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COUNCILMAN GOODE: Good
afternoon. This hearing is called to
order. This is a public hearing of the
Commerce and Economic Development
Committee on Resolution No. 070601. My
name is W. Wilson Goode, Jr., Chair of
this Committee. We do not need a quorum
for this hearing, although 1 expect other
members to show up.

To my left is Councilman Rizzo,
also Councilwoman Blondell Reynolds
Brown. To my right is Councilman Juan
Ramos, Councilman Frank DiCicco.

The title of the Resolution No.
070601, authorizing the Committee on
Commerce and Economic Development to hold
hearings on the study of lending
disparities recently released by the City
Treasurer.

Our first panel will be John
Nacchio, City Treasurer, as well as
Econsult. You can please approach the
witness table.

Please state your name for the
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9/27/07 - COMMERCE - RES. 070601
record and proceed with your testimony.

MR. NACCHIO: Yes. Good
afternoon, Councilman. 1 am John
Nacchio, the Treasurer for the City of
Philadelphia. 1°1l read my written
testimony first.

Good day, Mr. Chairman and
members of the Committee. |1 am John
Nacchio, the City Treasurer for
Philadelphia. |1 appreciate the
opportunity to testify before you on
matters related to financial iInstitutions
that are authorized to be City
depositories.

The City of Philadelphia has
taken steps over the last 15 years to
ensure that the institutions selected to
be authorized depositories of City funds
provide credit in a fair and unbiased
manner to the citizens of Philadelphia.
This is in addition to the various
treasury and investment guidelines
captured in the City"s Philadelphia Code

and the adoption of the City"s Investment
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Policy for management of the City"s cash.

It has been recognized that the
strategic economic viability and
competitiveness that City depositories
can invoke are vital to strengthening and
building opportunities for not just some
but all Philadelphians. The City"s list
of 11 authorized depositories represents
both a cross section of the largest banks
in Philadelphia and a diverse mix of
institutions. However, it is significant
to note that depositories only represent
one portion of the financial institutions
that conduct lending business in
Philadelphia. These other business
entities also hold a huge potential for
the positive impacts to stabilize and
grow the City"s tax base, add to the
quality of life for the citizens and to
support the Philadelphia region®s
viability and competitiveness in local
and world markets.

Particularly in response to

City Council®s Resolution No. 051161, the
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Office of the City Treasurer has
commissioned its first annual study of
lending disparities of City depositories.
This completed report studies 2005 data
and was delivered to the Mayor and to the
City Council. The contents of the annual
report commissions a comprehensive
analysis of home lending, small business
lending and branching patterns, as well
as the measurement of the community
reinvestment and fair lending performance
of banks receiving City deposits.

In support of this subject, the
City Treasurer®"s Office website at
Phila.gov has posted the 2005 report and
both the prior reports that were
independently commissioned by City
Council for 2003 and 2004. Further, for
the first time, the depository responses
for annual community reinvestment goals
for 2007 are posted to the website that
discloses the authorized depositories”
commitments to the City of Philadelphia.

The purpose of examining City
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9/27/07 - COMMERCE - RES. 070601
depositories serves both for compliance
and policy discussion and development.
Econsult Corporation and MFR Consultants
authored the 2005 report. They are
available here today to provide testimony
pertaining to the specifics of the
report.

And that would conclude my
written testimony.

COUNCILMAN GOODE: Thank you
for your testimony, Mr. Nacchio. | have
several questions for you before Econsult
presents the report. The first being, in
your testimony you make the statement,
"The City of Philadelphia has taken steps
over the last 15 years to ensure the
institutions selected to be authorized
depositories of City funds provide credit
in a fair and unbiased manner to the
citizens of Philadelphia.”™ Can you
describe those steps taken over the last
15 years?

MR. NACCHIO: Yes. In my

research of the City"s process, in the
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early "90s the Finance Director®s Office
did begin to prepare a report to analyze
the depositories™ lending practices, and
it seemed like it was probably 1992, 3, 4
and 5, as best that | can determine.
Those were initial steps, but certainly
the larger strides were taken in the last
four years through City Council.

COUNCILMAN GOODE: I was asking
you to be a bit more specific. 1"m aware
of those reports that were done in the
early "90s. What came of those reports?
Why were the reports discontinued? Were
there any policy changes related to the
reports? How were the reports used?

MR. NACCHIO: I have to say |
was unable to determine why the reports
had stopped, except for the staff-s
participation or interest in producing
the report.

COUNCILMAN GOODE: How exactly
can you make the statement, then, that
the City of Philadelphia has taken steps

over the last 15 years to ensure the
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institutions selected to be authorized
depositories of City funds provide credit
in a fair and unbiased manner to the
citizens of Philadelphia? That"s not
really a fair statement if you just found
some reports in the office from the early
"90s.

MR. NACCHIO: Well, it looked
to me as though, without having a person
to talk to, the institutional knowledge
there was not to be accessed, but it was
an indication to me that there was an
effort to disclose the information so
that it would be used to encourage or
to --

COUNCILMAN GOODE: As 1 said,
I"m aware of the reports, but let me put
it a bit more bluntly.

MR. NACCHIO: I can"t say that
there was any --

COUNCILMAN GOODE: The reports
were sitting on the shelf.

MR. NACCHIO: Most likely, yes.

COUNCILMAN GOODE: And that"s
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all they were doing, was sitting on the
shelf.

MR. NACCHIO: To the best of my
knowledge, they were sitting on the
shelf.

COUNCILMAN GOODE: Before they
were discontinued.

MR. NACCHIO: Yes.

COUNCILMAN GOODE: Thank you.

Let"s get back to this report.
Did you read the study?

MR. NACCHIO: Yes, 1 did.

COUNCILMAN GOODE: And what
were your conclusions?

MR. NACCHIO: 1 believe that
Econsult and MFR Consultants did a very
fine job in presenting the information.
It"s a very difficult subject to
ascertain specifics, and | think in this
presentation, it was a good presentation.

COUNCILMAN GOODE: Did you
agree with Econsult"s recommendations?

MR. NACCHIO: Certainly 1

agreed with the fact that it was part of
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the disciplines that I asked him to do as
part of the report, was to provide some
policy recommendations, and I think the
ones that they came up with are leading
in the right direction.

COUNCILMAN GOODE: Did you
specifically agree with the
recommendations? For instance, did you
agree with the recommendation that there
should be a reward and punishment system
for fair lending practices?

MR. NACCHIO: Based on my
observation of other cities, a direct
relationship to using a penalty, 1"m not
sure that that was always the productive
way. | mean, if you talk about a
sanction such as a penalty fee, that
might be a possibility, but withdrawing
funds from deposits may not always be
the --

COUNCILMAN GOODE: Mr. Nacchio,
I1"m speaking about specific
recommendations in the report. Let me

read from the report.
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MR. NACCHIO: Sure.

COUNCILMAN GOODE: "The City
should use the annual rankings to
identify underperforming depositories for
possible sanctions if performance does
not improve."

Do you agree with that
recommendation? Yes or no?

MR. NACCHIO: It should
influence the --

COUNCILMAN GOODE: "The City
should use the annual rankings to
identify underperforming depositories for
possible sanctions if performance does
not improve."

Do you agree with that
recommendation or not?

MR. NACCHIO: I would say 1
cannot agree with that from the basis of
the report, which is an independent
report, that the rankings should be taken
as the sole decision-making item, and the
report is informational.

COUNCILMAN GOODE: The report



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

12

9/27/07 - COMMERCE - RES. 070601
is informational. There were two prior
studies, but I"m going to try one more

time. This is a very specific

recommendation. "The City should use the
annual rankings'"™ -- 2003, 2004, now we
have 2005, we"re waiting 2006 -- "to

identify underperforming depositories for
possible sanctions if performance does
not improve."

Do you agree with that or don"t
agree with it? 1"m not asking what
sanctions should be used. 1I"m not asking
whether it should be the ultimate
sanction. 1"m asking whether you agree
that there should be some sanctions if
depositories are still underperforming
after several years, 2003, 2004, 2005,
2006 .

MR. NACCHIO: The best I can
respond to that is that there would be no
basis for the decision-making to make
that possible even if 1 did agree with
the recommendation.

COUNCILMAN GOODE: I don"t
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understand your answer.

MR. NACCHIO: There"s nothing
in the City"s Philadelphia Code and/or
the procedures of the City that would
permit taking a sanction just based on a
ranking. There"s nothing specific that
says that a ranking determines sanctions.

COUNCILMAN GOODE: What does
determine where you put our money?

That"s a hard question, |
guess.

MR. NACCHIO: Presently it"s
past practice, and the accounts that are
open are the accounts that have been
open.

COUNCILMAN GOODE: So you"ve
made no decisions about where you put our
money?

MR. NACCHIO: During the time
that I"ve been City Treasurer since 2004,
I would say none of them are of --
they"re just cosmetic or hygiene kind of.

COUNCILMAN GOODE: Let me get

to the second recommendation.
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MR. NACCHIO: We haven™t
redirected to any banks new deposits.

COUNCILMAN GOODE: Let me get
to the second recommendation by Econsult.
"Conversely, banks with better
performance should be rewarded with a
larger share of the City"s financial
transactions.”

Do you agree with that
recommendation?

MR. NACCHIO: I would say that
there®s a possibility that it may
influence the bank®s behavior based on
who gets the deposits, but | don"t
believe on my observation on the national
level that other cities were successful
in making the direct relationship and
they"ve used other programs which are
more direct rather than just deposits,
and one of them is the link deposits.
You can find that in the City of Boston,
New York and Chicago where a specific
amount of city funds are deposited and

where bank or banks are matching the
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activity based on that deposit.

COUNCILMAN GOODE: Let me get
to a third recommendation by Econsult.

Do you agree with Econsult®s
recommendation about the creation of
banking development districts to
encourage branching in underserved areas?

MR. NACCHIO: I believe that
would be a good one and the City should
move in that direction.

COUNCILMAN GOODE: How does
that not relate to the first two
recommendations?

MR. NACCHIO: Well, the
first --

COUNCILMAN GOODE: That is not,
in essence, a link deposit program?

MR. NACCHIO: 1I"m going to say
the First two are more in reference about
the City Treasurer®s Office and how it
operates and the decisions upon which it
can validate or certify as being
appropriate for actions; whereas, this

one is related to policy, and the policy
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requires the action of policymakers,
which is the City Council and the Mayor.

COUNCILMAN GOODE: So how would
the City Treasurer go about developing
banking development districts?

MR. NACCHIO: I"m going to say
the City Treasurer®s Office could not
under the current description of the
office. | would say that more would fall
under the City Commerce Director.

COUNCILMAN GOODE: Have you
discussed any of these recommendations
with the Finance Director?

MR. NACCHIO: The City Finance
Director has a copy of the report and he
has not discussed them with me.

COUNCILMAN GOODE: Has the City
Finance Director read the study?

MR. NACCHIO: Excuse me, sir?

COUNCILMAN GOODE: Has the
Finance Director read the study?

MR. NACCHIO: As far as 1 know,
he has, yes.

COUNCILMAN GOODE: Have all of
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the City depositories submitted strategic
plans to address disparities found in the
study?

MR. NACCHIO: They have
responded, yes, in writing, and those
copies have been shared.

COUNCILMAN GOODE: Have all the
City depositories submitted strategic
plans to address disparities found in the
study?

MR. NACCHIO: I"m sorry. Not
all of the depositories have.

COUNCILMAN GOODE: Which have
and which haven®t?

MR. NACCHIO: Currently, 1
believe it"s only Wachovia and PNC.

COUNCILMAN GOODE: You believe
or you know?

MR. NACCHIO: 1°d have to
check, but off the top of my head, those
are the only two 1 recall.

COUNCILMAN GOODE: Wachovia,
PNC and Bank of America.

MR. NACCHIO: And Bank of
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America. 1°m sorry.

COUNCILMAN GOODE: For those
depositories that have not submitted
strategic plans, are they not out of
compliance with The Philadelphia Code?

MR. NACCHIO: I haven"t gotten
to the point where 1"ve been able to
determine whether that"s true or not, but
I have asked them to comply as part of
good business practice. And I have not
heard from --

COUNCILMAN GOODE: Essentially,
The Philadelphia Code says if they“re not
in compliance, they cannot receive any
deposits. Any deposits which they have
have to be returned until they are in
compliance. Is that not what the City
Code says?

MR. NACCHIO: Yes, sir.

COUNCILMAN GOODE: So if
they"re not in compliance, they"re not in
compliance.

MR. NACCHIO: Well, the part

that"s unclear to me is if the
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disparities mentioned require them to
respond. And they haven"t told me that
they haven®t responded because of that,
but they haven®t responded to either of
my repeated requests.

COUNCILMAN GOODE: You can make
your own determinations with the aid of
your consultant whether any of these
institutions have disparities that are
disclosed in the report, and if they have
disparities disclosed in the report, then
essentially they"re supposed to submit
strategic plans. That"s what the Code
says. And, in fact, you sent out a
description of who should comply and how
they should comply.

MR. NACCHIO: Right. 1"ve
asked for everyone to comply whether they
felt as though they should comply or not,
because 1 felt it was their
responsibility as a City depository to
respond to the City of Philadelphia since
they"re on the list of authorized

depositories and have gone as far as to
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say that they wanted to have City
deposits, that they should comply with
all of the items.

COUNCILMAN GOODE: You sent out
this sheet, which says Office of the City
Treasurer, Frequently Asked Questions,
what i1s required, long-term strategic
plan, guideline if disparities are
disclosed, guideline if disparities are
not disclosed.

So you sent this out to those
institutions that are authorized and you
were expecting something back from each
and every one of them.

MR. NACCHIO: That"s correct.

COUNCILMAN GOODE: Regardless
of whether they had disparities or not.

MR. NACCHIO: That"s correct.

COUNCILMAN GOODE: So if you
did not receive it, they are not in
compliance; is that correct?

MR. NACCHIO: That"s one
conclusion. 1 haven®t gotten that far

with that part of it.
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COUNCILMAN GOODE: So when are
you going to get there?

MR. NACCHIO: Well, Councilman,
as | explained to you, my staff is
generally dedicated to treasury
management. We don"t have the depth of
analysis provided in my office.

COUNCILMAN GOODE: That"s why
you have a consultant.

MR. NACCHIO: Well, the
consultant did the study, but I don"t
have the consultant for that purpose.
That would be helpful.

COUNCILMAN GOODE: You put out
a request for qualification or request
for proposal with regard to payroll
depositories?

MR. NACCHIO: Yes. An RFP for
payroll has gone out in accordance with
the ordinance requiring that the City
Treasurer do an RFP for payroll deposits.

COUNCILMAN GOODE: And that bid
process has been completed?

MR. NACCHIO: It"s in the final
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stage.

COUNCILMAN GOODE: So has any
depository or depositories been selected?

MR. NACCHIO: There has not
been a selection.

COUNCILMAN GOODE: Are you part
of that selection process?

MR. NACCHIO: A panel
representing the Finance Department, the
Computer Center and the Finance
Director®s Office was assembled. | was
not a part of the committee directly.

COUNCILMAN GOODE: What was
your involvement in the process or what
is your involvement in the process?

MR. NACCHIO: Well, 1 would say
facilitating the side part of it, but at
the end, product recommendation will be
made to myself and the Finance Director.

COUNCILMAN GOODE: So
recommendations will be made to you?

MR. NACCHIO: Yes.

COUNCILMAN GOODE: Will you

take into consideration the strategic
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plans on selecting which institutions
should be authorized as payroll
depositories?

MR. NACCHIO: Excuse me? |
didn"t get the question.

COUNCILMAN GOODE: 1 said will
you take into consideration the
submission of the strategic plans and
what those strategic plans say related to
disparities disclosed in these reports
when you make a decision about who should
be authorized as payroll depositories?

MR. NACCHIO: Yes. 1"m going
to say that the RFP was posted on June
8th. It closed August 6th. And in that
process and of the RFP being posted,
there®s clear indication that CRA or CRG
goals were an important part of their
presentation and their submission, and it
was integrated into the discussion and
presentations that were required of those
banks that submitted their request for
the RFP proposals.

COUNCILMAN GOODE: But my
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question was --

MR. NACCHIO: So it"s clear
that the subject matter is --

COUNCILMAN GOODE: My question
was, will you take into consideration --

MR. NACCHIO: It"s one of the
rating factors.

COUNCILMAN GOODE: So the
answer is yes, that you personally will
take into consideration the strategic
plans --

MR. NACCHIO: Well, sir, 1 want
to avoid being personal about it saying
that the RFP process -- has it weighted
as part of the integrated --

COUNCILMAN GOODE: I*m not
asking about the process. [1"m asking
about the rest of the committee. 1"m not
asking about the Finance Director,
because he"s not here. 1"m asking about
your participation in the process.

MR. NACCHIO: I want to say --

COUNCILMAN GOODE: Will you

take into consideration lending
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disparities that were disclosed in this
report and past reports and strategic
plans that were supposed to be submitted
to address those disparities in
decision-making about who should be
authorized as payroll depositories?

MR. NACCHIO: Well, 1"m going
to take that in two steps. The RFP
process is independent of the compliance
as being an authorized depository.

COUNCILMAN GOODE: Actually,
it"s not. 1 wrote the payroll deposits
legislation.

MR. NACCHIO: I"m going to take
it in two steps.

So the first step is that the
RFP process is proceeding in that the
community reinvestment goals has been
fully integrated into the request of
those who made their submissions and they
know that it is being weighted and it is
a weighted factor.

Part of the ordinance does say

that they must be authorized depositories
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in compliance and meet all the
requirements. So that"s going to be a
secondary issue iIn the review of the
finalists for the RFP.

COUNCILMAN GOODE: So if
they“re not in compliance in terms of
having submitted strategic plans, they
can"t quality as a payroll depository?

MR. NACCHIO: The possibility
is -- right. That is correct.

COUNCILMAN GOODE: Okay. I™m
glad you took away the word
"possibility.” Either you®re in
compliance or you"re not in compliance.

MR. NACCHIO: We haven"t gotten
that far. We"re in the final stages of
doing that.

COUNCILMAN GOODE: How many
employees have direct deposited
paychecks?

MR. NACCHIO: Right now I™m
very happy to say that about 74 percent
are direct deposits.

COUNCILMAN GOODE: 1™"m looking
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for a number.

MR. NACCHIO: Because | started
out when it was like 60, maybe 62. So
we"re up to 74 percent now.

COUNCILMAN GOODE: 1"m looking
for a number, rough numbers.

MR. NACCHIO: Twenty-three
thousand, 1 think, is where we"re at now.

COUNCILMAN GOODE: And how many
pensioners?

MR. NACCHIO: We have a total
of -- there®s about 32,000 paychecks that
go out. Not all of them are full time,
part time.

COUNCILMAN GOODE: How many
pensioners have direct deposit?

MR. NACCHIO: I believe with
the pensioners they“"re up to 84 percent.
We only send out about 6,000 paper checks
currently.

COUNCILMAN GOODE: Which is
about how many people?

MR. NACCHIO: It"s actually on

par. 1 think there®s 36,000 pensioners
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now. So we"re probably talking 24,000,
25,000, 26 -- I"m sorry —-

COUNCILMAN GOODE: About 23,000
employees that have direct deposited
paychecks, but 25,000 pensioners have
direct deposited paychecks. So how many
employees and pensioners are affected by
your selection of payroll depositories?

MR. NACCHIO: Well, this is an
interesting subtlety in that pensioners
are not considered part of the payroll
deposits, because the Pension Board is
separate from the payroll system.

COUNCILMAN GOODE: Who handles
the payroll account for pensioners?

MR. NACCHIO: So the pensioners
are paid through a process handled by the
Pension Board. The City Treasurer has a
disbursement account upon which the
pensioners are paid from.

COUNCILMAN GOODE: So how many
employees are affected by your selection
of the payroll depository?

MR. NACCHIO: Right now we"re
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only looking at the payroll for the City
of Philadelphia for active employees,
which will be approximately 32,000 paid
employees.

COUNCILMAN GOODE: Should a
payroll depository have to meet certain
fair lending standards?

MR. NACCHIO: Should meet what
kind of standards?

COUNCILMAN GOODE: Should a
payroll depository have to meet certain
fair lending standards?

MR. NACCHIO: I"m going to say
the answer to that question is, it's a
balance. The first issue is treasury
management and whether they can do the
job.

COUNCILMAN GOODE: That"s not
the question I"m asking you. Should a
payroll depository have to meet certain
fair lending standards?

MR. NACCHIO: As part of the
total consideration --

COUNCILMAN GOODE: 1It"s a yes
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or no question for me.

MR. NACCHIO: Well, my
responsibility is for the treasury
management of the City of Philadelphia,
that every City employee gets paid on
time and that we keep our balances
correct.

COUNCILMAN GOODE: Actually,
that"s not correct, according to The
Philadelphia Code, because 1| changed it.
I changed The Philadelphia Code to
include fair lending --

MR. NACCHIO: Again, so my
response --

COUNCILMAN GOODE: So your job
is actually also defined by The
Philadelphia Code.

MR. NACCHIO: Right. 1I™m
saying it includes it as part of the
decision.

COUNCILMAN GOODE: But you kno
what I"m asking you. 1"m asking you,
should a payroll depository have to meet

certain fair lending criteria?

30
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MR. NACCHIO: And I™m
responding that it is not the
primary consideration.

COUNCILMAN GOODE: I already
understand that. Should they have to
meet any fair lending criteria?

MR. NACCHIO: Yes.

COUNCILMAN GOODE: What should
that criteria be?

MR. NACCHIO: Whatever it is
that"s in the Philadelphia City Code.
We"re to follow that.

COUNCILMAN GOODE: When will
the next study be completed?

MR. NACCHIO: The date is going
to be available iIn September. So we"re
hopeful to have that report --

COUNCILMAN GOODE: Excuse me.
The date --

MR. NACCHIO: -- by the end of
December .

COUNCILMAN GOODE: The date is
already available?

MR. NACCHIO: Not to my



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

32

9/27/07 - COMMERCE - RES. 070601
understanding. It"s not available until
September.

COUNCILMAN GOODE: This is
September.

MR. NACCHIO: I mean September
30th. 1"m sorry. The month is not over.

I"m informed it just came out.

COUNCILMAN GOODE: The date is
available. So when will the next report
be completed?

MR. NACCHIO: We"re working for
a target date of December, end of
December, which has expedited over the
last years.

COUNCILMAN GOODE: Let me ask
you the next and most important question.
What do you view as the purpose for the
next study or any of these studies?

MR. NACCHIO: Well, part of the
response is that this is a new piece of
business for the Treasurer®s Office, and
integrating it into the operation of the
department is each and every day becoming

more clear about how it plays a role in
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our decision-making. So I would say that
the next report would help play a bigger
role than the previous reports because
it"s now institutionalized as a piece of
our business.

COUNCILMAN GOODE: So what
purpose does it have?

MR. NACCHIO: One, to encourage
any of the depositories that have City
deposits to do a better job and a better
focus on their lending practices, because
to my observation, it may not always be
clear to the institution whether they"re
doing a good job or the job that we want
them to do, and 1 think that this has
brought it into focus.

COUNCILMAN GOODE: You say the
purpose of the report is to encourage
them to do better?

MR. NACCHIO: Information like
this, to my understanding, nationally is
to have iIndicators so that people would
have better practices in their banking

and lending practices.
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COUNCILMAN GOODE: Let me just
ask you one last question again for the
record. Should there be a reward and
punishment system for fair lending
performance?

MR. NACCHIO: Well, 1"m going
to say that"s up to the policymakers and
not to me as City Treasurer. | certainly
take it into consideration and 1 think
every institution --

COUNCILMAN GOODE: What would
your recommendation be to the next
Administration? Should there be a reward
and punishment system for fair lending
performance?

MR. NACCHIO: Well, one of the
things 1 think is an advisory board where
the banks are joined together in some
kind of committee where they supervise
and report on this activity. The
department -- I would say like in Boston,
Boston has a very good reporting system
about the program. So we have a report

which is now being prepared by Econsult,
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but 1 think a report by the banks
themselves about what their goals are and
where they want to go and how well
they"re doing would be an approach that
would include a reward and penalty
system.

COUNCILMAN GOODE: Explain to
me what you just said. How would getting
the banks to come together to examine
their data create a reward and penalty
system for them?

MR. NACCHIO: I"m going to take
a look at -- the State of Pennsylvania
has the Department of Banking. The City
of Philadelphia doesn"t. So on a state
level, we have banking being supervised
by a department that is solely dedicated
to banking; whereas, In the Treasurer®s
operation, we"re more concerned with the
City"s cash needs.

So to have banking in
Philadelphia more in focus, because, to
my knowledge, there is no banking

association in Philadelphia that"s
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strictly Philadelphia. There"s the
Philadelphia --

COUNCILMAN GOODE: Let me stop
you. None of the fair lending/community
reinvestment legislation deals with the
entire banking market. It deals strictly
with City depositories, those
institutions authorized to receive City
deposits. This Council does not have the
authority to say where the money goes.

We have the authority to determine who
can receive the money, and then after we
determine who can receive the money, it"s
then your job to determine where the
money goes among those authorized City
depositories.

My question to you is, would
you recommend to the next Administration
that there be a reward and punishment
system based upon fair lending
performance? After reviewing the 2003
report, the 2004 report, the 2005 report
and the 2006 report that will be done at

the end of December, would you recommend
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that there be a reward and punishment
system or not? That"s a yes or no
question.

MR. NACCHIO: I am a positive
guy and 1 say rewards are always better
than punishment.

COUNCILMAN GOODE: So you would
not recommend a reward and punishment
system?

MR. NACCHIO: I would say that
it is best to organize the focus of the
banking community. According to the
Econsult report, only 12 percent of the
lending is done by the depositories. So
it would be in the best interest of the
City of Philadelphia to leverage that 12
percent to the 100 percent of the entire
marketplace in some fashion, and how we
get there is probably in lots of
different steps.

COUNCILMAN GOODE: Mr. Nacchio,
the City treasury is not some endless
pot. 1t"s a certain amount of money. So

there actually is no way to reward
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without punishment, because if you"re
making deposits, if you"re choosing
institutions to invest in and if you"re
going to a reward, then you"re taking it
from somewhere.

So would you or would you not
recommend a reward and punishment system
based upon fair lending practice?

MR. NACCHIO: I"m just going to
use the models of other cities that they
found the best approach is --

COUNCILMAN GOODE: I™m not

asking about other cities. 1"m asking
about this city. 1"m asking in your
role --

MR. NACCHIO: Well, 1 would
recommend for this city that --

COUNCILMAN GOODE: -- in your
role as City Treasurer, would you
recommend to the next Administration -- 1
already know this Administration is not
going to do it. That"s not the purpose
of this hearing. The purpose of this

hearing is not to discuss this
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Administration. The purpose of this
hearing is to discuss this report as a
transition document for the next
Administration and to begin that
discussion now and deal with the primary
recommendation within this report, which
is that there should be a reward and
punishment system for fair
lending/community reinvestment
performance. Do you agree with that
recommendation for the record? Yes or
no? And would you make that
recommendation to the next
Administration?

MR. NACCHIO: I would think
that the best --

COUNCILMAN GOODE: That"s a ye
or no question.

MR. NACCHIO: I can"t answer
yes or no.

COUNCILMAN GOODE: It"s a yes
or no question.

MR. NACCHIO: Well, then the

answer --

39
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COUNCILMAN GOODE: Do you
believe in a reward and punishment system
or not? Yes or no?

MR. NACCHIO: It"s not part of
the policy, so I can"t agree to it.

COUNCILMAN GOODE: Thank you.

Any questions from members of
the Committee?

Councilwoman Brown.

COUNCILWOMAN BROWN: Good
afternoon, Mr. Treasurer.

MR. NACCHIO: Good afternoon.

COUNCILWOMAN BROWN: I was
reviewing the report here now and looking
to see if any consideration has been
given to women as one of the many
factors, and | see that is not the case.

MR. NACCHIO: Gender was one of
the requirements that 1 asked the report
to address, and it has been addressed in
the report.

COUNCILWOMAN BROWN: Did I miss

MR. NACCHIO: Specifically.
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Yes. Because 1 just want to say that on
the Philadelphia website under the City
Treasurer, | also put the guidelines that
I requested for the report.

COUNCILWOMAN BROWN: Forgive
me. Repeat that.

MR. NACCHIO: On my website, on
Phila.gov, City Treasurer, 1 also posted
there what I said that a report like this
should contain. So since this is an
independent report, what I did was just
give a guideline to the subject matter,
and gender was definitely one of the
considerations, because 1 knew that was
one of the concerns or issues of City
Council in particular.

COUNCILWOMAN BROWN: Yes, yes,
yes.

COUNCILMAN GOODE: What was the
question, Councilwoman?

COUNCILWOMAN BROWN: The issue
of gender and how that is one of the
factors considered with regards to how

banking depositories --
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COUNCILMAN GOODE: It is with
regard to home loans. It is not with
regard to small business loans, which is
how Mr. Nacchio should have answered.
Small business lending is not tracked by
gender.

COUNCILWOMAN BROWN: And that
decision is made by whom?

COUNCILMAN GOODE: It"s federal
law.

COUNCILWOMAN BROWN: Okay. So
the next report is due when?

Thank you, Mr. Chairman.

The next report is due when?

MR. NACCHIO: We"re hopeful to
have it by the end of December based on
the fact that Econsult did this study so
they have a format to expedite the
processing. So if the data is available
now, they can start working towards that
end.

COUNCILWOMAN BROWN: Okay,
then. Thank you.

Thank you, Mr. Chairman.
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MR. NACCHIO: I do want to also
add predatory lending was also a concern
in the report.

COUNCILWOMAN BROWN: Yes. 1 do
see that.

COUNCILMAN GOODE: Other
questions from members of the Committee?

COUNCILMAN CLARKE: Thank you,
Councilman.

Good afternoon. This guestion
is somewhat unrelated, but in a way it is
related, and it talks about location of
lending institutions. And the reason why
I say it"s related to some degree is
because the reality is If an institution
is In a particular community, there"s a
likelihood that that person in that
community would use that institution and
establish a relationship usually just for
purposes of cashing their check and then
as they move along establishing those
relationships, it would end up being
probably home equity loans, things of

that nature and, therefore, having some
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relationship to this discussion about
lending practices.

Is that in any way a part of
the equation as you determine your
policies associated with the
depositories? And the reason | bring
that up, because 1"m from a particular
section. In the Strawberry Mansion
community 1"ve actually had this
conversation with a couple of the City
depositories about the fact that in the
Strawberry Mansion community where
there®s a significant number of
residents, high home ownership as North
Philadelphia goes, and there"s not a
single lending institution in that
community, and 1"m wondering as we make
these decisions, do we take that into
account also? And if we don"t, would it
be a possibility?

MR. NACCHIO: I want to say at
every turn in my office with our
authorized depositories 1 make it known

to them what the City"s objectives and
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concerns are about this subject and that
they should work towards that end to
incorporate into any strategic or
marketing plans that they have about the
location of branches.

COUNCILMAN GOODE:

Mr. Nacchio --

MR. NACCHIO: But 1 do want to
bring the point that we have
depository-type institutions operating in
the City of Philadelphia, which are
banks, and you have non-depository kinds
of entities that do loans, et cetera,
which we don®"t have any input on that may
be also operating in those areas.

COUNCILMAN GOODE: Mr. Nacchio,
I believe Councilman Clarke®s question
was whether a bank®"s branching patterns
determines at all whether they will
receive City deposits and how much they
receive in City deposits and whether --

MR. NACCHIO: Well, certainly
it was not a weighted factor in the past,

but it is --
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COUNCILMAN GOODE: There are no
new factors. You said that everyone
inherited the accounts and the business
that they received, for the most part,
and that people who used to get the
business still get the business and
you"re not going to take fair lending
into consideration, you"re not going to
take community reinvestment into
consideration, you"re also not going to
take branching patterns into
consideration.

MR. NACCHIO: I said all those
things were being taken into
consideration because they"re a weighted
factor in the RFP for payroll.

COUNCILMAN GOODE: No, that"s
not what you said. You said that they
were included in the RFP. You didn"t say
that you were going to take it into
consideration.

MR. NACCHIO: Well, certainly
in the universe of decision-making

there®s many factors that contribute to
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the final decision. Our primary one is
the security of City funds.

COUNCILMAN GOODE: And the
honest answer to Councilman Clarke®s
question is, | don"t care if there are no
banks in the parts of the district that
need it the most, that doesn®"t make a
difference in my decision-making about
where the money is going to go. That"s
the honest answer to Councilman Clarke®s
question. | don"t care if there are no
banks in North Philly, and where you have
the money now in places where the
depositories will not lend to is not
going to change my mind about where the
money goes.

MR. NACCHIO: Well, one of the
approaches that the City of New York and
New York state has done is to give real
estate tax abatements to locations that
are in those areas to encourage banks to
locate in those areas.

COUNCILMAN GOODE: He asked

whether it weighs into your consideration
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of where to put the money. That"s what
he asked.

MR. NACCHIO: On a daily basis?

COUNCILMAN GOODE: Am 1 right?

COUNCILMAN CLARKE: Yes. It's
pretty straightforward.

MR. NACCHIO: On a daily basis?
It doesn™t, because it only comes up in
the process like the RFP for payroll.

COUNCILMAN GOODE: So the
answer is no.

COUNCILMAN RIZZO: Mr. Chair?

COUNCILMAN GOODE: Councilman
Rizzo.

COUNCILMAN RIZZO: 1t just made
me think. Chairman Goode said that we
create the authority of the depository.
How do you decide -- how many
depositories do we have today now?

MR. NACCHIO: We have 11 on the
authorized list.

COUNCILMAN RIZZO: How do you
decide who gets what piece of the pie?

COUNCILMAN GOODE: If they had
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it, they keep it.

Is that fair?

MR. NACCHIO: It"s been a
process over time which has led to the
decision for these accounts to be kept at
certain institutions.

COUNCILMAN RIZZ0O: So what
you"re telling me, if they had this much
when there were four and now it"s 11,
they still have that same amount of
money?

MR. NACCHIO: Well, the primary
banks that the City does business with is
Wachovia, PNC and Mellon Bank. So those
are the primary three that we deal with.
On that scale, Wachovia is the legacy
bank of other institutions, which at the
time were the largest institutions in the
City of Philadelphia. To match the needs
of the City of Philadelphia®s cash
management, you have to have an
organization that can match the needs of
the City. | mean, the delivery of the

payroll is the --
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COUNCILMAN GOODE: Wwell,

Mr. Nacchio, when you became City
Treasurer, what percentage of City money
was in Wachovia?

MR. NACCHIO: I would say on an
average basis we have an average balance
of only 50 million there. And 1 want to
say as Treasurer --

COUNCILMAN GOODE: My guestion
was what percentage of City money was in
Wachovia when you became City Treasurer.

MR. NACCHIO: Yeah, but this is
a point that needs to be expressed very
clearly, is that it is not the intent of
any City Treasurer, including myself, to
keep deposits at a bank.

COUNCILMAN GOODE: 1 understand
that.

MR. NACCHIO: It"s to be

invested, fully invested.

COUNCILMAN GOODE: 1 understand
that. 1 didn"t ask the dollar amount. |1
asked the percentage. 1 understand you

shifted more money investments away from
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cash, which is a smart thing to do, but
you still have money in banks that isn"t
just invested. So when you became City
Treasurer, what percentage of City money
was in Wachovia?

MR. NACCHIO: Other than saying
that the highest percentage was, because
payroll and vendor payments are processed
through that.

COUNCILMAN GOODE: Seventy-five
percent sounds like a fair number, maybe
80 percent?

MR. NACCHIO: Yeah.

COUNCILMAN GOODE: And what
percentage was in PNC?

MR. NACCHIO: Well, there®s a
question there. It"s the next largest
percent. 1 would say -- I can tell you
like $500 million of City electronic
payments go through PNC. They don"t go
to Wachovia; they go through PNC. So
that"s $500 million. So I don"t know how
you judge that.

COUNCILMAN GOODE: And the
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amount that Mellon has isn"t really that
significant?

MR. NACCHIO: That"s the
pension fund basically and we also had
foster parents there, and a
reorganization of making efficiencies for
foster parents, which was a major concern
and objective and initiative of my
office, is to get that straightened out
about foster parents being paid on time.
That did get moved.

COUNCILMAN GOODE: So those are
the three depositories that you are used
to doing business with. You still do
more business with Wachovia than anyone
else.

MR. NACCHIO: I"m going to say
in addition to other City departments.

So we have other City departments doing
banking.

COUNCILMAN GOODE: You still do
business with Wachovia more than anyone
else, then PNC and to some extent Mellon?

MR. NACCHIO: That"s correct.
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COUNCILMAN GOODE: And it"s
based upon past practices?

MR. NACCHIO: Yes.

COUNCILMAN GOODE: So
Councilman Rizzo"s question is, has that
changed at all. The answer to that is
probably no.

MR. NACCHIO: No. There"s a
benefit because the bundled banking of
other departments, which do not come
under the City Treasurer, are also
included in the relationship of Wachovia.

COUNCILMAN R1ZZ0O: We authorize
a bank to become a depository. How do
you decide how much then -- or do we have
any banks that are depositories that you
don"t give anything to but they"re
authorized to be?

COUNCILMAN GOODE: Absolutely.

MR. NACCHIO: That"s correct.

COUNCILMAN R1ZZ0O: Well, the
point is, we"re trying to spread this
around, 1 think, a little bit. Explain

to me, a layman, other than the
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investment portfolio, how does a bank
make money from the City of Philadelphia
being a depository? If the money is
moving in and out so quickly, how do they
really make money?

MR. NACCHIO: I"m going to say
certainly our objective -- and 1"ve
increased that since 1°ve been there --
is to keep as little on deposit as
possible, because we want to invest in an
investment like a treasury, et cetera,
and we get more interest earnings. So
we"ve increased our interest earnings
based on the fact we keep low deposits.

A bank would prefer that you
keep a deposit at the bank because then
they can use that for lending, et cetera.

COUNCILMAN R1ZZ0O: Fifty
million is a lot of --

MR. NACCHIO: What"s that?
Excuse me.

COUNCILMAN RIZZ0O: One number
you used, 50 million.

MR. NACCHIO: As a composite of
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all City departments banking with
Wachovia, we may have on an average of
$50 million a month that sits there.

COUNCILMAN R1ZZ0O: So you have
some with none. You"ve got others that
have 75 percent of the action. Again,
the fact that we just have that money
parked in, 1 would assume, some
interest-bearing account, right, or is it
basically no interest at all on that
money?

MR. NACCHIO: Well, they"re
called demand accounts, so they"re
basically checking accounts. So they"re
not there for savings. They"re only
there for processing payments and for
monies to go in and out.

COUNCILMAN R1ZZO: At zero
interest?

MR. NACCHIO: Some of them are
interest-bearing and some of them are
not. 1"m going to say it"s an initiative
of my being City Treasurer is to get as

many of those accounts back on the
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interest-bearing road as possible,
because they haven®t been on that road
before.

COUNCILMAN RIZZzO: Well, 1
would hope so. When I go shop for a bank
account, I look for the highest --
Capital One just sent me a new money
market that®"s paying five and a quarter
percent. Well, guess what? 1 jumped
right on that deal.

I would hope you are doing the
same thing, making sure that Wachovia
with 50 million bucks is paying us some
interest.

MR. NACCHIO: Well, 1 want to
say the benefit on the other side is that
the City does not then bear the cost of
operating the account. So all the
accounts have expenses. So instead of
giving us interest earnings, we don"t get
charged for the expense of processing the
account. So you have ACH expenditures,
you have check payments, you have all

those kinds of expenditures that a bank
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will charge you for the service that they
provide. So instead of getting those
charges, we may have a non-bearing
interest account.

COUNCILMAN RIZZO: And your
effort --

MR. NACCHIO: So does it
balance out? Sometimes it balances out.
Is it to the benefit of the bank
sometimes? Yes. |Is it to the benefit of
the City sometimes? Yes. Do we need to
look at it on a daily basis? Yes. We
have to continue to do that.

COUNCILMAN R1ZZ0O: Okay. Good.
Thank you very much.

Thanks, Mr. Chairman.

COUNCILWOMAN BROWN: I want to
be clear with Chairman Goode"s questions.
Currently, there are only three banks
that the City currently does business
with, Wachovia, PNC and Mellon?

MR. NACCHIO: There are some
City business not only -- because there"s

other banking done under City
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departments, but you can include the
Commerce Bank as also another bank, and
there are smaller bankings going on at
Citizens, and 1 bank with United. So 1
have banking with United.

COUNCILWOMAN BROWN: Does the
City bank with United?

MR. NACCHIO: Yes. 1 do, the
Treasurer®s Office does.

COUNCILWOMAN BROWN: All right,
then.

MR. NACCHIO: Yes. The rest of
it would be just like minor, because it"s
up to a department. They can walk into
any branch. As long as you"ve authorized
them as an authorized depository, a
department can walk up into any branch of
those banks that are authorized and open
up an account.

COUNCILWOMAN BROWN: Is that
right?

MR. NACCHIO: They can. So
we"re trying to get better control over

that and organize it in a better way.
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COUNCILWOMAN BROWN: How?

MR. NACCHIO: Basically through
information. 1 set up a user group, and
me and my staff have had some periodic
meetings. | call it M-Bucks. So I
invited every custodian and person in a
department who does banking or does
banking related, to let them know that we
have subjects that are interrelated. So
we talk about fraud prevention and
opening up a bank account and best
practices, and that if you open a bank
account, the signature card requires the
City Treasurer to be on it, which is
basically standard procedure for the
Finance Department. So they lose sight
of that, but bringing them together and
talking to them has been really helpful
and just communicating the subject matter
and we get better cooperation. Because
they"1l ask, Where should we bank? Is it
to our benefit to be with this bank or
that bank?

COUNCILWOMAN BROWN: And so to
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the issues that have brought us to the
table today, would those factors be
additional information you would share in
the meetings you just described?

MR. NACCHIO: I"m going to say
banking practices like lending practices
and CRA?

COUNCILWOMAN BROWN: Yes.

MR. NACCHIO: I would say the
type of staff would probably not be at
that level that they would be interested
in the subject that would determine what
they do.

COUNCILWOMAN BROWN: But you
did say --

MR. NACCHIO: But it would
determine my answer to them about my
guidance about where they should bank.

COUNCILWOMAN BROWN: Guidance
versus instructive?

MR. NACCHIO: Yes, because
under the City Charter and et cetera, I™m
not permitted to tell them what to do.

COUNCILWOMAN BROWN: 1 see.
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MR. NACCHIO: But I want to be
the one with the information to guide
them to best practices. So 1"ve taken on
that role as City Treasurer, to guide
them through best practices.

COUNCILMAN GOODE: And in your
guidance, you have raised issues related
to fair lending/community reinvestment?

MR. NACCHIO: 1 take to heart,
Councilman, the concerns of City Council
for disparities in lending, gender,
immigrants and the subject matters that
are brought before Council. Also, during
the RFP process for payroll, we"ve
brought up questions about the reentry
program, which was not a part of the RFP,
but we asked each of the submissions in
their presentations to respond if they
had any programs, et cetera, about it.

So 1 do flow into the concerns.

COUNCILMAN GOODE: Mr. Nacchio,
what you said was that you can"t tell
other departments where to put their

money .
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MR. NACCHIO: That"s correct.

COUNCILMAN GOODE: But you can
offer them guidance. What Councilwoman
Brown wanted to know, in offering them
guidance on where to put their money, do
you instruct them with regard to the fair
lending/community reinvestment
performance of those institutions? And
my guess is the answer is no.

MR. NACCHIO: Because primarily
it"s the banking and treasury operation
that guides as the first priority.

COUNCILMAN GOODE: The answer
is no. No, it doesn"t come up.

MR. NACCHIO: But it"s a part
of the entire --

COUNCILMAN GOODE: You tell
them it"s a safe place to put their money
whether they lend fairly or not. That"s
what you tell them.

MR. NACCHIO: That would have
to be correct, because my primary
responsibility is the security of the

City"s cash.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

63

9/27/07 - COMMERCE - RES. 070601

COUNCILMAN GOODE: Just answer
the questions honestly.

MR. NACCHIO: I am honest. The
security of the City"s cash is primary.

COUNCILMAN GOODE: And you
don"t care about the fair
lending/community reinvestment
performance. You also don"t care about
the branching patterns.

MR. NACCHIO: Obviously 1 do
care because 1"ve expressed that more
than once.

COUNCILMAN GOODE: 1 take that
back. I won"t use the word "care."™ Does
not enter into any of your
decision-making about where to put
taxpayers®™ money.

MR. NACCHIO: It has been
integrated into the decision-making.

COUNCILMAN GOODE: It has been
integrated into the decision-making
process.

MR. NACCHIO: That"s correct.

COUNCILMAN GOODE: But not into
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the decision-making. Because when you
say that regardless of what we put in the
process that at the end of the day the
decision is made, you don"t believe in a
reward and punishment system for fair
lending/community reinvestment
performance, it means that you“"re going
through the motions because we put things
in The Philadelphia Code that are now
law, but it really doesn"t make a
difference to you about where the
taxpayer money is going to go.

MR. NACCHIO: Well, rather than
saying that going through the motions,
1"ve actually put it in the motion. So
it"s part of the process.

Institutionalizing this is not
an easy thing in the decision-making
process when your primary responsibility
is the security and safety of the City"s
cash, because we"re taking a factor which
is unrelated to security of the City"s
cash.

COUNCILMAN GOODE: Are there
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other questions from members of the
Committee of this particular witness at
this time?

COUNCILWOMAN BROWN: Yes.

Define for me
"institutionalizing.”" When you say
"process," is there a manual that"s like
a standard operating procedure which has
in it those factors that must be shared
with department heads that inform and
instruct them on the decisions they need
to make with regards to selection of
where they --

MR. NACCHIO: It hasn"t gone
that far, but 1"m saying the RFP for the
payroll process did include it as a
weighted factor. On my web pages 1 have
included now information that discloses
the information with community
reinvestment goals, this annual report
and the whole subject matter as part of
the dimension of consideration. At
meetings that | have with depository

banks it"s one of the subjects that come
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up and I ask them what are they doing,
how are they improving, please inform us,
keep us -- so it"s always a subject
before them as part of a concern or an
issue.

COUNCILWOMAN BROWN: So do they
understand that now and going forward
there is a penalty, there is a
consequence that comes with not honoring
the tenets of this legislation?

MR. NACCHIO: And as I was
saying -- this is an honest answer --
there are big corporations and to digest
this into their organization is difficult
for them too, because you"re talking to a
representative, a representatives who
goes back to another representative, who
goes back to the bank president. And for
it to be digested, it takes some time.
But it"s getting there. The message is
definitely getting there.

COUNCILWOMAN BROWN: What
assures you of that?

MR. NACCHIO: Because of the
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feedback. The feedback changes over
time. So we get better responses. I™m
going to say the presentations that the
banks did for the RFP for the payroll
process, | heard much better responses
than 1 have heard in the past, much more
clarity of focus.

COUNCILMAN GOODE: Mr. Nacchio,
let me ask you two questions. Is there
any institution authorized to receive
City deposits that does not meet your
safety standards?

MR. NACCHIO: In general, 99.9
percent. Everything is secure.

COUNCILMAN GOODE: 1"m sort of
curious as to what you"re advising these
departments on. |If you say you"re
advising them based upon safety and your
primary concern as City Treasurer is to
make sure the City"s money is safely
invested --

MR. NACCHIO: Or safely
managed, yes.

COUNCILMAN GOODE: -- haven"t
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all the City depositories already reached
that threshold of safety by being
authorized and by going through the
process of authorization?

MR. NACCHIO: Everybody who
knows me, I"m into technology. So online
banking was a primary initiative of mine,
and all the banks do not offer the same
online banking security and capabilities.
So part of the decision is based on that
ability to deliver online banking in a
safe and secure way.

Since we have less people to do
less things -- or more things, 1"m sorry,
to do more things, we need to do them in
a secure online way. So I may lean
towards a bank that is not the favored
bank having to do with lending practices,
but because their technology is superior
when 1t comes to handling cash, that may
outweigh the factor.

COUNCILMAN GOODE: But the
bottom line position is not that you"re

determining whether one depository is
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safe to put money in and another is not.
That"s not even a consideration. |If
they"re authorized as a City depository,
then you already determined that it"s a
safe institution.

MR. NACCHIO: According to the
criteria, they are considered safe
institutions.

COUNCILMAN GOODE: The second
question is, if all these institutions
are safe institutions, some better than
others, in the course of deciding where
you put money, it then is not necessarily
a question of safety and to some extent
it may be a question of, as you said,
technology?

MR. NACCHIO: Yes.

COUNCILMAN GOODE: Where in the
City Charter or City Code do you find the
issue of technology as it relates to
where you should put deposits?

MR. NACCHIO: Well, it"s a
companion to security and fraud

prevention, which has to do with the
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security of the funds. An item that I
implemented --

COUNCILMAN GOODE: You already
said that all the institutions are safe.

MR. NACCHIO: Yeah, but they
vary in terms of delivery of services.
They"re not all the same.

COUNCILMAN GOODE: My gquestion
is, where in the City Charter or City
Code does it mention technology as a
means of decision-making for where you
put City money?

MR. NACCHIO: Again, technology
is the same as security of the funds.

One of the important -- I"m going to say
one of the important parts --

COUNCILMAN GOODE: Is that your
interpretation?

MR. NACCHIO: It"s not an
interpretation. It"s just the way the
business operates.

COUNCILMAN GOODE: Where in the
City Charter or City Code does it mention

technology?
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MR. NACCHIO: Wwell, if you go
by the City Charter, we"re not able to do
direct deposit. We only print paper
checks.

COUNCILMAN GOODE: The only
reason | raise the issue is because you
said that we cannot have a reward and
punishment system because nowhere in the
City Code or City Charter does it allow
you to have one. But you can take into
consideration technology?

MR. NACCHIO: Well, that"s not
a reward or punishment. That"s the
capability. When it comes to payroll,
one of the items that I look for and
we"ve implemented in the Treasurer-s
Office in the last three years is an item
called positive pay. That means that
every paycheck that the City puts out
goes to an issue file to the bank and is
confirmed as being a valid check, both by
name and by amount. So a fraudulent
check is determined on a day"s notice.

COUNCILMAN GOODE: Let me just
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skim through that.

MR. NACCHIO: But not all of
our depository banks can do that. Not
all of them can do that.

COUNCILMAN GOODE: Let me just
skim through the discussion.

Are you restricted by the City
Charter or Philadelphia Code in having a
reward and punishment system?

MR. NACCHIO: 1 couldn"t see
any penalties listed in the Charter.

COUNCILMAN GOODE: 1 said are
you restricted by The Philadelphia Code
and Philadelphia Charter in instituting
reward and punishment system?

MR. NACCHIO: I don"t see wher
I1"m empowered to penalize anyone.

COUNCILMAN GOODE: Are you
restricted by The Philadelphia Code and
Philadelphia Home Rule Charter in
instituting a reward and punishment
system?

MR. NACCHIO: I don"t know wha

empowers me to penalize.
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COUNCILMAN GOODE: What
empowers you to take into consideration
technology?
MR. NACCHIO: That"s because

it"s a business function. It"s a

73

business function related to the security

of the City"s funds.

COUNCILMAN GOODE: Councilman
Rizzo.

COUNCILMAN RIZZO: Do we have
any insurance to protect our investment?
I know most deposits, | guess, personal
deposits, are protected by the FDIC.

MR. NACCHIO: That"s a good
question, Councilman, yes.

COUNCILMAN RIZZO: Do we have
an insurance policy?

MR. NACCHIO: There"s a
difference. All the deposits that we
have at a bank or institution is subject
to Act 72, and they must collateralize
that 102 percent. So if we have, let"s
say, $10 million on deposit at a bank,

they must hold securities equal to $10
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million, 102 percent of value somewhere
in case something happened. So it"s not
the $500,000 or $100,000 that there might
be typically on a bank account. So we"re
fully insured under Act 72, and that"s
part of the requirements of a depository,
that they do that. And not all banks can
cover those kinds of collateralizations.
Some banks can®t do $10 million that are
on our list. That"s like theilr max.
Other banks can do $50 million. So
that"s why we have larger deposits at the
larger bank.

COUNCILMAN RIZZO: Well, it"s
interesting because we"re into yes and no
answers. 1 thought 1 was going to get a
no on that one. So I"m impressed that
that is —-

MR. NACCHIO: So that really
contributes to the decision-making of
going with the larger bank, is because if
you have $50 million on deposit, they
need to collateralize it. The smaller

bank can"t do the collateral.
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COUNCILMAN RI1ZZ0:
Mr. Treasurer, there"s an announcement
just this week that a new bank is coming
to town. 1 think they"re going to open
21 branches, Citibank.

MR. NACCHIO: Citibank, yes.

COUNCILMAN RIZZO: Twenty-one
branches. And one of the things that
they"re talking about is what
Mr. Chairman is discussing, positioning
some branches in areas that are
underserved. Well, I would hope that if
they"re going to roll the dice and come
to Philadelphia and put some branches in
some of our neighborhoods that aren™t
served presently well, that they should
be considered. But if you don"t make
that adjustment and one bank iIs getting
75 percent of the business and that never
changes, these other banks, in my
opinion -- 1 don"t pretend to know a lot
about this, but I"m here learning.
That"s why I come to these hearings, to

learn -- won"t really have a really good
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opportunity to do business with the City
of Philadelphia, and they"re doing the
right thing coming to Philadelphia,
opening 21 branches. And 1 think they
realize that -- they"re coming here
because they realize that there"s
probably an opportunity to position
themselves in neighborhoods that don"t
have a bank presently.

So I think we"ve got to
rethink -- and 1 don"t pretend to know
how to do that and 1"m going to turn to
my colleague, who is the best at this --
to figure out how we push for some of
that money to be reallocated. To hear
that a bank is on the list and gets
nothing, I"m sure they went through a lot
of —- I don"t know how much effort or
expense to get that credential and they
get nothing.

MR. NACCHIO: But, again,
there®s no rule or decision-making
process that would lead to me saying that

I can deposit in that bank because of
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those reasons. So it would be better to
perceive like other cities and states, is
to give them a tax incentive to locate in
those areas, to actually have link
deposits, like Chicago and Boston where
you have $10 million set aside
specifically for banks to do this. So
it"s tied to a program that has a direct
relationship. So they"re not just like,
Give me whatever you got, like what can
you give me in terms of a deposit,
whatever business you can send my way.
That way it"s defined. It"s specifically
defined as being 10 million, or whatever
the dollar amount is. And it"s by policy
and not by the City Treasurer just
saying, You know what, 1"m going to
reward you for going iIn those areas and
open up an account there.

COUNCILMAN GOODE: Mr. Nacchio,
what does the Home Rule Charter say about
where you should put the money and where
you can put the money?

MR. NACCHIO: Authorized
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depositories by City Council.

COUNCILMAN GOODE: So you can
give the money to any authorized
depository and you can give them any
share of the money.

MR. NACCHIO: I"m going to say
that was more past practice. The new
practice is that it appears as though it
must be bid. An RFP process may take on
a new dimension here -- 1 mean disclosure
and the amendment to the --

COUNCILMAN GOODE: But you had
complete flexibility other than you had
to use the list of authorized
depositories.

MR. NACCHIO: I have to say
that flexibility has been curtailed based
on the amendment to the City Charter of
2006 having to do with bid and no-bid
process.

COUNCILMAN GOODE: Okay.-

MR. NACCHIO: Because this
becomes now a contract. You"d have a

contract. It changes.
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COUNCILMAN GOODE: You can
decide how much money you want to give to
each authorized depository. Yes or no?

MR. NACCHIO: 1I"m going to say
that was general past practice, but it"s
not the same now because --

COUNCILMAN GOODE: You put out
a bid --

MR. NACCHIO: This is going
under legal review of whether I have to
go out and have a contract with these
depositories for these bank accounts now.
Prior to this I can just go to a bank and
open a bank account. I could. And to
put a deposit specifically that"s in
con-cash in, let"s say, Citibank --

COUNCILMAN GOODE: Mr. Nacchio,
we"re about to move forward with
Mr. Mullin®s testimony.

MR. NACCHIO: Okay.-

COUNCILMAN GOODE: If you don"t
decide, who decides?

MR. NACCHIO: Who decides?

COUNCILMAN GOODE: Yes.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

80

9/27/07 - COMMERCE - RES. 070601

MR. NACCHIO: Well, currently
there is nothing on the table except the
RFP for payroll.

COUNCILMAN GOODE: No, no, no.
The money is actually in financial
institutions right now, City
depositories, City money. Who decided?

MR. NACCHIO: Who decided?

COUNCILMAN GOODE: Yes.

MR. NACCHIO: Many City
Treasurers before me.

COUNCILMAN GOODE: Who decided
how much money went where?

MR. NACCHIO: Well, one of the
reasons for consolidation is for the
efficiency of business operations.

COUNCILMAN GOODE: Who decided?

MR. NACCHIO: City Treasurers.

COUNCILMAN GOODE: Thank you.

Mr. Mullin, please state your
name for the record and proceed with your
testimony.

MR. MULLIN: Stephen Mullin,

M-U-L-L-1-N, Econsult Corporation. 1'm
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here to provide testimony on our report.
And may 1 introduce a couple of my
colleagues on the report?

COUNCILMAN GOODE: Absolutely.

MR. MULLIN: Alletta Emeno, who
is with me here at Econsult, and Ellen
Diebold, who is with MFR Consultants, who
worked on this with us. Maria Roberts
couldn®™t make it today, but will be
working on the next round with us, and
certainly this was a joint process.

IT I may, | thought 1°d give a
quick outline of our findings and sort of
a little bit about the methodology, and
then you"ve discussed some of the
recommendations already. 1"11 hold
there, and if you have some specific
questions on that, would that be all
right?

COUNCILMAN GOODE: Yes.

MR. MULLIN: As has been
discussed here 1 know in earlier Council
hearings too, we were hired by the -- we,

along with MFR -- were hired by the City
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Treasurer™s Office to conduct this
analysis of lending practices by
depository banks. And, again, that"s
defined, as everyone here knows, as the
banks that are on the list that the City
can deposit its funds, its banking funds.
And what we looked at was, essentially we
were taking a look at what are their
lending practices in various ways to
analyze their lending practices, and the
first and overall one is, is there any
evidence of discrimination in those
lending practices. We looked at prime
and subprime home lending in
Philadelphia. And the bulk of the study
was for home lending and three types of
home lending: purchase money, home
lending to purchase a house; refinancing;
and home improvement lending. And in
2005, those numbers in all of those cases
were higher than 2004. We anticipate the
2006 numbers will be higher than the
2005, too.

We also took a look at
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Philadelphia compared to other areas;
that is, Philadelphia versus the suburban
areas in the Philadelphia metropolitan
area, as well as Philadelphia versus
other major cities, to see iIf there"s any
comparability with any of the trends or
any of the findings.

And then we took a look at --
we also took a look at non-occupant
investors versus owner-occupied housing
lending. And we created a measure, a
ranking of the depositories. Followed
the practice that was instituted in the
two previous studies, but we added some
variables in there, because we wanted to
make sure that we sort of had two
components in the rankings. One
component was what is the extent of sort
of the breadth of their lending coverage
across racial, ethnic, gender and income
lines, number one, but also wanted to
make sure that we took into account sort
of the scale. If you"re a bank and you

made one loan to a low-income minority,
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you"d look very, very good on a
percentage scale, but you wouldn®t look
very good on sort of like how are you
trying to address the big problem. So we
wanted to try to keep both, so the
performance as well as the scale, to
note.

And this is very important, as
the Treasurer mentioned. Only in the
home lending -- both City Council and the
City"s sort of hands are tied a little
bit that you have the ability to say,
Here, we"re doing some business with you
with City funds, and the commercial
banking world is sort of sliding out of
the residential mortgage world, as we all
know here. And 1"m not talking about
subprime. I1"m just talking about other
lenders here.

So we set up a ranking of the
depositories and made sort of various
factors, where were they lending, what
were loan denials, what were relative

prime to subprime applications, denials
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and acceptances in those. One of the
things that we found -- let me step back.

What we did was measured all of
the banks and found out what is the City
average and the City median in this sort
of lending, and then compared the banks.
The composite score on the ranking was
based on how many sort of standard
deviations above the average are you or
how many standard deviations below the
average to try to normalize, again,
partly because of that scale issue. One
of the things -- and we did find a
ranking, and that is provided in the
report there.

One of the things 1 will note,
that all of the composite scores were
positive. So all of the depository banks
that we looked at were actually better
than the City average, but there was a
variation still amongst those.

We also looked at small
business lending in Philadelphia, and

that, as you and 1 think a couple of the
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other Councilmembers pointed out, the
data, the underlying data, is far less
detailed and disaggregated at that level
for small business lending, but found
some 20-odd thousand small business
loans, as characterized by both CRA and
the Small Business Administration, loans
for just under $900 million.

Now, one of the questions is --
one question is, is that a drop in the
bucket compared to all of the debt going
on, whether it"s just the local banks or
all other forms of debt. And one of the
things that we hope to do in the 2006
data is be able to sort of disaggregate a
little bit and get a little bit more
information on that. So we did find that
information about the small business
lending.

We also did take a look at
branch banking only in the sense of a
descriptive sense, branch banking in
neighborhoods, where are the branches and

are branches in census tracts with low
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income, minority, low to moderate income,
and took a look at where those branches
are.

1*11 summarize with our
findings here. The first one, as we
mentioned before, this key question: Is
there statistical evidence that supports
a contention, sort of a null hypothesis,
that lending is somehow influenced by
factors besides the things that you would
normally expect in a pure economic sense,
credit, the loan to value, housing,
income, all the rest of these things, and
are there other factors, race, ethnicity,
sort of where do you live and gender,
that might tweak those. And obviously we
sort of anticipate certain of those to
be -- the hypothesis is they have no
influence. |If there is something that"s
statistically significant that says that
this factor leads to what we observe as a
statistically significant drop in the,
say, acceptance rate or significantly

increase in the denial rate loans, then
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we"d say there is statistical evidence
that supports that thesis.

What we found was there does --
with the data that we have, there does
look like there"s statistically
significant disparities across these
groups and with these characteristics
here, racial and ethnic characteristics
of borrowers, and the data are consistent
with discrimination but don"t prove the
discrimination because of what we call
omitted variables.

The problem is, we can"t -- and
the main thing is with the HMDA data --
that was the main type of data that we
used -- we had variables that are missing
that really are important to
characterize, and there"s a big question
about whether or not you can ever get
those, whether or not we can find some
proxies to try to ease or coax some of
that information out.

But the main problems are, we

don"t have the individual credit score.
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So someone could say, Here, your credit
score is real low versus real high. |IFf
that"s not shown up there, some other
factor might be -- a denial might be
attributed to another factor there.

Second areas that we don"t have
the information on, the individual
borrower®s wealth. We expect In one
sense greater wealth -- any level of
income, greater wealth, you"d have a
higher probability of being able to get a
loan. And then the flip side of that is
how much debt do you have. |If you are a
borrower with a ton of debt already, your
odds, all else equal, the odds are that
you"re going to get a reduced
opportunity.

COUNCILMAN GOODE: Mr. Mullin,
not to interrupt you. 1 want you to get
through your presentation, but just to
question you on this point. You're
speaking about the performance of
depositories within the market and

disparities that exist across the board?
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MR. MULLIN: Correct.

COUNCILMAN GOODE: But clearly,
the performance of certain depositories
is very different from the performance of
other depositories.

MR. MULLIN: Yes.

COUNCILMAN GOODE: So,
therefore, that shows some disparities
that exist are related to the way certain
financial iInstitutions conduct their
business or their lending criteria.
Clearly, and I know over the course of
the last three studies, by way of
example, there is data on gender related
to home purchase loans. 1 know in the
first study that we conducted, I believe
Citizens Bank did about 48 percent of
their home purchase loans with female
borrowers, and another institution, which
I won"t mention, did significantly less.

And so it becomes clear that it
was possible for Citizens Bank to do
nearly half of their home purchase loans

with female borrowers. And so it was not
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simply a matter of those specific
borrowers® credit histories and other
technical factors. But while we cannot
prove gender discrimination by looking at
the varying disparities among the City
depositories, we can identify which
depositories are not reaching out enough
to certain demographic groups, one, and
then, two, by also looking at the denial
disparity ratios, we can also see that
there are certain City depositories that
are denying certain demographic groups
more than others. And, once again,
whether that proves discrimination or
explains totally why those borrowers did
not get those loans, it clearly shows
that they are denying at a higher rate
than other institutions and in some cases
higher than the market.

MR. MULLIN: 1 agree
wholeheartedly. When 1 was just talking
about this discrimination, that was in
the marketplace, and part of the -- in

one sense, a response is that even if
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everyone -- again, this is separate from
the depository story. Even if everyone
isn"t providing services, if some people
are, the competitive forces will --
they"ll take advantage of that. So
people do have opportunities. Less
perhaps than others, but still have
opportunities.

Then going to the actual
depositories -- when 1 was talking about
the composite index that we were looking
at, we identified several variables, not
every single one of the possible
permutations and combinations of
characteristics, but several
characteristics to try to take that into
account, and we think that our index sort
of gives a rough -- it doesn"t say this
group is worse in gender, this group is
worse in poor census tracts, this group
is worse in minority lending, but rather
taking all of these, some factor in all
of these, these banks -- 1 meant this

group of banks here, this subset here --
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these banks seem to, as we normalize or
as we create this index, the higher
number iIs associated with more sort of
positive characteristics there and a
lower number is associated with fewer
positive characteristics. And that"s --
we didn"t go any deeper than that, is
what 1 mean on that front. Does that
make sense?

COUNCILMAN GOODE: Yes.

MR. MULLIN: And, actually,
when I was mentioning that, I could go
through some of the findings. A couple
of things just descriptive that we find
kind of interesting, that the total loan
applications for residential went from
90,000 in 2004 up to 100,000 applications
in 2006, and the originations, the actual
acceptances and issuance of loans, went
from 36,000 to 42,000. So in one general
case, 42 percent of people who applied
for loans received the loans in 2006.

Now, when we look at that, as I

mentioned before, those 42,000 loans are
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made up of 17,000 for people purchasing
houses, 21,000 for people refinancing
existing loans and about 3,000 for home
improvement loans originated.

Now, the main thing --
obviously characteristics for home
improvements and refinancing take in
different factors there, but the main
thing that we looked at were the home
purchase loans, the 21,000 there and an
additional 20,000 loan applications and
10,000 loans originated by
non-owner-occupied investor purchases
there, and those are the -- the findings
that we noted and they"re reported
throughout, we did find, again, that
factors such as ethnicity and race and
neighborhood, both described by income of
neighborhood or percent minority of
neighborhood and those neighborhoods by
census tracts, we did find that there"s
statistically significant differences in
rates of denials across those variables.

We found in many cases statistically
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different numbers associated with prime
loans and subprime loans across different
areas and characteristics of the
borrowers, different Philadelphia versus
Philadelphia suburban counties, but not
necessarily Philadelphia versus other
cities there. In fact, when we looked at
Philadelphia, when we looked at
Philadelphia versus Baltimore, Detroit
and Pittsburgh, Philadelphia had the
lowest percentage of subprime loans out
of those four cities, but Philadelphia
had the greatest disparity between denial
rates between white applicants and
African-American applicants and Hispanic
applicants than those cities. So we had
lower subprimes but higher disparities in
the denial rates there.

And so what does that tell us?
There are disparities. There are things
that, as we note, we can"t sort of put
our finger on, this is because of this
factor only, because there are omitted

variables. But the fact that there is
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this disparity we note and we sort of
conclude that there is some evidence
that"s consistent with discrimination and
practices that result in disparities and
that that should, one, be a concern and,
two, the City ought to take a look at how
to possibly address that.

And, again, in our
recommendations, our recommendations were
sort of broken into roughly two
categories. One is data, saying where
you can possibly get more data, try to
figure out ways, again, to coax out more
information out of the data, because
we"re not going to change, at least not
right now, HMDA data. What those
variables are will be determined by the
United States government and their rules.
But how can you find other types of data
that might give you some more insights
into what"s going on. And, second, the
public policy-type recommendations,
several of which were discussed earlier

in this hearing, just sort of what are
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some things that the City can do.

And if I might note one thing,
when we talked about the -- when we said
sanctions or rewards and recognizing
we"re only talking about depositories
because sort of in one sense other
lenders can say, Hey, we don"t really
care necessarily what you"re doing
because we"re not looking for business
with you and we don"t have that hook, but
we do think that there is a possibility
of using sort of, in a sense, this
marketing hook, because a potential
reward, even if it isn"t directly City
dollars, a potential reward might be
something like making a note that Bank A,
B and C, these three banks, seem to be
doing a lot of good along some of these
categories here, and that might be
something that they might take in their
own private marketing efforts. And to
the extent that individuals assign a plus
to that, that might be something that

would be of value to them and show, just
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like the opposite side could be and say
these are ranked fairly low in these
categories. And, again, in their own
private marketing, no bank really wants
to have somebody say, This group has said
you don"t do things good in whatever
category or something on this front. So
that might be something that the City
could do even without the caret or the
stick of deposits there.

So I1"Il end with that, if that
is a brief enough summary for you.

COUNCILMAN GOODE: That"s fine.
And if other Committee members have
questions, then you can dig deeper into
the report.

I just have a couple of
questions. 1 think you can anticipate
what they might be.

Mr. Mullin, you®"re the former
Commerce Director for the City of
Philadelphia?

MR. MULLIN: Yes.

COUNCILMAN GOODE: You"re also
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the former Finance Director for the City
of Philadelphia?

MR. MULLIN: Yes, years and
years ago.

COUNCILMAN GOODE: And the City
Treasurer"s Office was under your purview
as Finance Director?

MR. MULLIN: Yes.

COUNCILMAN GOODE: 1 assume
that you agree with the recommendations
within the Econsult report?

MR. MULLIN: Yes.

COUNCILMAN GOODE: And 1 assume

that you agree that the
recommendations -- and 1"11 be specific,
that the City should use the annual
rankings to identify underperforming
depositories for possible sanctions if
performance does not improve.
Conversely, banks with better performance
should be rewarded, maybe a larger share
of the City"s financial transactions, and
also that the creation of banking

development districts should be
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considered to encourage branching in
underserved areas.

All of that is able to be
achieved without changing the
Philadelphia Home Rule Charter and The
Philadelphia Code?

MR. MULLIN: Well, I"m not an
expert on that last and getting further
and further away from remembering it as |
get older, but 1 think that there are
ways that the City could look at
achieving those objectives. So I would
say yes, subject to someone coming in and
saying it says no on this part.

COUNCILMAN GOODE: Let me ask a
simpler question. As former Commerce
Director and former Finance Director that
oversaw the Treasurer®s Office, the City
can put its money wherever it chooses as
long as it"s an authorized City
depository; is that correct?

MR. MULLIN: That"s my
recollection, yes.

COUNCILMAN GOODE: And there
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are no restrictions that you know of in
terms of instituting a reward and
punishment system?

MR. MULLIN: Yeah. |1 don"t
know of any, but that isn"t because I"ve
checked it through and through. But I
don"t know of any.

COUNCILMAN GOODE: Thank you.

Are there any questions from
members of the Committee?

(No response.)

COUNCILMAN GOODE: Seeing none,
we"ll go to our next panel. Thank you
very much.

Mr. Nacchio, if you could stay
around for that testimony, 1 would
appreciate it.

MR. NACCHIO: You want me to
stay here?

COUNCILMAN GOODE: I want you
to stay in the Chambers, not necessarily
there.

MR. NACCHIO: Oh, okay. Thank

you, sir.
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COUNCILMAN GOODE: Thank you.

Our next panel is Community
Legal Services and Philadelphia Legal
Assistance.

Good afternoon. Please state
your name for the record and then proceed
with your testimony.

MR. TRAUSS: Good afternoon.
I"m Irwin Trauss. 1"m an attorney at
Philadelphia Legal Assistance. 1°d like
to thank the Chairman for inviting my
remarks today.

I just want to make sure that
the Chairman has received a copy of the
testimony and that Councilpersons have.

COUNCILMAN GOODE: Yes.

MR. TRAUSS: Before 1 begin, 1
would like to just explain who I am and
why 1"m here. As the Chairman knows, I
work for Philadelphia Legal Assistance.
We"re an office that provides free legal
services to low-income homeowners and
low-income clients in the City of

Philadelphia.
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As you may know, over the past
11 years, Philadelphia Legal Assistance,
along with our colleagues at Community
Legal Services, have been representing
low-income homeowners in their attempts
to prevent losing their homes to
predatory loans. We"ve also been
actively involved in trying to eliminate
predatory lending and addressing the
problem in the City, which manifests
itself by high rates of foreclosures,
which are de-stabilizing neighborhoods.

One of the things 1 would like
to point out as a comment on one of the
questions you asked the Treasury
Secretary, it"s been our experience that
since 1993 at least there"s really been
little, if any, effort on the part of or
concerted effort on the part of the City
of Philadelphia Administration to
encourage the banks that it does business
with to address disparities in lending
that have contributed significantly to

the problem of predatory lending that we
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see in the City today.
1°d also like to mention in
response to a comment that was made by
the fellow from Econsult about the ways
of getting some greater insight into some
of the information that they found.
There are some reports which can provide
insight into the effect of some of the
practices by the depository institutions
and by banks in general in the City, and
1*11 be talking about them in my
testimony.
Specifically, there"s a recent

report by the Reinvestment Fund, which 1
believe the Chairman is familiar with,
documenting the incidence of predatory
lending and attempting to define
predatory lending and document its
effects by looking at mortgages over a
period of between 2000 and 2003. And
there®"s also a more recent report that
was released by the Center for
Responsible Lending which looks at the

issue of subprime lending citywide.
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Now, 1 speak about predatory

lending. The Econsult report talks about
subprime lending. And what we find is
that in the neighborhoods that are most
disserved by the banking community;
namely, the minority neighborhoods,
African-American neighborhoods and Latino
neighborhoods, if you look at the reports
provided by the Reinvestment Fund and you
look at the information that"s provided
in the Econsult report, you get a pretty
strong picture that most, if not all, of
the lending, subprime lending, that"s
going on in African-American and Latino
communities, specifically low-income
communities, are predatory, which means
that they in addition to containing
onerous and expensive terms, they"re also
the result often of, if not fraudulent,
then at least deceptive practices in
selling the loan. One of the
consequences of this is that the loans
themselves are the result of the

foreclosures that we"re seeing in those
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areas.

Historically, the reason for
foreclosures has been some event
involving the person taking out the loan.
There®s been an event such as medical
illness, loss of a job, divorce, some
other catastrophe that"s resulted in a
loss of income. And the predatory loans
that we"re seeing, it"s the loan itself
that is the cause of the default, because
the loan when it was made was
inappropriate.

The way that this relates to
the discussion that you®"ve had with the
City and with the Econsult report is that
we believe that, one, there’s a
significant problem of predatory lending
in the City and, two, that there are
things that this Committee could do and
City Council can do in addition to things
that the Treasurer could be doing to
encourage the banks that the City does
business with or the depository

institutions to adjust their practices in
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a way that will ameliorate the problem of
predatory lending. And the two things
that I want to focus on are, one,
creating as a criteria for either
approving an institution as a depository
institution or once a depository
institution is approved using as a
criteria for actually depositing money in
that institution two measures. One is
bank branching, which has been talked
about. We recommend and urge the
Committee to consider very strongly
focusing on bank branching and the banks
siting branches in low- and
moderate-income neighborhoods and
particularly in minority neighborhoods
and the trend of branching as a criteria
in determining who should be a depository
institution, both with respect to the
initial authorization and with respect to
the use of the branch.

In addition, banks,

particularly the depository institutions

and particularly the City"s largest
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banks, should be graded on the extent to
which they participate in private —-
publicly related investments, or PRIs,
that support rescue funds financed by the
Pennsylvania Housing Finance Agency, or
PHFA, which are designed to help buy
people out of predatory loans at reduced
or compromised amounts.

In reviewing the Econsult
report, especially when considering the
context of the reports by the
Reinvestment Fund and the Center for
Responsible Lending, it becomes clear
that in Philadelphia basically we have a
tale of two cities. One city is
African-American and Hispanic; the other
is white and Asian based on the data in
the report. One city is low and moderate
income; the other is upper and middle
income or middle and upper income.

In the white neighborhoods,
there are a relatively large number of
banks. The number of branch banks in

white neighborhoods is three times as
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many as that are found in the
African-American and Latino
neighborhoods.

According to the Econsult
numbers, people seeking mortgage loans,
whether for purchases, to refinance or
home equity loans, are generally not
turned down for loans. For the most
part, when they get the loans, the loans
are the best terms that the lender has to
offer; in other words, they"re prime
loans. In contrast, in African-American
and Latino communities there are far
fewer branches, less than one-third
relative to population than in the white
community, and the residents of those
neighborhoods are far more likely to be
turned down for mortgage loans of all
types. And when they get loans -- and
this is the part that most affects our
practice -- the loans are, as often as
not, subprime. According to the Econsult
report, more than one half of the

mortgage loans of all types, there®s some
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disparity. There"s a little more in some
types and a little more in others, but
more than a half of all types of loans to
African-American or Hispanics are
subprime. This iIs twice the percentage
of the loans obtained by whites in the
City.

We at PLA and at Community
Legal Services have long argued that one
of the major factors contributing to the
prevalence of predatory loans in low- and
moderate-income neighborhoods,
particularly in African-American and
Latino neighborhoods, has been the
abandonment of those neighborhoods by
mainstream banks and the failure of those
banks to create and promote mortgage loan
products that address the needs of those
communities. Traditional banks have been
replaced in those neighborhoods by
predatory financial services and
predatory financial providers. Instead
of savings and checking accounts, people

in these neighborhoods are forced to use
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check-cashing agencies and use money
orders, which are extremely expensive and
have significant disadvantages when
compared to traditional bank accounts.
And instead of modest home improvement
loans for modest home repairs,
African-Americans and Hispanics largely
are ending up with onerous and
unaffordable loans with onerous terms
that are often originated under
misleading circumstances.

When you look at the Econsult
report in conjunction with the other
studies that have been done of predatory
lending, you see that most of the
subprime loans in these neighborhoods are
predatory and that a large percentage of
the loans, at least 18 percent
conservatively and perhaps as high as 50
percent in some neighborhoods, are going
to result in foreclosures.

The Econsult report notes that
the depository institutions are, as a

whole, a declining part of the lending
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picture and not surprisingly shows a
correlation between the paucity of
branches in minority neighborhoods and
the prevalence of subprime loans.
There®s a similar relationship between
middle- and upper-income neighborhoods
and low- and moderate-income
neighborhoods, though it"s not as
dramatic.

The Econsult report suggests an
inverse relationship between the number
of bank branches in a neighborhood and
the prevalence of subprime loans. The
more bank branches there are, the fewer
subprime loans there are.

Whether or not this is cause
and effect, | guess we don"t know, as the
Econsult report indicated, because
there®s missing information, but it
certainly suggests a relationship which
we would encourage the City Council to
try to address. And it"s been our
experience that as the number of bank

branches has dropped in neighborhoods,
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the amount of predatory lending has gone
up almost in direct proportion.

As the City"s NTI program has
recognized, massive numbers of
foreclosures concentrated in already
precarious neighborhoods have devastating
de-stabilizing effects on the
neighborhoods and on the City in general.
One immediate measure that can stave off
foreclosures is to make decent loans
available with affordable fixed terms
that will enable homeowners to buy
themselves out of predatory loans at
reduced amounts. We played a role -- and
by "we,”™ I mean CLS and Philadelphia
Legal Assistance -- in the design of such
a rescue loan program administered by the
Pennsylvania Housing Finance Agency. One
of the programs, called the Homeowner-®s
Equity Recovery Opportunity, or HERO
program, targets funds to the City of
Philadelphia and is being jump started by
a million dollar loss reserve provided by

the City of Philadelphia®s NTI program.
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In addition, there®s a million dollars
being provided by the Pennsylvania
Housing Finance Agency as a loss reserve
for loans available statewide. PHFA
expects through the issuance of bonds
backed by the loss reserves to leverage
these amounts into $10 to $20 million of
rescue loans, but much more is needed and
we have been told by PHFA that there®s
already a waiting list for the funds.

PLA and CLS have been involved
with a citywide coalition of groups to
get all the major banks, including the
depository banks and especially Wachovia
Bank, which is the City"s biggest bank in
terms of deposits, to contribute to the
loss reserve which could leverage
substantial additional funds to be made
available for rescue loans. We have been
told that at least one depository bank
other than Wachovia is close to an
agreement with PHFA which would involve a
long-term PRI for this purpose and could

serve as a model for other banks.
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The Federal Reserve and the
Office of the Controller of Currency have
been assisting us in attempting to get
the cooperation of banks by hosting a
number of meetings with the banks on this
subject, and they"ve offered to host
another one later in the fall. We
suggest that by including participation
in the funding of these rescue loans as
one of the criteria for choosing
depository banks and as authorizing who
can be a depository bank, the City could
play a significant role in encouraging
needed participation by the banks and, by
doing so, the City could prevent the loss
of hundreds of homes in the City.

We have long participated in
efforts, community efforts, including
Community Reinvestment Act challenges, to
encourage banks to keep branches in low-
and moderate-income neighborhoods,
particularly African-American
neighborhoods. Our efforts over the

years have met with little success,
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though we would like to note and applaud
the initiative of City Council and of the
Chairman in particular in passing an
innovative and progressive ordinance
requiring advance notice to the City of
anticipated branch closings. As a result
of the ordinance, we know that as we
speak Wachovia is planning to close
another neighborhood branch, | believe,
in the Lawndale section on Rising Sun
Avenue.

This, unfortunately, is
consistent with the trend that the
Econsult study has shown with the limited
information it has. Simply iIn the one
year between 2004 and 2005 the City
experienced a decline of ten branches,
neighborhood branches, despite the entry
into the City of new competitors.

Amongst the depository banks, Wachovia
Bank alone has had a net loss of ten
branches.

We strongly agree with the

conclusion of Econsult, which is found at
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Page 126 of the report in its
recommendations and its suggestions
regarding obtaining additional data, of
the importance of dispersing branches
into the neighborhood. We view it as one
of the most important steps that could be
taken to counteract the spread of
predatory lending. To encourage such
disbursement, we believe it"s necessary
to obtain additional data in the annual
reports that are being obtained that show
not simply the number of banks that a
branch has year to year but longer term
trends that show branch openings and
branch closings so that the City will be
able to determine whether a bank is
closing neighborhood branches in
African-American neighborhoods and
Hispanic neighborhoods in favor of
branches in more wealthy white
neighborhoods.

We believe that banks that show

a pattern of expansion of branches in

minority neighborhoods and in low-income
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neighborhoods should be rewarded in their
evaluations and should be given
additional consideration for being
authorized as a depository bank and for
having money deposited in the bank.
Institutions that show a reverse trend
should be penalized, and the penalty I
guess we view that"s available presently
is simply, as the Chairman has pointed
out, where the City puts its money and
whether the bank is authorized to receive
money .

The Econsult report also
recommended the adaptation of bank
development districts modeled after
what"s been authorized by New York state
as a means of encouraging the creation of
branches in underserved areas, and this
is primarily a reward model which offers,
in addition to tax breaks, certain
deposits, the ability to take deposits
and offers lower income returns to the
City and a number of other advantages,

which we would encourage exploring after
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the more modest proposals which we"re now
suggesting are put into effect.

In closing, 1°d like to thank
the Committee for inviting my comments
and for creating a process of measurement
that can, if effectively used by the
City, both by City Council and by the
Administration, this Administration or
the next Administration, as the Chairman
I believe iIs attempting to do or to
encourage, such measurement tools and
acting on such measurement tools can
result in the economic well-being of the
citizens of Philadelphia and of the City
as a whole.

I and my colleagues at PLA and
CLS look forward to providing such
assistance as Council may request in its
efforts to keep more people in their
homes and to expand the economic
opportunities of all the City residents.

Thank you.

COUNCILMAN GOODE: Thank you

for your testimony.
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Any questions from members of
the Committee?

(No response.)

COUNCILMAN GOODE: Thank you
again.

My next panel is ACORN.

Good afternoon. Please state
your name for the record and then proceed
with your testimony.

MS. ELLIS: My name is Mary
Ellis. 1 purchased my home in 1972, and
in 1996 1 refinanced for repairs: leaky
roof, stove, oven, washing machine, new
heater, stuff like that. 1 went to
Fidelity Bank to get a loan and 1 missed
getting a prime loan by a few points and
I was subject to a subprime loan at 11.75
percent. 1 did not realize at the time
that 1 had other options and | was of the
mindset that if one bank turned me down,
all banks would turn me down.

Liberty Mortgage said they
would take care of me, they would make me

a nice loan. |1 further realized that
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what 1 had was a variable interest rate.
I thought the rate was a fixed rate. |1
did not realize that what 1 really had
was a predatory loan. | thought that
Liberty Mortgage was going to help me
through the loan process. However, what
Liberty Mortgage became was a legal loan
shark, as their rate went up to 18.5
percent. The entire loan process was
done over the phone, except for the
signing of the loan agreement, and
Liberty Mortgage even rushed me through
this part of the process.

As a result, my mortgage kept
going up and up. 1 certainly did not
feel as though they had my best interest
in mind. Was | treated this way because
I am a minority and a person of low
income and because the area in which I
live in is a minority neighborhood?

I should have been treated as
the majority of people who obtain prime
loans from a bank and who are not

subjected to predatory lenders.
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No matter who you are, one can
never know everything about every subject
or every area. My expertise is not in
loans and so | trusted the mortgage
company. In retrospect, 1 should have
gotten a second opinion. However, I felt
as though 1 was treated like someone who
borrows from a loan shark. If you can"t
pay, they"re coming to chop your head
off.

In 2001, 1 lost my job and 1
had to use my entire pension and savings,
and still 1 was not able to keep up with
my mortgage.

Are the banks giving loans to
people who live in the suburbs or who are
professionals and excluding people like
others or me in my situation?

I believe banks should service
all the people of the City. People of
low income and minorities should be
considered for prime loans with fixed
interest rates. Banks should not be

allowed to target certain groups who only
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fit into the profile of what they have
created. And why should our tax dollars
be controlled by banks who are not
servicing all the people?

Mortgage companies should
convert all variable interest rate loans
to affordable fixed rate loans. There
should be major funding for outreach to
borrowers who are in situations like
myself and to others who are facing the
same problems.

Fortunately, 1 spoke with an
ACORN organizer at a friend"s house, and
after speaking to housing counseling,
they stopped the action of the sale of my
home on foreclosure -- I mean, they
stopped the action of the sale of my
property to sheriff"s sale and they
looked into getting me a modification on
my loan with an interest rate of 7.5
percent.

MR. PHILLIPS: My name is lan
Phillips. 1°m the Legislative Director

for Pennsylvania ACORN. Thanks for
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giving ACORN the opportunity to testify
to the effects of predatory lending and
the lending practices that today see
Philadelphia as having the seventh
highest disparity in high cost loans when
comparing white and minority borrowers in
communities.

Earlier this month ACORN
released a study based on a lot of the
same data that we talked about today, and
we did compare other cities, so we have
the data that shows that Philadelphia has
the seventh highest disparity.

It showed that African-American
borrowers are 2.4 times more likely to
receive a high cost loan with exotic
terms and excessive fees when
refinancing. The gap widens to 3.5 times
as likely when considering loans that are
made to purchase a home. The disparity
exists across income lines and affects
Latino borrowers as well.

Philadelphia®s communities are

under attack from predatory lenders.
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Part of this problem can be attributed to
the lack of access to reputable banks
that offer conventional fixed rate loans
with reasonable interest rates. These
banks, as the studies show, are serving
low- to moderate-income tracts far less
than they are Philadelphia®s upper- and
middle-income neighborhoods.

When the banks and their prime
loan products leave, predatory subprime
lenders and brokers are ready to swoop
in. When a borrower is presented with no
other options, predatory lenders
flourish.

Predatory lenders spread these
seeds while the bankers cover their eyes,
and what they have reaped is a bumper
crop of foreclosures and blighted
neighborhoods. Predatory lenders made
little effort to make loans that would
work for their borrowers. Eighty percent
of the loans made by subprime borrowers
included a lower interest rate and

payment initially and then reset their
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rate to hundreds of dollars more a month
after two years or three years down the
line. In Mrs. Ellis"™ case, it was only
six months. In Mrs. Ellis" case, it
started at 11.75 percent, a high rate in
itself, and could and did jump as high as
18.5 percent. Mrs. Ellis"™ loan
originator made the risky loan and then
immediately sold it off in the secondary
market, whose thirst for these loans were
unquenchable.

Banks and -- we talk about
investments. They make investments in
securities across the board and they buy
up these loans iIn packages even though
they may not originate them themselves.
So they are complicit of a whole variety
of ways in this process.

Each day more of these toxic
loans are resetting. Nearly each week
another subprime lender goes bankrupt
because of the risky loans that they
made, and every month the sheriff

auctions off another thousand homes once
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occupied by Philadelphia®s families.

Today we need the banks to help
solve the crisis they helped create when
they turned their backs on North and
Southwest Philadelphia. We need them to
invest equitably as they are legally and
morally obligated to do in all of
Philadelphia®s neighborhoods.

Today, ACORN asks that the City
depository banks put money into PHFA
programs, specifically HERO, which we
heard about earlier, and REAL. These
programs would help put people back into
conventional loans with payments that are
affordable long term and bring with them
stability with the force to push back
some of the blight that we"ve seen.

We need subprime lenders and
the banks that are behind them to put all
homeowners with adjustable rates back
into fixed rate loans with affordable
terms. We need them to stop the
foreclosures that are tearing apart

communities and crushing Philadelphia®s
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families.

We need elected officials to
pass laws that would wipe out these
modern-day loan sharks and the toxic
loans they push. We need outreach
programs that would bring borrowers into
HUD-certified housing counseling agencies
before their payments jump and before the
home is on the auction block.

ACORN thanks the members of the
Council and thanks you, Chairman Goode,
for taking this issue up and looks
forward to seeing the actions that you
take.

COUNCILMAN GOODE: Thank you.
Thank you for your testimony, both of
you.

Lastly, just same two questions
about Econsult®s recommendations. One,
do you agree that there should be a
reward and punishment system based on
fair lending/community reinvestment
performance?

MS. ELLIS: Definitely.



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

129

9/27/07 - COMMERCE - RES. 070601

MR. PHILLIPS: Yeah, we do.

COUNCILMAN GOODE: And,
secondly, do you support the idea of
developing banking development districts
within the City and actually giving
incentives to banks to locate in areas
that are underserved?

MR. PHILLIPS: Yes, we do.
We"d be interested in looking at the
criteria that"s used to create those
development districts.

COUNCILMAN GOODE: Okay. Thank
you. Thank you for your testimony.

MR. PHILLIPS: Thanks a lot.

COUNCILMAN GOODE: Is there
anyone else to testify on this
resolution?

(No response.)

COUNCILMAN GOODE: Seeing none,
the purpose of this hearing was really,
as | said, to review the latest report
and to use it as a transitional document
for the next Administration. We may

continue hearings under this term, but
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clearly, there"s work to be done that is
not done yet. But the hearing on this
particular resolution is now recessed to
the call of the Chair.

Thank you for coming.
(Committee on Commerce and

Economic Development adjourned at 3:05

p.m.)
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