BANK COMMUNITY DEVELOPMENT (CD) PROJECT

PERTINENT LAWS THAT APPLY TO ROYALTY FINANCING
Whereas, COMMUNITY REINVESTMENT ACT (CRA) REGULATIONS 12 CFR s/s 25.2

Purpose:
The purposes of this regulation are:

(1) to encourage national banks to help meet the credit needs of their local communities or communities;

(2) to provide guidance to national banks in satisfying their continuing and affirmative obligations to help meet the credit needs of their local communities, including low- and moderate income neighborhoods, consistent with the safe and sound operation of those banks; and

(3) to provide for taking into account those records in connection with certain applications.

Whereas, COMMUNITY REINVESTMENT ACT (CRA) REGULATIONS 12 CFR s/s 25.7 (h) Assessing the record of performance. The Comptroller will consider the following factors in assessing a bank’s record of performance. The bank’s participation including investments, in local community development and redevelopment projects or programs.

Whereas, 12 CFR s/s24 permits national banks to make equity and debt investments in community development projects (CD projects) consistent with safe and sound banking practices, even though they would not normally be permitted under the National Bank Act (12 U.S.C. 1 et.seq.) because they promote the public welfare, and to carry these investments as “other assets” and sets forth prior approval and self-certification procedures that apply to CD-project investments;

Whereas, 12 CFR s/s 24.1(b) under this part, national banks may undertake community development activities, such as equity investments in real estate, equity and debt investments in small, new companies, or the renovation of neighborhood, commercial or residential properties, only if they primarily serve the public welfare,

Whereas, 12 CFR s/s 24._ (_) The CRA encourages each national bank to make efforts, consistent with its capabilities and conditions, to address local community development needs in low-and moderate-income areas, underserved and rural areas and governmental-designated redevelopment areas, through CD-project investments that primarily benefit low- and moderate income people and small businesses, and to promote economic growth through the provision of housing, services, or jobs to low- and moderate-income persons and families, consistent with the safe and sound operation of the bank;

And Whereas, 12 CFR s/s 24.2(__), Small businesses means businesses that are smaller than the maximum size eligibility standards established by the Small Business Administration for:


(1) The Small Business Investment Company and Development Company Programs which are set forth in 13 CFR 121.802(a)(2); or


(2) The SBA section 7(a) loan and guarantee program which is set forth in 13 CFR 121.601.

Community Development (CD) Project Investment

Whereas, 12 CFR s/s 24.2(d) Community Development Limited Partnership means a single purpose or master limited partnership, formed under state statutes governing limited partnerships, to provide housing for low- and moderate-income persons or families or other community and economic development initiatives considered public welfare investments;

Whereas, 12 CFR s/s 24.2(e) Community Development project (CD-Project) means a specific project in a particular location or area, including low- and moderate-income areas, underserved rural areas and governmental-designated redevelopment areas, such as within a neighborhood, town, city, county, or state, whose purpose is to foster economic improvement of that area, and other community development initiatives considered permitted public welfare investments;

Whereas, 12 CFR s/s 24.2(g) Low- and moderate-income areas or communities means areas where at least 51 percent of the residents are low- and moderate-income persons and families;

Whereas, 12 CFR s/s 24.2(h) Low and moderate-income persons and families means individuals and families whose incomes do not exceed 80 percent of the median income of the area involved, as determined by HUD, with adjustments for smaller and larger families, in conjunction with this term, the areas involved should be determined in the same manner as  an area, is determined for purposes of lower-income housing assistance under 42 U.S.C. 1437f; and

Whereas, 12 CFR s/s 24.2(I) Minority-owned small business means small business that are majority-owned by members of minority groups or women;

Community Development (CD) Project Investment

Whereas, 12 CFR s/s 24.4(a) the OCC will consider a CD-project investment to be primarily designed to promote the public welfare, if the following criterias are met:

(1) The investment primarily benefits low- and moderate-income persons and families (such as providing housing, services, or jobs) or small businesses, including minority-owned small businesses;

 (2) There is nonbank community involvement in the CD project indicating that the affected primary beneficiaries of the CD project and representatives of local or state government have endorsed and indicated support for the CD project activities.

Investment Limit, Liability, and Accounting for CD project investment

Whereas, 12 CFR s/s 24.4(b) a national bank’s aggregate investments under this part may not exceed 5 percent of its unimpaired capital and surplus, unless the OCC determines that the higher amount will pose no significant risk to the deposit insurance fund and the bank is adequately capitalized. In no case may a bank’s investments exceed 10 percent of its unimpaired capital and surplus;

Whereas 12 CFR s/s 24.4(c)(1) a bank’s investments in CD projects typically involve a limited ownership percentage and are not material. As a result, these investments may be recorded as “other assets” at cost;

Whereas, 12 CFR s/s 24.4(c)(3) if the investment is a partnership, joint venture, or unconsolidated subsidiary over which the bank exercises significant influence, the bank’s interest should be presented as an investment in a joint venture or associated company and accounted for under the equity method of accounting;

And Whereas, 12 CFR s/s 24.4(d) a national bank shall not make a CD project investment if that investment would expose the bank to unlimited liability.

Nonbank community involvement in the CD project

Whereas, 12 CFR s/s 24.2(j)(2) the ________ primary beneficiaries of the CD project and public officials have endorsed and indicated support for the CD project wherein the CD project demonstrates that it addresses a community need that the private market is not addressing; has community- based support; and has support from local or state governments (including financing, endorsements or approvals). 

