremendous success in low-
income and minority communities throughout the country, and I am confident that
it will continue to be so in the future.

Never before in the history of the CDFI Fund have we been in such a strong posi-
tion to be able to support and serve minority communities. Thank you for inviting
me here today.

———

Mr. BROSTEK, will you proceed?

STATEMENT OF MICHAEL BROSTEK, DIRECTOR, TAX ISSUES,
STRATEGIC ISSUES TEAM, UNITED STATES GOVERNMENT
ACCOUNTABILITY OFFICE

Mr. BROSTEK. Mr. Chairman, Ranking Members and other
Subcommittee Members. Thank you for inviting me today to dis-
cuss our work done at your request on minority community devel-
opment entities’ participation in the New Markets Tax Credit.

During the period we reviewed, allocation rounds from 2005 to
2008, Minority CDEs were successful with about nine percent of
their applications and received about four percent of the allocation
dollars they applied for. Non-minority CDEs were at least three
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times as successful with their applications and in obtaining alloca-
tion dollars.

Each New Markets Tax Credit application is scored by three ex-
ternal reviewers based on business strategy, community impact,
management capacity and capitalization strategy. Each of these
sections includes several subcategories. Minority CDEs generally
receive lower application scores overall and in each of the four ap-
plication sections. Overall, minority CDEs scored about 11 points
lower than non-minority CDEs on applications.

On average from 2005 to 2008, minority CDE application scores
did not meet the minimum threshold for advancing past the appli-
cation round in order to be eligible for allocations. After applica-
tions are scored those that meet the threshold pass on to be consid-
ered by CDFI Fund staff for award of credit allocations. CDFI’s
staff generally award allocation amounts in the order of CDESs’
final ranking scores. When recommending allocation amounts, staff
are to consider the amount of equity investment the CDE can ex-
pect to raise within two years, the amount of investment in low in-
come communities that can be deployed within three years, the
quality of the financial products being offered and the projected im-
pact on low income communities or low income persons.

Some CDEs that exceed the allocation threshold do not receive
allocations because the amount of allocation authority is insuffi-
cient to fund everyone. Minority CDEs’ receipt of only four percent
of the allocation dollars they applied for is a function both of the
number of minority CDEs that failed to make the application
threshold and that those exceeding the threshold tended to have
lower scores than other applicants and thus tended not to be fund-
ed.

Based on interviews we had with minority and non-minority
CDE representatives, we identified characteristics like CDE size
that are likely to affect applicant’s success. To test whether minor-
ity CDEs’ relative lack of success in applying for and receiving
credit applications was due to their minority status or these other
characteristics, we performed statistical analysis to control for
those characteristics other than minority status that might be af-
fecting outcomes.

We found that when controlling characteristics like asset size,
proposed project characteristics and CDE type, minority status still
was associated with a lower probability of success. Our analysis
does not show why minority CDE status is associated with lower
probability of receiving allocations or whether any actions taken or
not taken by Treasury or the CDFI Fund contributed to this statis-
tical relationship.

Factors we could not control for or measure, such as applicant’s
loan loss reserves and operating costs, may affect CDEs’ success.
We previously had found minority owned banks, many of which are
minority CDEs, have higher loan loss reserves and operating costs
than non-minority-owned banks, and this might contribute to their
lack of success. Some believe that minority CDEs are better posi-
tioned to serve the communities in which they are located than
other CDEs would be. If so, minority CDEs may have advantages
that are not being fully utilized in the New Markets Program.
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The legislative history of the credit does not indicate whether
Congress intended for minority CDEs to participate at any par-
ticular level in the program. GAO is not making any recommenda-
tions for action. However, if Congress intends for minority CDE ap-
plicants to succeed at a greater rate than what we have found, it
may want to consider legislative changes if the program is ex-
tended for future years. Such changes could include requiring that
a certain portion of the overall amount of allocation authority be
designated for minority CDEs, exploring the potential for creating
a pool of New Markets Tax Credit allocation authority to be dedi-
cated specifically for community banks to compete for it, offering
priority points to minority CDEs in the application process and re-
quiring Treasury and the CDFI Fund to explore options to provide
technical assistance and training to minority CDE applicants. This
concludes my statement.

I'd be happy to answer questions.

[The prepared statement of Mr. Brostek follows:]
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Chairman NEAL. Thank you very much, Mr. Brostek.

What we would like to do now is to have the other witnesses join
us, if we could, and have an opportunity to hear from them as well.

The Chair will recognize Mr. Phillips for his testimony.
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STATEMENT OF RON PHILLIPS, PRESIDENT, COASTAL ENTER-
PRISES, INC.; PRESIDENT, NEW MARKETS TAX CREDIT CO-
ALITION

Mr. PHILLIPS. Thank you, Representative Neal, Representative
Tiberi, Representative Watt and members of the subcommittee on
Select Revenue Measures.

My name is Ron Phillips. I am the current chair of the New Mar-
kets Tax Credit Coalition, 150-member, Washington, D.C. based
group that advocated for the passage of the New Markets Tax
Credit Program in the late 1990s and I have the honor of having
been right at the get-go of this program. So I'm very glad to be here
and express our point of view.

Since our passage of the legislation in 2000, our coalition has ad-
vocated successfully to extend this program in the initial seven
years and increase the amount of credits that could be raised. As
a result of our advocacy, even in the stimulus bill, we got an addi-
tional $5 billion. So we've got a lot of capital to access out there
and very excited about it.

I am here today to respond to the GAO report on the lack of an
already-owned and controlled participation in the program. I want
to say right off that this report is being taken very seriously by our
coalition. We discussed it earlier this week at our annual policy
conference here in D.C. and at our board meeting. Many of our
members and board members are also representatives of minority
communities, so we are in good company to sort through how to in-
crease participation.

What’s more, I want to point out right off that we’re very excited
about getting to the heart of the matter, reaching out through var-
ious minority trade groups, including the National Banker’s Asso-
ciation, Latino Organizations, Native American Groups such as
Oweesta and others. Even the American Banking Association,
which attended our conference, is looking for ways to engage their
members. So we are in a good spot here. The reason is this credit
program, which we sincerely love to be made permanent by the
way, has such tremendous potential to redirect capital to worthy
investments in this country, but that the more participation in it
the better.

Now, I am also President of Coastal Enterprises. It’'s a 501(0)(3)
non- proﬁt organization based in Wiscasset, Maine; and, our pri-
mary Markets is Maine and rural communltles but we also work
throughout New England and other parts of the United States. We
have had five rounds of allocation valued at $481 million, and have
to-date invested half those funds in primarily rural New England.

Half of these funds are already invested in 30 projects, mainly
as I said in Maine and rural New England, Western Massachusetts
and upstate New York. We have invested in community facilities
such as an historic paper mill and timberland of Katahdin Forest
management in the Millinocket region, a Gulf of Maine research fa-
cility supporting the 400-year-old fishing industry, the River Valley
Markets in Northhampton, Massachusetts, an up and running new
facility supplying area residents with naturally and locally grown
foods of some 50 farmers and healthcare clinics such as the Plym-
outh Community Health Center, New Hampshire, connected to the
Speare Memorial Hospital. These funds are creating and sustaining
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some 7,800 jobs, over two million acres of sustainably managed
forestland and spurring private capital, a ratio of $3 for every $1
of allocation investment in low-income communities.

CDFT’s story is, however, only the tip of the iceberg, as stories
from our field abound all across the U.S. in both rural and urban
areas. As our recent report, “50 Projects, 50 States,” and I hope we
can get you a copy of that, notes they could be charter schools in
Los Angeles, educating young kids and minorities, a LEEDs stand-
ards community service center constructed on vacant ground fill in
Chicago, an ethanol plant in Minnesota owned by a group of farm-
ers. The list is of exciting and inspiring projects is endless.

And even the story more convincing as one gets into the power
of the New Markets Tax Credit to bringing together the best of
community social goals and the best of private capital and invest-
ment to help make the dreams of millions of people on the margins
of our society come true is because of the flexibility of the New
Markets Program that we can achieve these multiple objectives.
The program has been successful beyond anyone’s expectations in
attracting investment capital to distressed communities including
many minority communities. Each year of the program so far the
competitive processes require those winning allocations to agree to
target their investments to area of higher distress than minimally
required by the Program’s statute.

Now, coming to a close here I wanted to contribute my main
points here to this session this morning. One item in the GAO re-
port that was of great concern to us and we should emphasize is
that according to the CDFI Fund data the census tracks that have
received New Market investments have on average non-white pop-
ulations of 47 percent. So I want to note that the benefit of this
program has been flowing much more largely to minorities we
could presume than would meet the eye. On the other hand, that
does not make up the difference in terms of the emphasis one
should bring to supporting minority-owned and controlled CDEs. So
that is still a challenge ahead.

The credit has made a significant contribution to improving
many communities across the country, and that success should not
be confused with the attributes of the CDEs that compete for and
are awarded credits. A second point I want to make is that accord-
ing to our analysis from the coalition, there are actually 17 CDEs
that have achieved an allocation of over $1 billion, far more than
what the GAO report said. So we have made some progress in that
regard.

In conclusion what I want to offer are two recommendations. The
central recommendation of the New Markets Coalition is that Con-
gress establish a technical assistance program and capacity build-
ing program aimed at helping minority CDEs better prepare them-
selves participate in the New Markets Tax Credit Program. We be-
lieve that the best way to build a more diverse set of new markets
allocatees is to provide assistance to organizations, to build the ca-
pacity of those that have not been successful in applying for the
credits, rather than through any sort of set-aside or priorities for
any particular class of CDE or business sector. And the second rec-
ommendation we want to make is that H.R. 2628 be supported in
terms of the extension that is critically important going forward to
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ensure that the tax credit becomes in the future a permanent cred-
it. And, also, attached to the tax credit is the AMT relief, which
will allow us to open up more investment, and particularly among
independent and community banks at the regional level, a sorely
needed new capital flow for this program.

Thank you very much. And I’'m sorry I went over my time.

[The prepared statement of Mr. Phillips follows:]
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® Ml invesiment af over 550 milioes was in Baedulin Porest oo pentent in bilkeoe ke
The MATE financed HELHE aopes o susizzihly nisrageal tredse k] s sergpen ah ale
amd histomic el of the Circas Morthem Papzer Cir. Seome flE] af grminy ehausamids il jirlss i
have disapgrearad in the indusiry were nefained. The mill & il challenpsd by gaobal
qIHT.T:I'iI'i.I'I'J aml T Fﬂ_u,lm:l.: AP Om ane i i reeching, amed theny are nisae '|1|:l|1l
for 3 mmeaahle-emirgy bivmars facibey o ensure the Fetire vinhibne of this operatien.

®  Anocher invesmment of $7.4 mallion was m the Rever Valkey Marker, Momh Hampron, b4
This & o cooperatively-aumed nararsl foods soone mooeneae 0 oo jobe. Built o cemain
LEEDs smndards, the project will sbo seppon susuinable agrcuhural developoent in the
Canneciog valley region of parad Mew England. S0 farm enserprees in the area will supply
some of the nuicys, locally-grown peoduce and processal foods impoetant wo the
erodwnimiy of the pegeon, amd an alesnative 1oog food syoen o ie LA dis b heavily

chepeelent on cneny ael mnsptaton, Abckly there s does-priping monbers af some
ZJHKEL

& The Flymourh Commuriry Healih Cenver in Plemouch, Mew Hampshire i= 3 534 millicn
e facibey affiliased winh the Spramy Memoral Hospitall Crosting 17 high-paving johs, n
addition oo dis kecation in g low-income census irack, the anm i= defmed a= medically
umndderserved by the U5, Depamemens of Sgnioaloom: and a bealth profissional shamage anm
as defined by the Mew Hampstane Healrh Ressuroes and Services Adminisiranon.

| hr": by theza: examplizs you pet an klea of the sk, Enpa anif Eargsting of n[ul:] # b fe ke
incame ermmararies, Giwar gzsamples abound wch tme e vsits a praeo,. RBecently, for exsampli,
wi choeseal o amether project in Morthern Maine's Grand Lakes Stream community withs a lamd oruse
anal timbsrr ierestor invaleing some ZL0E0 aenes of wocking and pronecnd formesslinds, with 182
acres sen aside for affondable housing and small busine== development. In & recent project with &
Mlaine: comemuniny bank, Bangor Savings, we're pioneering o 3.5 millon SME pool of capiml e ge
funils ro small businesses.

Gl Repon

Lt e o swnor b the GACY reprort,. We red weiths preas nionesd the GAC) Hepest - Moy
i ¥ 3 2 kit Eotiskes, The setacatt
mcknpadechoes the smpartance of the Credit in r.rln'i:li'r: mrmrani i i e corrmaniee,

Cing cannos wnekeresnrman the smoes of the Mo barkes. Crofic o germing capmal o some of te
poarest communities i@ the couniry, inchad@ing minority populaiors.  CIF] Fand dam shows char
oensus mracts: thar berve recenod MAITC imeesimenrs: hane, on averape, noneahiee popalations of
47%%. The Credic bas made a significant comtritanion o Enproving many communiies poross thas
counmy and that success should noc be oonfused wids the smbores of the CIEs tha oompens for
and are swarded Credes.

Tt said, however, it is equally inmspormanr thar all COEs heve an eqoal shor ar gaining scoess e
Crelis and chose CIDEs with ties oo the comimwsires which they seeve shodd B aoive in the

3
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prrvprrani., B8 asenbial o the ol st of e progren that minechy COEs have aocess o ihe
Creelit,. The MATT Cimalmion Buasd of Dincceors discused the report in detail just b week during
iz annual prliiy il Masy of aur Beard mosbers nepresaie minoey proups, s we benchit
fram their gt and voeee, as well mothe mcss-doven s eme of aitber boar] members and

Soeme of the ways the Coalitien intends o wock wwand greaser particpation by minorin—mamed and
cunmdled C13Es is throough parmernng wich trade associanons ar other organiztions thar aloeasdr are
warking m achieve gremter mincairy paricipation. The Coaliion can brmg espens and expertise o
these arnganiations which will cxpand inrerestin the MAITC Frogram smang their covesimenss anid
either deliver o hdp them w develop technical assezance services o their members, In

adcdition, Coalinon boand mernbers discussed other ways thar minogivgosened enniies can b helped
o aocess the ored, admimedly, & comples program for any rrpe of instioaion, with ks many
rocpureenis for underwaing progeces and oompling wits the COF] Pond and RS regulanions,
Appeoaches the Boaed discussed bclude:

I Encorrsging arinerships berveos smoney TS and espedenend Allocsters o france
et e dhear servies anca, both aivolving the engemey CEFE n the enbee MM
proeeis sl enshbogr theni o bavomie a2 linescial pasieer 8 the trnaction whech will gve
thezn a shase of the reverees, aml buikl sapmecity For fuiues wh.'ll'ill'ﬂ. Plany current
Albwwinzs are muey than willing b wesderiake such par hape — sl some Bke CED alreaidy
have puch agreeminte in place with minority-amed and contrdlnd CI3Es, In CEPs e,
wr bave a formal “Working Pariner” agreemaent with the Foar Directisns Dhnvelopmiem
Carparation, a Maine-based Magive Amercan CIF], and with Cregesma D lapmant
Carparation besed in Sourh Dakom, which represenie several Manve Amencan COFL=

=

Encommaging minsrimy-ramed and conmrolbed CIVEs 10 beoome invahed in the periodic
training anid rechnical suppor offensd by the Coalmion as well as professional aocounog,
Izgal and ooher nereucks acove an MM issues ahich rypically ackdness the Program's
challergges, che best applicanion seraegies, and the like, An organizadon thar gyests e in
kzarning abour the peogram amd consistemly spplies is Baely 1 bave 4 high degree of success
i wobeegquent ooncks accondeg oo the GACY Reporn, |

Comimentary on AL Conclusions

Wieh respact o speadfic frslings, we have eaken a caccful kmk at ehe GACE popent anil b= cemelusim
imaliczting a very haw kevel |rt"|1:rﬁl_'i.|1||l'mr| by minarrry-sinenelledd ar cromusd COE We affer the
Filhring coememines:

For purpases of the MATE Program, the CRF] Fund defines o Minecin-Oormeed or Conenalbesd
beminazss as one thar & mare than 50 percenst owmned or conerolled by ene or more pereons who are
e mbers of & mimanicy echnic groop, 1 the business. is a for-pedit comoem, more chan 50 percent
of i owners muse be mincaines: it the bosmess is a non-prafic concern, mare than 50 percena of ws
becarcl oof direcioes muse be minoeites (or es Chief Exeomive Officer, Execumve Direcror, General
Parmer or Maraging Membser most be o minorin).

3
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Tatik £ of the CeACk Ripart indicanes thar bermneen 206052008 minoriny C0Es recemed anly B
mwards maaling 335 million. Cur knosdedee of the llocaees suggests there is greater
partcipancn. The Caoalinon identified 1% C00s thar fe the defianion of a minacim CDE and choze
CDEs recerved ZF gwards woaling over §1 hilion dering the JHI5. 2008 percd and 35 aliccanons for
over §1.5 hillion overall. Mo of the successful mminoncy CENEs we idennified ane larger, well:
catablished organizaions with wack secords i comimuniry devedopment and fnance. 'We have
aszhiad a rebde witls a kse af those Minoey CDEs oo chis siremes.

We think b reason for the decrepancy betaoen our numbers sl those of GALY s ocause chis
indnemnatae 5 el reyubted by the apgdeanios, bur saher bs one of several charcsertsties on which
appheanis sy or mon ok checse i |||:|.l'-i.|l|:|'||||"_r. Cn Page 2, cuastion ool the M aloecabos
apphcatnes asks the CIE o chack g aomber 1o hnss dnﬂ.rﬂ.‘l.rh,; e pareiik conjxiny sl whether it
i @ FEn- g ooy, a doe-peein cosity sl Other aech chameicnsne, incka®ng wheither ik fits the
dicliniinon of a minanty CIFE. We think dai meoye CIVEs sinple dis e chaeck all the: Boxcs and
eahers, Trlrmp,dp.l'h. CIPEs svrssrdled by nlu'l-pr:lﬁm warnk] mot necesarile idemtify themselhoes as 2
rrmwcirity ararwdd or controllid bosress unkess ther Innkal st the CEF] definiton o the applicasen’™
phossary,

Regardless, ir i= impommane o mmprove the competinyveness of maonny COEs and smaller
orpanizations, We mgree with the smakysis an pape 19 of the CeACr repom, for example, which smns
thar smaller minorey aned non-mmanicy CEHES seem w0 share s momber of ohsiackes in obmining an
e of Credim induding:

1. Demcairaring the abiliy oo wse the amount of NMTC capinal for which tey appiy;

1 Demeresirating 4 oack recoed for boch making imvestments in low-ingroe communities
and invesnng in larg: progeces thar would appear 1o genenae significant impreces,

A Demsoeretranng that they have the capacin o comphete propoasd projeos that will have
Coinyraney impects that compase fevoeally o de mpacts described by ligger CDEs;

4. Huaviag the sbelity 1o v the prnsaction eoss iaodval in comples. NATT
tEnsactbons; amd

5 Having the sbadity i sbrsorbs the costs — extesal and inenl —maobved @ poiog

tirpeibeer an application g the Creches,

BIRITC ix unigue in chat ik o bge federal progran for o v diveksy T unliks

prgrrame of seniar preposs at HUDE, Apriculiuee oo the CEFT Fund 8o that maiser, thene oo a
rertmeal assisiane or l_1rul_"q'r buikling cOmpaoEnt i thay presgram T minurity CTIEs,

Technical assisance oosdid inchade training on raiseg and managing capiml from privam seoar
sraarres, Ennliding a mack mocoed of kending amd investing in comemimities. dligibbe under MATC anad
planning. implemennng, and managing a kending and invesomene program financed theough rthe
Creche, Ths muthociy coukl be caried o throogh specifically developed aining cumicula, s well
s thraugh one-an-ome mechniol assesance whereby mincrivy COEs soukd alima an asses=menr of
their particular neganizasion and creare an individmlized bosiness phan  then would prepare them oo
partcipate in rhe program The technical esmance would indude 'd.'-nr‘l.ln.H_v.u:I'. previcasly
unstocessful minorey CIRE applicants. The GOk pepom notes char success is more likely the mone
often an ceganization appdes, increasing so W i an applicant spples foor nooes,
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Uider corvend ki, cosnmunithis cansd e ceveus traci wilh povesy sl of a keast 395 and
erealian bncomes noe excesding 2% are digible (or Cenlis, We steongly supiport the ety of
BT B kroc-aoiiie Soteaeties, As we noted, the keen st Fuer Crealiis Bras clrsven the
Corids i the pooeiss eonemitics in the counery. The vpical o ity with & cpzileficad MATTC
invmemens has higher s of poveny and lewer mndias eeomes dhan eegeiend in lew and ofien has

avery high mse of unespkgmeni,

Tha: ceniral recormenidation of the WA Cealiion is that Congress seimblish a technical
st amil Iy baikling progream  airvad ap [1:||1ing Aty CFEs bheiner prepare rhemearhns
151 [lgrﬁl_ﬁnlr i che Mo Markeis Tas Cradit Program. As noied abaee, we alse ame Sscusing ways
the Crabrion cam neach mat e rinomities to hdp with acows o the Ceedit, W bebeve that the b
way wa huild a meee diverse st of WATE allcaners i= o provide assistance o organizions m bold
the capacey of thoee thas have nest boen sueoessful in appdying for the Crodits rathar chan thoesgh
srfasidis or prineries Far ame parculir class of COE or business sectes,

Ohikor Tasses

The gcomamy inowhich dhe Mew Blarkers Tax Credic progmam ans bunched & pon the coonomy of
wilay. The Jare 1%z were o perkd of =semined economic grosth, prosperin, budger surpluses m
the fedenad level and an expanding financial senices indusry, The Mew Markers program was
enaceed mnd spurmed on by Pressdenr Clinean who sad, *IF we cannoe mmek posventy i this
eronomy, when can wer"' In the eoomomy of 10 yesrs agn, it was reasonabde w asaume thet a
shallow credic sach as MMM woold be an edequare incentive o persaade the privaie sector o
inwes in o income urban neighborhoods and small rowns and farming comiraniies.

Toaday, we have & ddferent eoonome simamon. MeSan houschold income roday is 1% kowver than

i ML There has been b swieg in b federal budger from & $2°% billion sunplos so o $1 willion and
clentbing defice; wempleyment = beading rewand dooble diges and then: has been an enoemous
capeendimee of federal Fonds o resooe banks, [n 2008 e nace experienced the bgesn ank
fallure in L%, hiswry when WAML collipsal, amd abreade in 20089 over 30 banks have flel The
egiening of credil aenwes all socoes of the sooseonmy (8 well documsmnk

Ik Eony wans, coanimmically alistressal canmunibes seal ehe Cralt moee thon ovee. Sounces o
izl i |=|I|].||I.“ aml Inveesizgr ase devasy up sl dhere a Soiemusy el Far eomsen silnslus in
ey ol pur coasenitics. We senegly suppoal e prevision of the Amcrcs Rasvcsmed anl
Reciveny At JARRA] that pave an addiioin] 53 bilks & encdit sasthociiy for WAITY equally
dvidiad betwooms 2N oo 2004, The e o] investreenis Sromn thisa Creditg wall helps junsg stan
urhars sl rorad commiemics armees Jimerica,

Craimran Meal was s lesder in dhas oot and we spmreciane v lurl-rl-url':n.'l thamk vwon very much.

BT e generatedd aver §1 34 Bllion insestments i o income comemumities. Hiowever, as the
rzable incame of many barks and corporate enies decling there &= growing concern that invesmors
will herve kens appartite for the Credire ps they have bes mable income oaffser and o, moane
attractive tpaoaons = the credit markeplace
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For thess: reasons, CI¥ES are now seeking aliermacives o dheir traditional invesoor base and are
exploning relaionshipe with smalles, regonal and communiry banks that are profinbde and good
candidanes fior o federal o crecde. We wre abao looking in woon revenoe ruling thar coukd open up the
Credie 1 high ner worth individuals. With respect vo the smaller instinnces, there pre obsaches,
Fareeeyer, as mady of thee instnscons do nod Fave @ communiny developorenr saff or o CRA
obdgaron, s thereivee may nos have the inermal capaciny or the repulacey mcentrve 10 undemake:
BT e Crions.

HE 2628 = Mew Markets Tax Credin Expension Act

HR Z(2H, che Mew Markets Tan Cronde Extorson Ak, 18 cnically impoectass b che continued
s o the Mew Markets program,. Mot only does it exiened the Credii Ear 5 years ak 53 hillem
anmually, the kepelaticm alge provides MM invesioes wich AMT relicE. There i a pressing seed
the extension e MNew Markets Tax Credi, Tris 3 prosen sond For econcoms: revsalizasion in odon
Akl naral communities acpnss the couniry.

‘We applasad the effors of Reps, Richand Meal and Par Tiben in spoevscrming this impornt
legislarion,

Alwrnacive Mindmmm Tas esemprion

There is alsa a pressing neod i provide an exemprion o e Alrernative BMinimum Tas (AT for
inwesnnrs i Mew Markers Tas Credns (NATTCL BT mesr be kepa currene with o foderal s
credits by providing Ewesiors an exemprion Serom the Altermarive Minimum Tas, The New blarkers
Tas Crecie will be ar 4 compencne disasdvantsge i the inveeor markeplece wchaur AMT solief.

T Housing and Foomomic Becovesy Aacr of 2008 peosdded char the Low Income Howrseg Tax

Crede [LIHTC) (TRC Secion 423 and the Hisoek Bebsibibeanon Tas Crade [HETC) [IRC Secton

47} can b el s colfer AR Halslig. A proveios we provale MBS with AMT sxempaion wis
| in the % version of eooednie recorery kegeslagion, bun deappal in conference.

A January, X007 CGRALT repoied ichecabed thai alses TORG ik the wrvestoes inthe BT were ks
arkl inelividuads sl af that soember, hanks amd corperations made up the s shaee, The GiACE
abas nepaniad that roughly hal€ oF the SATC v essons serveyed wene also LIHTE swesior. 5o
rmorketing to the same wmesioes, NMTO moata |_-.:|rn|1-|.1'i'|i|.': disadvanmpx,

For example, Acgan LS [parent oo Transamericn] had been ome of the brgess MTC imesiors for
Mazsachuserts Housing Ierestmist Corporation (MHIC), an MMTC alloeas, Sogoen ineessed in
mn MHIE Fund dhar financed Project Hope whene the Secremry Geichner made the announcement
oif the allowtion of 3008 Credire inchuded in AERA. Sepon hes recendhy wirhdrramn from imeesting
in BMTC becase: af AMT Gmaations, IFMMTC mvesiors had an exempocn from AMT rules ona
par with ocher foderal credics, Aepon and cahers goold conrinoe s parmicpae. The resol woald be
an incregse in the samber of mvestocs therchy ensaring the highest possible price for BMATC - and
the best dieal for the govemaonsene
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Addioial NMTE Inceitlves

Weh changed dmcumsinces @ the ey the NATTC Coalstion may redssmmenid furthier dhanges
g thae MO structun:. Fanlring circunstances af she financal servees indusiey sl the: declining
eoneemies of many kne inoeeme communiiies, cambined with snecdotal daga Fromn thiss: C1E=
warking with tho PR, indicair chat asdditional incenizves may be nimessany oo ensure the
coninued success af the Credie, 'We hope to wark with Congress on chis smporane marier,

Thank you for the opporuniry 1 restify cocday on behalf of the MMTC Coalition and responses o
the CofCrrppom. | will ke happsy o anserer gy guestions you may have
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Chairman NEAL. Thank you, Mr. Phillips.
Ms. Pinnock.
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STATEMENT OF BLONDEL A. PINNOCK, PRESIDENT, CARVER
COMMUNITY DEVELOPMENT CORPORATION, SENIOR VICE
PRESIDENT, CARVER FEDERAL SAVINGS BANK

Ms. PINNOCK. Thank you.

Good morning Chairman Watt, Chairman Neal and other distin-
guished committee members.

My name is Blondel Pinnock and I am the President of Carver
Community Development Corporation, a minority, for-profit, com-
munity development entity. I also serve as the senior vice president
for Carver Federal Savings Bank, the largest minority-owned thrift
in the United States, headquartered in Central Harlem in the 15th
Congressional District, with nine branches throughout New York
City. Deborah C. Wright, Chairman and CEO, extends her regards.

Carver is very supportive of the CDFI Fund and the New Mar-
kets Tax Credit Program. LMI communities need our investment.
We are delighted to participate in the program and Carver has
been successful. Carver’s experience in applying for New Markets
Tax Credits coincide with the findings of the April 2009 GAO re-
port. Carver’s CDE applied consecutively for New Markets Tax
Credits from 2005 through 2008.

We have been successful, however, in receiving two allocations
from the CDFI Fund: round 4 allocation in 2006 for $59 million,
and the most recent Recovery Act allocation in 2009 for $65 mil-
lion. Our $59 million allocation has allowed Carver’s CDE to invest
in 10 projects within low income and distressed communities
throughout New York City and to develop partnerships in economic
projects with more flexible terms that the bank would otherwise
not be able to offer.

For example, one of our New Markets Tax Credit loans was to
finance the renovation of the first state of the art privately-owned,
free-standing healthcare facility in Central Harlem known as
Citicare. The loan also helped preserve one of Harlem’s architec-
tural landmarks, the Jazzmobile Building. Carver provided six mil-
lion in below-Markets financing for a project that serviced over
20,000 patients in the last fiscal year and is located in a census
track that had over a 19 percent unemployment rate, and where
nearly 50 percent of the residents lived below the poverty line.

Another project financed through our New Markets Tax Credit
allocation was a $5.3 million below Markets-rate, pre-development
loan to Abyssinian Development Corporation, a strong, committed
community development corporation in Harlem. The loan was used
for the renovation and redevelopment of their legendary Renais-
sance Ballroom. The building had been vacant, boarded up and a
community eyesore for over 30 years. Abyssinian, with the aid of
Carver’s New Markets Tax Credit loan will be able to bring this
historic building back into service offering community, cultural
space, and up to 150 units of affordable for sale housing. The
project will create hundreds of construction and permanent jobs
providing economic viability and much needed services for a highly
distressed area.

Through our New Markets Tax Credits we've been able to part-
ner with a large, money-centered bank, who has invested 19 mil-
lion in our allocation to finance a six-story commercial and office
facility, known as Harlem Gateway. Given Carver’s asset size of
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800 million and a loan limit of 10 million, Carver would never have
been able to put a $19 million on our balance sheet. But with our
partners at J.P. Morgan Chase we helped in providing the financ-
ing for a project that created as many as 100 construction jobs and
over 90 permanent jobs in addition to providing vital community
and retail services in an LMI census track.

Carver agrees with the recommendations outlined in the GAO re-
port for positioning minority CDEs to maximize New Markets Tax
Credits; however, we would also suggest one giving preference to
or targeting institutions who are either headquartered or have sig-
nificant facilities in distressed communities, or who served as com-
munities in an operating or programmatic basis—in other words,
CDFIs and CDEs that are on the front line of LMI communities
every single day—as the report recommends, providing more mean-
ingful technical assistance in the preparation and completion of the
application, specifically in the area of data collection and impact
analysis required for the CDFI funds.

Three, provide treatment to major financial institutions with fa-
vorable treatment that partner with minority CDEs and/or commu-
nity banks to assist with application readiness and encourage mu-
tually beneficial collaboration. Minority CDEs like Carver are well
suited to identify and finance New Markets Tax Credit projects
that enhance and address local, underserved communities, and
would otherwise fly under the radar of larger commercial banks
and financial institutions.

Thank you very much for allowing me the opportunity to testify
and I would gladly answer any questions you may have.

[The prepared statement of Ms. Pinnock follows:]

Testimony By Blondel A. Pinnock
President, Carver Community Development Corporation,
Senior Vice President, Carver Federal Savings Bank, New York, New York

Good Morning. My name is Blondel Pinnock, and I am President of Carver Com-
munity Development Corporation (“Carver CDE”) & a Senior Vice President of
Carver Federal Savings Bank (“Carver”), a leading community development finan-
cial institution which recently celebrated its 60th anniversary. Deborah Wright,
Chairman and Chief Executive Officer of Carver extends her regards.

We are very appreciative and supportive of the CDFI Fund and the New Markets
Tax Credit (NMTC) program. Low and moderate income communities need invest-
ment and we are very happy to participate in the NMTC program and have been
successful.

Carver is the only African-and-Caribbean American managed thrift in the state
of New York and, with assets of $812 million, we are the largest in America. Never-
theless, Carver is a very small institution in the context of money-center financial
institutions.

Summary of GAO Report

Carver’s experience with applying for New Markets Tax Credits coincides exactly
with the 2005-2008 period studied and the Bank’s success rate is 33%. The success
rate of all minority CDEs relative to all applicants was 9% according to the report.

- Applied in 2005 for the first time—awarded $59 million in 2006

- Applied in 2007 for the second time — no award received in 2007

- Applied in 2008 for the third time — no award received in 2008

- 2008 application reconsidered in 2009 based on ARR Act — awarded $65 million
in 2009

Our $59 million NMTC allocation in 2006 allowed Carver, through its CDE affil-
iate (Carver CDE) the ability to expand and offer financing products and services
that the bank, as a regulated financial institution, might not be able to offer di-
rectly. The NMTC award enabled Carver CDE to invest with community and devel-



47

opment partners in economic projects with attractive terms including below market
interest rates. These projects provide economic revitalization to the communities
that Carver serves and attracts additional capital to these underserved commu-
nities.

One of Carver CDE’s NMTC loans was used to consolidate, expand and upgrade
an existing health care clinic and at the same time preserve one of Harlem’s archi-
tectural landmarks. Jazzmobile, a non-profit founded in 1964 as a pioneer organiza-
tion committed to the preservation of Jazz musical genre, was housed in a historic
building in Harlem. Jazzmobile was at risk of losing its historic headquarters build-
ing. Citicare, a health care provider that has been serving residents of New York
since 1982, approached Jazzmobile about acquiring the property and converting it
to a community health facility. With the help of Carver CDE’s NMTC financing,
Citicare was able to purchase and preserve the historic structure and develop it as
the first state of the art privately owned health facility in central Harlem. In addi-
tion, Citicare is allowing Jazzmobile to maintain occupancy of the building until
they find a new and affordable home.

Through this project, Carver Bank and the NMTC Program have helped provide
quality affordable medical services to a historically underserved, low-income commu-
nity. Citicare handled more than 20,000 patient visits last fiscal year in a census
tract that has an unemployment rate of over 19% and in which nearly half (49%)
of all residents live below the poverty line.

The total cost of the Citicare renovation project was just under $8 million and
Carver provided $6 million in the form of a NMTC loan. The debt was structured
as interest only loan with a below-market interest rate of 5%.

Citicare Before and After Photos

Abyssinian Renaissance Ballroom—Before and After Photos

Carver CDE also provided a $5.3 million pre-development loan to Abyssinian De-
velopment Corporation for the pre-development related to the renovation of the leg-
endary Renaissance Ballroom in Harlem which has been boarded up and vacant for
over 30 years. Carver’s NMTC loan will enable Abyssinian Development Corporation
to bring the historic building back into service offering community and cultural
space as well as up to 150 affordable condominium units. The project expects to cre-
ate hundreds of construction and permanent jobs providing economic viability for a
distressed area.

Carver provided $19 million of its 2006 NMTC allocation to finance a loan to Har-
lem Gateway Ventures, a New York based real estate developer who is developing
a six story commercial facility in Harlem that will provide quality retail for the com-
munity and office space for two providers of vital community services and a third
floor showroom for a national furniture retailer. The office spaces, which are in
short supply in Harlem, will be occupied by Independence Care Systems, a non-prof-
it home care patient services provider and the Association for Help for Retarded
Children, a non-profit that serves more than 10,000 individuals with mental retar-
dation and other developmental disabilities and their families. Utilizing NMTC al-
lowed Carver to offer the developer a rate concession and other benefits that made
the project possible and created as many as 100 construction jobs and 90 permanent
jobs. The project is located in a low-income census tract that will benefit greatly
from the services and job creation.

In addition, Carver has provided a $2 million loan to the Community Partnership
Development Corporation to capitalize a revolving loan fund that provides no-inter-
est pre-development loans and equity stakes to small minority-and-women owned
housing builders and developers in New York City. The loans will promote the busi-
ness growth of builders, including small, minority-owned contractors who need as-
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sistance with equity contributions and predevelopment costs. It is expected that the
loans will contribute to the development of more than 800 homes or 1,000 new af-
fordable and workforce housing units in New York City neighborhoods. These
projects are expected to leverage millions of dollars in public and private sector re-
sources and also create hundreds of construction jobs.

In just three years, Carver CDE has placed all of its initial $59 million NMTC
allocation and financed 10 businesses, all of which are located in highly distressed
census tracts within Carver’s service area. While the average deal size of all ten
projects financed with our 2006 allocation was $6 million, the impact to the commu-
nity has been measurable and lasting. Smaller deals in this size range are no less
impactful to our neighborhoods by way of jobs, resources and services provided.

According to the GAO report, officials from minority CDEs identified the
following as challenges that CDEs may face in applying for NMTC alloca-
tions:

- Lack sufficient pipeline to justify NMTC capital applied for

- No track record for both investing in LMI communities and in large
projects that would generate significant impacts

- No capacity to complete high impact projects

- Complexity of NTMC transactions translates to higher transaction costs
which is favorable to larger CDEs (minority CDEs tend to be smaller in
size)

- High application costs (consulting fees, staff time, etc.) are a deterrent

Carver CDE responds to these challenges in the following way:

- High application costs: costs are much higher than estimated in report; from
our experience and in speaking to fellow community banks, costs for outside consult-
ants can run as high as $200,000.

¢ We also would like to point out that whether outside consultants are engaged
or not, there is a very significant cost of staff time; for minority CDEs which as the
report notes, tend to be small in size completing an application often means signifi-
cant disruption to the Lending or Loan Operations departments to compile the nec-
essary data for an effective application.

¢ The time commitment is largely related to gathering the historical data on ex-
isting loan portfolios as well as demographic information regarding the applicant’s
assessment area.

- Lack of sufficient pipeline:

¢ Comments from reviewers of our 2008 NMTC application stated that “The ap-
plicant is lacking in detail regarding specifics of pipeline deals” 1 think this gets
back to the issue of size and staff time. There is significant time involved in
sourcing deals and beginning the due diligence process. For a small staff, this
means that everyone is involved or as we say at Carver “all hands on deck”. We
believe that there is a clear advantage to larger CDEs with staff dedicated to com-
pleting the NMTC application.

¢ Diversification of pipeline has also been an issue for Carver. We are limited
to debt deals because that is our traditional track record; equity deals are preferred
by many non-profit participants, however, they require a specific skill set and focus;
further the financial risks are too great for a bank the size of Carver or smaller
to absorb, we simply could not afford the loss of an equity investment.

- No capacity to complete high impact projects: At $812 million in assets,
Carver is the largest minority CDE and community bank in the country and our
deal size as a percentage of assets is capped at $10 million. This speaks to the limi-
tations of smaller community banks as deal size is proportional to impact as quali-
fied by the CDFI, e.g. number of housing units, number of jobs, amount of commu-
nity space, etc. These financial metrics do not always correlate to impact on a neigh-
borhood by neighborhood bases whereas a new grocery store, charter school or devel-
opment of a blighted vacant lot can have a meaningful and visible impact.

The reported noted that multiple factors appear to be associated with a CDE re-
ceiving an allocation:

- larger CDEs, as measured by asset size, appear to be more likely to re-
ceive NMTC awards while smaller CDEs are less likely to receive awards

- We agree with this assessment whole heartedly and can attest to the fact that
for a small/minority CDE to complete an application as stated earlier takes up every
available resource with our without a consultant. Invariably a small team stretched
beyond limitations produces a different result than would be produced by a dedi-
cated team or set of individuals focused on completing an application.
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- after controlling for characteristics such as CDE type, asset size, and
proposed projects, minority status is associated with a lower probability of
receiving an allocation

There is a direct correlation between size and minority status; minority CDEs are
smaller in terms of asset size, number of employees, etc. As a result, their ability
to access larger high impact projects is limited by many factors including equity cap-
ital, track record and the resources to develop a diversified pipeline. Their ability
to access the capital markets and invest in their own CDEs is limited by their size
and capitalization levels. However, this does not mean smaller deals have any less
impact as stated earlier and can be noted from deals highlighted from our 2006
NMTC allocation.

Other key findings from the report:

- according to industry association representatives, minority-owned
banks have traditionally had a more difficult time accessing capital mar-
kets than their non-minority peers

- Carver has had more success in accessing the capital markets given our publicly
traded status. Yet raising more capital is always harder than it is for our larger
competitors.

- It was inconclusive whether it is the tendency of minority CDEs to be
smaller that lowers their success rate or their minority status.

- Again, minority CDEs are by nature smaller so it is not their minority status
that lowers their success rate. This is obvious in our opinion given there are no
large minority CDEs to use as a basis for comparison. Minority CDEs are smaller
as measured by asset size than their counterparts. This means they are starting
from behind in all the categories reviewed on the NMTC application both quan-
titative and qualitative.

- legislative history for NMTC does not address whether Congress in-
tended for minority CDEs to benefit directly from the NMTC program

- Agree that the intention was for low-and-moderate individuals and communities
to benefit directly from the NMTC program so one would presume that the institu-
tions in these communities who know these communities best would certainly have
been given greater tools to succeed.

- However, if Congress intends for minority CDEs participation in the
NMTC program to exceed the current levels and Congress believes that mi-
nority CDEs have unique characteristics that position them to target the
NMTC to its most effective use, Congress may want to consider legislative
changes to the program should the New Markets Tax Credit be extended
beyond 2009. Potential changes that could be considered include, but
would not be limited to the following:

* similar to provisions for certain federal grant programs, requiring
that a certain port of the overall amount of allocation authority be des-
ignated for minority CDEs

¢ pool of NMTC capital dedicated specifically for community banks (mi-
nority banks in most cases)

¢ offer priority points to minority CDES that apply for NMTC alloca-
tions

Carver agrees with these recommendations but offers the following suggested so-
lutions to make the CDFI capital programs more accessible to minority CDEs and
community banks:

1. Make small CDFI banks a priority for CDFI Fund financing

This goal could be achieved by targeting institutions that are predominantly
headquartered or have significant facilities in distressed communities or who serve
this population in an operating and programmatic basis, rather than a project to
project basis. There is ample precedent for such a practice. Most CDFI NOFA’s now
have built in preferences (in the form of extra credit points). Recent examples in-
clude targeting geographic areas of higher distress, such as FEMA Disaster Areas,
after Hurricane Katrina.

Today the lion’s share of dollars granted in the New Markets Tax Credit Program,
for example, is awarded to large real estate developers, money center banks/invest-
ment banks and large national non-profits. In some cases the same recipients have
been awarded significant ($100 million) allocations annually for five or more years.

2. Streamline the application process (or provide more meaningful tech-
nical assistance in completing it)
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Smaller community banks and non-profits generally do not have the infrastruc-
ture to collect the extensive data and analysis required for CDFI applications and
follow up monitoring. This results in lower scores and missed financial and revenue
generating opportunities. Remedies include:

— providing funding/grants for hands on assistance during the “ramp-up” period
prior to application process (i.e., grant to become CARS rated (CDFI assessment and
rating system operated by the Opportunity Finance Fund recognized by the CDFI,
foundations and other investors); provide technical support and financial assistance
for compliance reporting and data mining).

— providing favorable treatment to major financial institutions that partner with
%orﬁimunity banks to improve application readiness, thereby leveling the playing
ield.

— providing better training for readers; more hands on training

Chairman NEAL. Thank you Ms. Pinnock.

Mr. Haskins, the bells that you heard mean that we have about
15 minutes, probably closer to 13 minutes, but we’ll try it from
there. Thank you, Mr. Haskins.

STATEMENT OF JOSEPH HASKINS, JR., CHAIRMAN, PRESI-
DENT AND CHIEF EXECUTIVE OFFICER, HARBOR BANK OF
MARYLAND

Mr. HASKINS. Thank you, Chairman Neal. I will try to speak
quickly.

Good morning Chairman Watt, Chairman Neal, again, and mem-
bers of this distinguished committee. I am delighted to say to you
that I am the chairman, president and CEO of Harbor Bankshares
Corporation, which is a bank holding company in Maryland that
currently oversees a $300 million commercial bank.

Although the scope of the GAO is very broad, I have decided to
focus my attention almost exclusively as it relates to Harbor Bank
and Harbor Bankshares Corporation. However, I do have a couple
of recommendations that I will share at the end of my comments.
I do want to be on record to state that I believe that the New Mar-
kets Tax Credits Program under the CDFI Fund is a very impor-
tant and vital tool for stimulating economic growth and develop-
ment, especially as it relates to the minority or low-income commu-
nities.

The four points that I would like to make are as follows: first,
that Harbor Bank has a long and distinguished record of success
servicing low income people and communities. When we look back
at the past five years, the period of this analysis, we find that we
have deployed over $140 million in loans to the communities that
we focus on, which is the low income community. The specific item
that I’d like to lift here for your information is the fact that our
first award, which was in round 2 of $50 million in New Markets
Tax Credits, $25 million of that was allocated to one project. And
one might say, why so much to one project?

This one project represented 88 acres of an urban community, a
city that is among one of the highest in crime as you've heard in
reports, highest in unemployment, highest in drug addiction, and
so forth and so on; and, while the city is high in regards to these
numbers, this community that we focus on doubles those statistics,
deplorable, not to say the least. This effort of 88 acres was designed
to focus on creating a new science and biotech park, building out
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two million square feet of science and technology park space and
to create 2,000 new and renovated homes for this low income com-
munity.

Our $25 million in this project resulted in $5 million going to a
not-for-profit that focused on establishing drug rehabilitation pro-
grams, job training programs, and educational housing programs.
So when we look at the impact we were significant. The other part
of this is that we initiated the first building of that science park,
a 300,000 square-foot building that employed in excess of 200 resi-
dents of that community through its various different phases of de-
velopment. But moving quickly I want you to know that we think
that our efforts have also been successful in being a stimulus as
well as being an identifier of future opportunities, because we were
the stimulant in a second science park on the West side tied to the
University of Maryland, two very great and outstanding institu-
tions.

I want to quickly tell you that while we were successful in the
second round we applied it every single round, and of the eight dif-
ferent allocation periods, we received two allocations; and, that last
allocation came at the end of this ’08 award, which is a part of the
stimulus package. Our concern here is that we have a proven track
record of being able to put our money out. We have evidenced that
by having our money on the street in 14 months, what is inter-
esting, that of the allocation I received already, the $50 million
that I received under the 2009 period I already have applications
in excess of three times that amount, all for very relevant products
and services.

I know that my colleagues have already spoke to some of the rec-
ommendations that they see as possible. I agree with some of the
observations made by the GAO. What I would say to you is if you
focus on lenders who have history in the communities that they’ve
served and add that as a part of the criteria, I think we go a long
ways in helping to up the number of minority applicants in this
process. And, ladies and gentlemen, or gentlemen as I see sitting
before you, I am available to have you witness firsthand the devel-
opments of our money and the outcomes; and, I'm available to an-
swer any questions that you might have.

Thank you very much for the opportunity.

[The prepared statement of Mr. Haskins follows:]
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4. The MM TC Program should suppart small businees develapmest in
underserved markeis
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