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were also major providers of funding for loans in inner city commercial districts — such as the Lake Street
area in Midtown Minneapolis — through innovative programs designed by the Minneapolis-based Community
Reinvestment Fund USA.
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The biggest and longest-running of those programs raised money for community development lending by
securitizing the loans and selling them — with credit enhancements — to the nation’s biggest banks, who could
utilize them to comply with community reinvestment requirements.

But today, many of the most active investors in that market — from Bear Stearns to Washington Mutual and
Merrill Lynch — have disappeared, and all of the remaining investors have stepped away from the market, at 1.800.451.9998
least temporarily.

Any investors that remain in the market now demand a king’s ransom as a return on their investment,
according to Frank Altman, CRF's chief executive.

“We sold our 18th round of securities three years ago and those priced about 150 basis points over the
benchmark” swap index. “That spread was up to 250 basis points on last year’s issue, and those AAA
securities would price at a 900 to 1,000 basis point spread now. That's a risk premium that's just incredible.”

The result is that many fewer loans will be made in central
cities and low-income communities all over the nation, at
least for the time being.

“We've closed the window on our program that bought and
then securitized business loans, and on our program that
financed affordable housing,” Altman said.

The agency anticipated buying and securitizing $170
million in loans for its fiscal year that ends June 30, “but
we'll end the year with no more than half that amount,”
Altman said.
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But the spigot won't run completely dry for community
lending.
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One of the other major sources for community development funding, the New Markets Tax Credit (NMTC)
program, will almost double in size this year, thanks to a $3 billion expansion provided by the federal
economic stimulus act. New Markets generated revenue by selling tax credits to large investors, creating a
revenue source for business development and expansion in low-income communities.

Altman said investor demand for those tax credits has also remained strong this year.

CRF, which has been one of the largest users of the NMTC, won $115 million in allocations earlier this winter,
and Altman said he hopes that it will receive an additional $15 million in the expanded allocation.

And banks are not abandoning the community development markets altogether.

Altman said the situation faced by Wells Fargo & Co., one of CRF’s big investing partners, is typical. Wells
acquired another big CRF investor in Wachovia Corp., leaving the consolidated bank with a concentration of
CRF assets in their portfolio.

“They have to work through that, but they’re definitely looking for ways to continue investing in community
development loans,” Altman said.

Altman also credited U.S. Bank for being a loyal partner through this turmoil.

U.S. Bank has long provided CRF with a line of credit that enables it to hold loans on its balance sheet until
they’re securitized and sold.

Those loans are going to remain in place much longer now, though, which required a restructured line of
credit. “But U.S. Bank is being very supportive, and they're going to make this happen,” Altman said.

A new tool
CRF and Altman are looking for funding opportunities in a new direction this year, too.

They're collaborating with the Calvert Foundation, the nonprofit affiliate of the socially responsible mutual
fund company, on a program that enables individuals to invest directly into a menu of socially targeted
investments, including CRF’s programs.

“People who invest with social goals in mind have a lot of options that can help them screen out activities they
don’t support, but this is one of the few places where they can really direct their funds towards goals that are
important to them,” Altman said.

The program, Calvert Notes, enables individuals or small organizations to invest a minimum of $1,000 into a
savings note. They can choose the term of the investment — from 1 to 10 years — and they can designate an
interest rate of from O to 3 percent, based on their generosity and return needs.

“We're starting small, and anticipating that this will grow over time,” Altman said. CRF targeted proceeds of
$300,000 by June 30 and they're at $120,000 now.

But investment opportunities with the individual market look strong, he said. Organizations that are
established and have been building their visibility in this channel are now raising millions of dollars in
investments each year.
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