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Opportunity Fi cawmaondy Dvelbpment Finénsial Institution (CDFI) State
Legislation and Advocacy Guide,now in its fourth year of publication, tracked legislation in
statehouses across the nation that supported CDFIs and the financial services markets in which
they are active. The 2009 version of this publication comes as the economy is still entrenched in
the worst economic downturn since the Great Depression. However, state governments have
shown commitment to protecting their most vulnerable populations through their considerable
support of opportunity finance legislation. During the 2009 legislative session, OFN tracked nearly
300 bills in 46 states legislatures that support, promote, and complement the work of the CDFI
industry as the country navigates these tough economic terms.

Although its impact varies from city to city, county to county, and state to state the economic

crisis underscores the need for states to develop new and more effective solutions to the

daunting public policy challenges that lie ahead. As state and local governments struggle with

budgetary restrictions and declining revenues, CDFIs are emerging as strong partners in

developing and implementing these solutions, purveyors of local solutions that encourage

investment in the human and physical capital in the
sound investment vehicles for state funds.

State governments are in the position to more ac curately assess the needs of their populations,
as well as communicate with county and municipal governments to deliver the necessary
services. This enables state governments to serve as incubators of public policy, where different
ideas can be tailored to the specific needs of the region or state, and those experimental results
can serve as models for other states as well as nationally. In addition to creating new policy
initiatives, states often model their own programs after existing federal programs. T his year, five
states (Florida, Hawaii, Kentucky, North Carolina, and Oregon) introduced legislation which
mirrored the federal New Markets Tax Credit program, and Florida and Kentucky passed their
New Markets Tax Credit legislation this session. Missouriand Louisiana extended their New
Markets Tax Credit programs, while Massachusetts and Texas both introduced bills that are
similar to the federal program, and provide investors with a tax credit for qualified investments in
low-income communities.
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This year, there was an unprecedented level of activity on the state level as states have taken
new measures to protect consumers by regulating mortgage licensing more stringently,
restricting payday lending operations, providing penalties for foreclosure rescue fraud, and
bringing their state laws into compliance with federal S.A.F.E requirements.® Bills that were
focused on mortgage lending, payday lending and predatory lending totaled 48 percent of the
total bills introduced during this session.

State legislatures also created programs that complemented and augment federal programs with
their own stimulus bills as well as legislation that allows them to fully take advantage of the
federal funding provided to the states. As their coffers become more depleted , states are also
searching for other methods to provide economic development financing to their constituents,
and are experimenting with different delivery mechanisms for funding. In economically flush
times, states created grant and loan programs, which would require direct appropriations from
the legislature, and would place budget pressures on already dire economic conditions. this year,
there are fewer of these programs, and new programs are being created as loan guarantee and
tax credit programs, which allow states to defer some of the costs of the programs to later, and
ideally, economically viable years in the future.

While the growth in opportunity finance legislation in state governments is encouraging, there is
much more that can be done to immer se CDFIs as a mechanism for spurring economic growth,
job creation, support of small businesses, and revitalizing of distressed communities. These are
the engines of growth for the future, and governments across the country should continue to
explore ways to include CDFls in their economic plans.

This paper begins with a detailed quantitative analysis of the initiatives introduced to support
opportunity finance in state legislatures during the 2009 legislative session. The analysis of the
legislation is focused on four areas: the subject matter, or focus, the type of bill, of the bill,
whether the bill specifically mentions CDFls, and the requirement of appropriation. Next, the
publication contains detailed synopses of each bill included in the study. This year, the guide is
divided into eight stand -alone sections, with legislation grouped by the focus of the subject
matter: Affordable Housing, Asset Accumulation, Economic Development, Mortgage

Lending, Payday Lending and Predatory Lending, Small Business, Sustainable
Development, and Other. Finally, OFN will share tips and provide useful tools on how an
organization can successfully begin to conduct an advocacy campaign in its legislature. We hope
this guide will assist our Members in designing and implementing a successful advocacy effort in
their own state governments.

1 On July 30, 2008, President Bush signed House Resolution 322 (P.L. 110-289). Title V of House Resolution 3221 is
referred to as the Secure and Fair Enforcement for Mortgage Licensing Act of 2008 (SAFE Act). Under the SAFE Act, all
states must have a system of licensing in place for residential mortgage loan originators by August 1, 2009, that meets
national definitions and minimum standards, including criminal history and credit background checks; pre -licensure
education; pre-licensure testing; continuing education; net worth, surety bond or recovery fund; and lice nsing mortgage
loan originators through a Nationwide Mortgage Licensing System and Registry (NMLS&R).
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Analysis

Bill Focus

This yeards state guide contains baffortlable cl assi fied by
housing, asset accumulation, economic development, mortgage lending, payday

lending, predatory lending, small business, and sustainable development. Several of

the categories of legislation have a sub-focus, or an additional category used for grouping and

classification of the bills. For example, the legislation focused on asset accumulation falls into

several smaller subgroups: Individual Development Accounts, Financial Literacy, and all other bills

designed to assist low-income populations with asset accumulation. The analysis and bill

synopses for each subject matter area contain information about the various sub -focuses of the

legislation.

As depicted in the pie chart below, of the 293 bills featured in the study this year, more than
one-third (107 bills introduced in 39 states) were focused on mortgage lending , by far the
largest category of all subject matter areas. Mortgage lending legislation consists of the bills in
the study that address a myriad of issues in the mortgage lending market such as prohibiting
prepayment penalties, preventing foreclosure; prot ecting tenants facing eviction on foreclosed
properties, judicial modification of mortgages, and statewide foreclosure moratoriums. This can
be attributed to the continuing troubles in the mortgage market, as foreclosures continue to rise
and state governments seek to address the housing needs of their constituents. To further their
efforts, 23 states introduced 53 affordable housing -focused bills, 18 percent of the total bills
introduced. Affordable housing bills are bills that facilitate the creation, ma intenance and
preservation of the affordable housing stock in the states. Together, mortgage and affordable
housing-focused bills comprised 55 percent of the bills in this study.
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Consumer protection legislation in the form of payday and predatory lending  bills were ten
and three percent of the bills introduced this session, respectively. Payday lending legislation
regulates small loans by capping usurious interest rates, requiring licenses for lenders of these
loans, and allowing consumers the right to full disclosure of the terms of the loan and the interest
rate before receiving the funds. Predatory lending legislation, on the other hand, regulates other
consumer credit financial instruments that are non -payday and non-mortgage lending services,
such as debt reduction programs, and instituting requirements for lenders to adopt fair and
equitable lending standards. There were 28 payday lending initiatives introduced this session,
four of which passed their legislatures in Kentucky, Minnesota, Nebraska, and Washington, and
seven predatory lending bills introduced, two of which passed in Colorado and Connecticut.

Six percent of the legislation tracked were bills designed to promote asset accumulation  for
low- and moderate income families, as well as encourage savings and financial literacy. An
additional eight percent of the bills (24 bills) promoted economic development. There were 21
small business and microenterprisefocused bills, and 20 sustainable development bills, three of
which passed during the session.
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Bill Type

The type of bill as well as its focus can influence the likelihood the bill will be passed and
implemented. This guide classifies legislation into seven types: amendments to state code,
funds, strategic initiatives, regulatory changes, tax credits, loan guarantees, and

other . The charts below show this yearé6s |l egislation b
Other : :
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This paper classifiesamen dments to state code  as bill that make changes to existing statutes
and programs, typically changes in technical definition, terms, and dates, and, for the purposes
of this guide, do not require appropriations. In the 2009 session, 43 percent of all bills tracked
were amendments to state code.

There were 65 regulatory changes  tracked during this session, accounting for 22 percent of all
bills. Sixteen of these regulatory changes passed, or 26 percent of all of the bills that passed
during the session. As in previous years, most bills in this category were designed to limit
unscrupulous lending practices within the states. States are holding mortgage lenders more
accountable for their loan products and services, as evidenced by the increase in regulation of
these products and services.

While these bills are similar to amendments to the state code, they were placed in the regulatory
changes category if there were any penalties imposed for a violation of the statute. These
regulatory changes can be amendments to existing state laws that mainly change or strengthen
current predatory lending legislation, or new legislation that regulates mortgage loans extended
to borrowers, particularly those with weak underwriting standards and exotic repayment terms.
Regulatory changes also monitor lending and brokering activity, and enforce more stringent
record keeping and reporting requirements.
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Twelve percent of the 2009 legislation introduced, or 35 bills were classified as funds , bill that
created or extended grant and loan programs to support opportunity finance. There are many
different types of funds, ranging from general funds that provide money for different types of
community development corporations (CDCs), funds that CDFIs can apply to; and funds that
appropriate money directly to a specific organization or cause, such as affordable housing or
microenterprise. Legislation that creates a fund will not always provide for appropriations.

Seven percent of the bills (19 bills) were tax credit legislation. Four of these bills passed their
legislatures, while another six are pending. The remaining nine tax credit bills died when the
sessions ended. An additional 11 percent of bills introduced were strategic initiatives, legislation
to support community development that does not involve direct appropriations to CDFIs. These
strategies can be part of a broader economic development plan or stand alone as legislative
remedies to particular issues within a state. Strategic initiatives are an alternative method to
support the opportunity finance industry, and these bills tend to focus more on implementing
long-term economic development plans and achieving sustainable growth in the state.

Finally, loan guarantee legislation allows opportunity finance institutions to lower the costs of
capital because the state government acts as the guarantor, and agrees to pay a percentage or
the entire amount due on a loan instrument in the event of nonpayment by the borrower (the
CDFI). Thisreducesthelen der 6 s ri sk exposure, allowing that entit
distressed communities. This type of legislation has declined in its prevalence in state legislatures
in recent years. Loan guarantees continue to be a relatively unpopular type of legi slation for state
governments. While there were four introduced last session that would provide loan guarantees,
there were five such bills introduced this session. However, none of these bills passed their
legislatures this session: California A.B. 1410, a sustainable development initiative, Connecticut
House Bills 6478 and 5201, a small business and mortgage lending legislation, respectively, and
Texas Senate Bill 1602, a small businessfocused bill.
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Bill Status

Legislation in the study is characterized as current, pending, or inactive. Bills that have passed
their legislatures and were signed into law are considered current. Legislation held over to the
second half of a biennial session, is being studied, or was passed but not signed into law, is
classfied as pending. Finally, bills that did not passed their legislatures during the 2009 session
are inactive.
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The above chart shows the percentages of bills that passed their legislatures, are still pending, or
did not pass during the session and are inactive. Of the 293 bills in this study, 21 percent, or 61
bills, passed their legislatures this session. An additional one-third of the bills are still pe nding in
their legislatures, as many states are in the first year of a biennial legislative session. The bills
that are pending will be reintroduced in the second year of the session for debate. The remaining
135 pieces of legislation are inactive, as they did not pass their legislatures during this session.
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The charts below show legislation that passed their legislature this session based on the bill type.

This year, of the 61 bills that passed, nearly 43 percent (26 bills) were amendments to the state

code and 26 percent, or 16 bills, were regulatory changes. An additional 15 percent of successful

bills were strategic initiatives, while tax credits,
and five percent of the total bills passed this session, respectively. None of the loan guarantee

legislation passed during the session.
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The following two charts analyze the legislation that was signed into law this session based on
the subject matter area. Of the 61 bills that passed this session, bills focused on mortgage
lending were the most successful, with 23 bills passing their legislatures (38 percent of all bills
that passed.) An additional 18 percent of successful bills focused on the creation, maintenance,
and preservation of affordable housing bills. Payday lending and small business legislation each
comprised seven percent of the total bills that passed this session, with four bills passed in each
focus area.
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CDFI Specificity

The guide also tracks bills that are explicitly targeted at CDFls. Although CDFIs were not
mentioned specifically in most bills, CDFls are eligible to participate in many of the programs that
are open to CDCs or nonprofits that have 501(c)3 tax status. This session, there were nine bills
that specifically mentioned CDFIs: three in Texas, two in Florida and Missouri, and one each in
Kentucky and Vermont. CDFI-specific legislation had a passage rate of 33 percent, much higher
than the 20 percent passage rate for non-CDFI specific legislation. Florida House Bill 485/Senate
Bill 1502, a tax credit bill, Missouri House Bill 191, which focused on workforce development, and
Vermont House Bill 313, the stimulus legislation, were the CDFI-specific bills that passed their
respective legislatures this session.

The other six bills, Florida House Bill 1149, a small business fund; Kentucky House Bill 511, the
Kentucky New Markets Development Program; Missouri House Bill 712, an affordable housing
fund; Texas House Bill 1593, and economic development tax credit; Texas Senate Bill 148, an
economic development bill, and Texas House Bill 2459, a small business tax credit, all failed to
pass their legislatures this session. The remaining initiatives had a broader focus. For example,
some included CDFIs in their community building organizations (CBOSs) criteria. Others included
CDFIs in their lending-institution criteria or as eligible ap plicants for grant and loan funds.
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Appropriation Requirement

After examining the current initiatives based on type, status, and focus, additional statistical
analysis was done to determine if a proposed initiative was more likely to succeed if no
appropriation was required. The analysis included an assumption that an appropriation was
required unless another funding source was identified either in the legislation or by program
staff. Although tax credits do not require an appropriation, they are usually budgeted for in terms
of program administration. For this analysis, we assume that tax credits require no appropriation.

The bar chart below shows the status of the 44 bills in this guide which require an appropriation.
Of these bills, legislation requiring an appropriation fared slightly better in their legislatures than
bills not requiring an appropriation, which is a change from previous years. Twelve bills requiring
an appropriation passed this session, or 27 percent. An additional 25 percent of bills requiring
appropriations are still pending, and 21 of these bills failed to pass during the session. On the
other hand, 20 percent of bills not requiring an appropriation passed their legislatures, while
another 35 percent are still pending.
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Trends

Year -to -Year Trends
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Affordable housing legislation increased dramatically since 2007, more than doubling in 2008,
then again in 2009, as states sought legislative solutions to address deteriorating conditions in
the housing markets. The number of bills to create and preserve affordable housing in states
increased from eight percent of all bills introduced, to eighteen percent of all bills introduced. In
2007, there were eight affordable housing bills introduced. That increased to 20 bills i n 2008,
then to 53 bills in the 2009 legislative session. State efforts to address housing issues is further
evidenced by the growth in mortgage lending legislation as well, which more than doubled in
2009, from 46 to 107 initiatives.

States are also making strides towards environmental stewardship in the economic development
process, as the number of sustainable development initiatives introduced has more than doubled
since last year. Small business development bills have declined preditously since 2007, when 37
bills were introduced. This declined to 11 bills in 2008, and increased to 21 bills in 2009, though
that is still a 43 percent decline since 2007. Asset accumulation legislation saw a 20 percent
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increase from 2008 to 2009, while sustainable development legislation more than doubled in that
same time period.?
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The bar chart above details the legislation tracked from 2007 to 2009 in the state guide based on
the type of bill. It is notable th at the number of bills to create grant and loan programs,
categorized as funds, has declined by 30 percent since 2007, while the number of regulatory
changes has more than tripled during the same period.® This reflects the changes in the fiscal
standing of many state governments as the ability to create and appropriate large grant and loan
programs is diminished by the economy, as well as their attempts to address some of the
unscrupulous credit practices that contributed to the financial crisis.

2 Asset accumulation and sustainable development legislation were not tracked in the 2007 version of the publication.

This data was collected starting in 2008.

% Changes in data collection methods have also contributed to the changes in the types of bills introduced. For example,

the famendment to codeo category was not introduced until the 200
comparisons can be more useful with categories such as funds and tax credit, which have been tracked in our study over

a three year period.
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Cumulat ive Statistics

Over the past few years, OFN has tracked more than 550 opportunity finance bills in state
legislatures. Of these bills, 112 passed their legislatures, or slightly more than 20 percent. Of the
bills introduced, more than one -quarter were mort gage lending-focused bills, Mortgage lending
legislation is the largest focus area of legislation tracked in the state guide, with 153 total bills
introduced since 2007. Of these, 28 bills, or 18 percent, passed their legislatures. An additional
86 bills or 16 percent supported community and economic development, while 81 initiatives
promoted the creation or preservation of affordable housing.
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