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HOUSE OF REPRESENTATIVES, October 3, 1977

The committee on Commerce and Labor, to whom was referred the
petition (accompanied by bill. Senate, No. 89) of Allan R. McKinnon,
Philip W. Johnston and Richard H. Demers for legislation relative to
the Massachusetts Community Development Finance Corporation,
report recommending that the accompanying bill (House, No. 6616)
ought to pass.

For the committee,

No. 6 616HOUSE

GHje Commontocaltf) of ifla*Sacf)ugctttf

RICHARD H. DEMERS
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In the Year One Thousand Nine Hundred and Seventy-Seven.

An Act relative to Massachusetts community development

FINANCE CORPORATION.

Be it enacted by the Senate and House of Representatives in General
Court assembled, and by the authority of the same, asfollows:

1 Chapter 40F of the General Laws is hereby amended by striking
2 said chapter 40F and inserting in place thereof the following new
3 chapter:
4 CHAPTER 40F
5 MASSACHUSETTS COMMUNITY DEVELOPMENT
6 FINANCE CORPORATION
7 Section 1. PUBLIC PURPOSE
8 It is hereby found and declared that there exists in parts of the
9 commonwealth substandard, decadent, or blighted areas: that

It is hereby found and declared that there exists in parts of the
commonwealth substandard, decadent, or blighted areas; that
each such area is inimical to the safety, health, morals and welfare
of the residents of the area of the commonwealth, decreases the
value of private investments and threatens the sources of public
revenue; that, because of the economic and social interdependence
of communities, the economic and industrial development ofcities
and towns of the commonwealth is substantially impaired; that
there exists in the commonwealth a condition of substantial and
persistent unemployment and underemployment seriously
aggravated by an unacceptably low level of economic activity in
such areas; that the development or redevelopment of such areas
requires the stimulation of private investment therein; that
community development corporations in the commonwealth have
themselves invested substantial funds in development projects in
such areas and are experiencing difficulty in undertaking
additional such projects by reason of the inadequacy of investment
funds; that the further activity of such community development
corporations is necessary to the development or redevelopment of
such areas; that the provision of capital to small businesses in such
areas is necessary to their redevelopment; that the menace of such
areas is beyond remedy and control solely by regulatory process in
the exercise of the police power and cannot be dealtwith effectively
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by the ordinary operations of private enterprise without the aids
provided herein; that increasing the number of development
projects in decadent, substandard and blighted areas, providing
capital to projects sponsored by community development
corporations and small businesses within such areas, and
stimulating private investment in such businesses and areas are
public uses and purposes for which public money may be expended
and invested.
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The following terms as used in this chapter shall have the
following meanings, except where the context clearly indicates
otherwise;
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“Board”, the board of directors of CDFC.43
“Capital participation instruments”, capital stock, both com-

mon and preferred, convertible securities, evidences of long-term
and short-term indebtedness, warrants, subscriptions, options or
other rights to acquire any of the foregoing, royalties, and any
other lawful derivations of the foregoing.
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“Community development corporation” or “CDC”, a corpora-
tion organized under chapter one hundred and eighty with bylaws
providing that:

49
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52 (1) it is organized to operate within a specified geographic area

coincident with existing political boundaries, which may include
one or more existing political districts, provided that the aggregate
population of such geographic area shall not exceed one hundred
and fifteen thousand people based on the most recent appropriate
census;
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(2) membership in the corporation shall be open to all residents
of said area who are eighteen years or over and to such others as the
CDC’s bylaws may provide, except that in no case shall more than
fifteen percent of the voting membership of any CDC be composed
on non-residents, and at least seventy-five percent of the voting
membership shall be composed ofresidents of target areas, within
the area of operation of the CDC;
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(3) at least a majority of its board of directors shall be elected by
the membership with each member having an equal vote;

(4) any other directors shall be either appointees ofelected state
or local government officials or governmental bodies, or appoint-
ees of other nonprofit organizations having as a purpose the pro-
motion of development in the designated geographic area; and
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Section 2. DEFINITIONS
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71 (5) said elections shall be held annually for one-third, as nearly
as may be, of the elected members of the board of directors so that
each elected director shall serve for a term of three years, provided
that persons may be reelected as directors.

ii

73
74

“Corporation” or “CDFC”, the Massachusetts Community
Development Finance Corporation created by section three.

75
76

“Costs of a project”, any and all costs associated with the design,
planning and implementation of a project undetaken in a target
area which in accordance with sound business and financial
practices would properly be deemed appropriate charges to the
project, and which are reflected in the financial records of the
project. Such costs may include but are not limited to the costs of
planning and design, options to buy land, feasibility or other
studies, seed money, construction, working capital and any other
costs determined by the board to be necessary to the purposes of
this chapter.
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“Paid in capital”, all monies received in return for capital stock
of the CDFC.
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“Primary employment”, work which pays at least one and one-
half times the minimum wage as defined in chapter one hundred
fifty-one or as established by federal law, whichever is higher,
offers adequate fringe benefits including health insurance, and is
not seasonal or part time.
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“Project”, any commercial, industrial or real estate business or
other economic development activity undertaken in a target area,
designed to reduce conditions of blight, economic depression, or
widespread reliance on public assistance.
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“Small business”, any business that has either average gross sales
of less than seven million five hundred thousand dollars per year
for the most two recent fiscal years, or has less than two hundred
fifty full-time employees, except that any business primarily
engaged in wholesaling shall be considered eligible if its average
gross annual sales for the most recent two fiscal years do not
exceed fifteen million dollars per year, or it has less than two
hundred fifty full-time employees.
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“Small business investment corporation” or “SBIC”, a
Massachusetts corporation organized to provide capital to small
businesses located in the commonwealth and licensed according to
the provisions of the Small Business Investment Act of 1958,
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(Public Law 85-699), as amended from time to time.110
“Target area”, any contiguous geographic area which is (1) a

“blighted open area”, “decadent area” or “substandard area” as
defined in section one of chapter one hundred and twenty-one A,
and in which, according to the most recent United States census,
the median family income is reported to be at leastfifteen percent
lower than that reported for the Boston standard metropolitan
statistical area, also known as Boston SMSA, as such area was
defined by the United States Bureau of the Census in the 1970
census, or (2) any other contiguous geographic area in which the
board of directors of the CDFC finds in accordance with statistical
criteria previously established by the CDFC that substantial
conditions of blight, economic depression and widespread reliance
on public assistance exist in said area.
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Section 3. CORPORATION CREATED; BOARD OF
DIRECTORS; OFFICERS

124
125

There is hereby created a body politic and corporate to be
known as the Massachusetts Community Development Finance
Corporation of CDFC. The CDFC is hereby constituted a public
instrumentality and the exercise by the CDFC of the powers
conferred by this chapter shall be deemed to be the performance of
an essential governmental function.
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The CDFC is hereby placed in the executive office of manpower
affairs but shall not be subject to the supervision or control of said
office or of any board, bureau, department or other agency of the
commonwealth except as specifically provided in this chapter.
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The corporation shall be governed and its corporate powers
exercised by a board of directors, which shall consist of nine
directors: the secretary of communities and development, the
secretary of manpower affairs, the secretary of administration
(provided that any of the foregoing persons may designate another
person from time to time to act in his place for a particular
purpose, including the right to attend and vote at a specific meeting
of the board), and six other members appointed by the governor,
two of whom shall be experienced in investment finance,three of
whom shall be residents of target areas and members of
community development corporations, and one of whom shall be a
representative of organized labor. Each member appointed by the
governor shall serve for a derm of five years. Any member of the
board designating an alternate to act in his place shall be
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responsible for all of such actions of such designee.150
151 Any person appointed to fill a vacancy in the office of a member

of the board shall be appointed in a like manner and shall serve for
only the unexpired term of such member. Any member shall be
eligible for reappointment. Any member may be removed from his
appointment by the governor only for good cause. The governor
shall from time to time designate a member of the board as its
chairman.
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Five of the directors of the corporation shall constitute a
quorum and theaffirmative vote of five directors shall be necessary
for any action to be taken by the board.
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The members of the board shall serve without compensation,
but each member shall be entitled to reimbursement for his actual
and necessary expenses incurred in the performance of his official
duties.
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The provisions of chapter two hundred and sixty-eight A shall
apply to all directors, officers and employees of the CDFC, and of
the subsidiary SBIC, except that the corporation or the SBIC may
purchase from, sell to, borrow from, loan to, contract with or
otherwise deal with any community development corporation
organized to carry out the purposes of this chapter, any project
controlled by such CDC which meets the criteria set forth in
section five, and any small business which meets the criteria set
forth in section six, in any of which any director of the corporation
is in any way interested or involved, provided that such interest or
involvement is disclosed in advance to the members of the board
and recorded in the minutes of the board and provided, further,
that no director having such an interest or involvement may
participate in any decision of the board relating to such CDC,
project or small business.
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The president of the corporation shall be appointed and his
salary established by the board. The president shall be the chief
executive, administrative and operational officer of the corpora-
tion and shall direct and supervise administrative affairs and the
general management of the corporation. The president may,
subject to the general supervision of the board, employ other
employees, consultants, agents (including counsel) and advisors,
and shall attend meetings of the board.
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Neither the corporation nor any of its officers, agents,
employees, consultants or advisors shall be subject to the
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provisions of section twenty-two of chapter seven, sections nine A,
forty-five, forty-six and fifty-two of chapter thirty, or to chapter
thirty-one, or to the provisions of chapter two hundred of the Acts
of 1976.
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The board annually may elect one of its members as vice-
chairman, shall elect a secretary and a treasurer, and may elect or
appoint other officers as it may deem necessary, none of whom
(other than the vice-chairman) need be members of the board. The
secretary shall keep a record of the proceedings of the board and
shall be custodian ofall books, documents, and papers filed by the
board and of its minute book and seal. The secretary shall cause
copies to be made of all minutes and other records and documents
of the corporation and shall certify that such copies are true copies,
and all persons dealing with the corporation may rely upon such
certification. The treasurer shall be the chief financial and
accounting officer of the CDFC and shall be in charge of its funds,
books of account and accounting records.
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All officers and employees of CDFCand of the subsidiary SBIC
having access to its cash or negotiable securities shall give bond to
the CDFC or the SBIC, as the case may be, at its expense in such
amounts and with such surety as the board may prescribe. The
persons required to give bond may be included in one or more
blanket or scheduled bonds.
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Board members and officers who are not regular, compensated
employees of the CDFC and of the subsidiary SBIC shall not be
liable to the commonwealth to the CDFC or the SBIC or to any
other person as a result of their activities, whether ministerial or
discretionary, as such board members or officers except for willful
dishonesty or intentional violations of law. The board of the
CDFC and the SBIC may purchase liability insurance for board
members, officers and employees and may indemnify said persons
against claims of others.
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*222
(a) make, amend and repeal bylaws, rules and regulations for the

management of its affairs;
223
224

(b) adopt an official seal;225
(c) sue and be sued, in its own name;226
(d) make contracts and execute all instruments necessary or

convenient for the carrying on of its business;
227
228

(e) acquire, own, hold, dispose of and encumber personalT7Q
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Section 4. POWERS
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property of any nature, or any interest therein;230
(f) enter into agreements or other transactions with any federal,

state or municipal agency;
231

(g) acquire real property, or an interest therein, by purchase or
foreclosure, where such acquisition is necessary or appropriate to
protect or secure any investment or loan in which the corporation
has an interest; to sell, transfer and convey any such property to a
buyer and in the event such sale, transfer or conveyance cannot be
affected with reasonable promptness or at a reasonable price, to
lease such property to a tenant;

122

234
35

236
237
238
239

(h) invest any funds held in reserves or sinking funds, or any
funds not required for immediate disbursement, in such in-
vestments as may be lawful for fiduciaries in the commonwealth;

240
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(i) borrow money by the making of notes and the issuance of
bonds, including tax exempt revenue bonds, and secure such
bonds by the pledge of revenues, mortgages and notes of others,
provided that such notes and bonds shall be payable solely out of
the resources of the CDFC, and provided further that in no case
shall the total indebtedness of the CDFC exceed thirty million
dollars;
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250 (j) appoint officers, employees, consultants, agents and advisors

and prescribe their duties and fix compensation within the
limitations provided by law;
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253 (k) appear in its own behalf before boards, commissions,
departments or other agencies of municipal, state of federal
government;
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(1) procure insurance against any losses in connection with its
property in such amounts, and from such insurers, as may be
necessary or desirable;
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(m) consent, subject to the provisions of any contract with
noteholders or bondholders, whenever it deems it necessary or
desirable in the fulfillment of the purposes of this act, to the
modification, with respect to rate of interest, time of payment of
any installment or principal or interest, or any other terms, of any
mortgage, mortgage loan, mortgage loan commitment, contract or
agreement of any kind to which the CDFC is a party;
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(n) apply for and accept grants, loans, advances and con-
tributions from any source of money, property, labor or other
things of value, to be held, used and applied for the purposes ofthis
chapter;
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270 (o) buy, hold and sell capital participation insturments;



1977] HOUSE No. 6616 9

(p) provide and pay for such advisory services and technical
assistance as may be necessary or desirable to carry out the
purposes of this chapter;

271
272
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(q) exercise any other powers of a corporation organized under
chapter one hundred fifty-six B.

274
275

(r) do any and all things necessary or convenient to carry out its
purposes and exercise the powers expressly granted in this chapter.

276
277

Section 5. ISSUANCE OF STOCK; DEPOSITS; INVEST-
MENTS

«78
119

The authorized capital stock of the CDFC shall consist of one
million shares of non-voting common stock, $lO par value. All of
such shares shall be issued to the commonwealth and shall be held
by the treasurer of the commonwealth, who shall purchase such
shares for the sum of ten million dollars with the proceeds of the
sale of bonds of the commonwealth authorized for this purpose.
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282
283
284
285

After the commencement of the eighth year after the sale of such
bonds and upon the request of the treasurer, the board of directors
of the CDFC shall assist the treasurer in implementing a plan for
the sale of the shares of common stock of the CDFC held by the
commonwealth.
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The corporation shall hold the proceeds of the sale of its stock
and of any notes, bonds or other evidences of indebtedness issued
by it in an account or accounts separate from other funds. The'
corporation shall invest and reinvest said proceeds, and the income
thereof, in only two ways: (1) in the purchase, upon the application
and approval of a CDC, of capital participation instruments in a
specific project located within a target area which is entirely within
and includes at least seventy-fice percent of the residents of the area
of operation of such CDC, provided that the board of the CDFC
finds that the funds will be used in support of said project
consistent with the purposes of this chapter and (2) in the purchase
of such securities as may be lawful investments for fiduciaries in the
commonwealth. Proceeds of these investments may be used to pay
for the normal business expenses of the CDFC.
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All moneys of the CDFC from whatever source derived shall be
paid to the treasurer of the CDFC. Said moneys shall be deposited
in the first instance by the treasurer in one or more national banks,
trust companies or banking companies in compliance with section
thirty-four of chapter twenty-nine. Funds in said accounts shall be
paid out on the warrant or other order of the treasurer of the

305
306
307
308
309
310



HOUSE No. 6616 [October10

311 CDFC or of such other persons or persons as the board may
authorize to execute such warrants or order.312

313 Upon application of a CDC for a specific project the CDFC
may, subject to the restrictions set forth in this section five, agreeto
purchase capital participation instruments of the project, provided
that the CDFC shall find and incorporate in its minutes that:

314
315
316

(1) the project is within the scope of this chapter and may
reasonably be expected to contribute to the redevelopment and
economic well being of the target area within which it is located or
will increase or maintain threatened primary employment within
such target area;

317
318
319
320
321

(2) the project has provided reasonable assurance that it will
conform to all applicable environmental, zoning and building
laws;

322
323
324

(3) the project will be of public benefit and for a public purpose,
and that such benefits, including the addition of retention of
primary employment and of capital in the project’s target area,
shall primarily accrue to the residents of such target area;

325
326
327
328

(4) there is a reasonable expection that the project will be
successful, and that the CDC and project participants are
responsible parties.

329
330
331

(5) the private sector has not provided sufficient capital required
for the project of sufficient primary employment opportunities in
the project’s target area;

332
333
334

(6) the participation of the CDFC is necessary to the successful
funding of the proposed project because funding for the project is
unavailable in the traditional capital markets, or that credit has
been offered on terms that would substantially hinder the success
of the project;

335
336
337
338
339

(7) the applicant CDC meets the standards of a CDC as defined
in section two and appears able to manage its proposed project
responsibilities;

340
341
342

(8) the proceeds of the sale of the capital participation
instruments will be used solely for the costs of the project;

343
344

(9) binding commitments have been made to the CDFC by the
project for adequate reporting of financial data from the project to
the CDFC, which shall include a requirement for an annual or
other periodic audit of the project books, and for such control on
the part of the CDFC as the board shall consider prudent over the
management of the project, so as to protect the investment of the

345
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351 CDFC, including, in the discretion of the board and without
limitation, right of access to financial and other records of the
project, posting of a bond by the principal officers of the project,
and disclosure of personal and family financial interests of such
officers;

352
353
354
355

(10) the CDFC, or the CDFC in combination with its
subsidiary SBIC, shall not own more thanforty-nine percent of the
voting stock in the project;

356
357
358

(11) The CDC shall have an interest in the voting securities, if
any, of the corporation or other organization conducting the
project;

$359
360
361

(12) the CDC will maintain sufficient control over the project to
ensure that public benefit to the project’s target area and public
purposes are maintained. This determination shall be satisfactorily
complied with if any one of the following is satisfied:

362
363
364
365

(a) the project is conducted by a wholly-owned subsidiary of the
CDC;

366
367

(b) the CDC owns a majority of the capital stock of the
corporation or other organization conducting the project and, in
addition, the test set forth in paragraoh (f) of subsection 12of this
section five is also met;

368
369
370
371

(c) the CDC owns a majority of the voting stock of the
corporation or other organization conducting the project;

372
373

(d) the project is conducted by a limited-dividend corporation or
other association organized under the laws of the commonwealth
to provide public benefit and which exists for a public purpose and,
in addition, at least one of the tests set forth in paragraphs (a), (c)
and (f) of subsection twelve of this section five is also met;

374
375
376
377
378

(e) the project is conducted by a nonprofit corporation including
local development corporations organized under the Small
Business Act and, in addition, at least one of the tests set forth in
paragraphs (a), (c) and (f) of subsection twelve of this section five is
also met.

379
380
381
382
383

(f) binding commitments have been made for reporting to the
CDC, and to assure that the CDC retains sufficient control to
ensure that the benefits referred to in section five (three) of this
chapter shall continue to accrue to the residents of the target area
in which the project is located;

1384
385
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(13) provision has been made that should the CDFC desire to
sell or otherwise dispose of its investment in the project, other than

389
390
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in a public offering made in compliance with applicable federal
securities laws, the CDC or its nominee shall have within ninety
days of receipt of notice thereof from the CDFC the right to
purchase such investment at such price and on such terms as shall
be contained in such notice, and that if the CDC or its nominee
shall not make such purchase within such ninety day period (or
shall sooner notify the CDFC that it does not intend to make such
purchase), the CDFC shall thereafter be free at any time to dispose
of such investment at a price no lower and on terms not more
favorable to the purchaser than those set forth in such notice;

391
392
393
394
395
396
397
398
399
400

(14) the CDFC has not invested or loaned more than twenty
percent of its lendable or investable resources in projects
controlled by any one CDC, including the investment.

401
402
403

Such findings when adopted by the CDFC shall be conclusive.404
Section 6. ESTABLISHMENT OF SMALL BUSINESS

INVESTMENT CORPORATION
405
406

The CDFC is hereby specifically authorized to establish a small
business investment corporation. The board of directors of the
CDFC shall sit as the board of directors of the SBIC . This
subsidiary SBIC shall invest equity capital in and make loans to
small businesses which carry out the purposes of this chapter.

407
408
409
410
411

The CDFC is hereby authorized to expend such sums as may be
appropriated or as otherwise become available for initial
investment in the subsidiary SBIC. None of the proceeds derived
from the investment in the common stock of the CDFC provided
for in section five shall be used to support the establishment or
operation of this subsidiary SBIC.

412
413
414
415
416
417

Upon application of a small business for a specific project, the
subsidiary SBIC may provide equity capital or loans to the small
business subject to the restrictions of this chapter. Before any such
transaction is executed, said subsidiary SBIC shall find and
incorporate in its minutes that:

418
419
420
421
422

(1) the project is within the scope of this chapter and may
reasonably be expected to contribute to the redevelopment and
economic well-being of the target area within which it is located or
will increase or maintain threatened primary employment within
such target area;

423
424
425
426
427

(2) in cases where a community development corporation is
participating in the project, the community development corpora-
tion meets the standards of a CDC as defined in section two and

428
429
430
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431 appears able to manage its proposed project responsibilities;
432 (3) binding commitments have been made for adequate
433 reporting of financial data from the small business to the SBIC,
434 which shall include a requirement for an annual or other periodic
435 audit of the books of the small business, and for such control on the
436 part of the SBIC as its board shall consider prudent over the
437 management of the small business, so as to protect the investment

of the SBIC, including, in the discretion of the board and without
439 limitation, right of access to financial and other records of the
440 project, posting of a bond by the principal officers of the project,
441 and disclosure of personal and family financial interests of such
442 officers;
443 (4) the participation of the subsidiary SBIC is necessary to the
444 successful funding of the proposed project because funding for the
445 project is unavailable in the traditional capital markets, or that
446 credit has been offered on terms that would substantilly hinder the
447 success of the project;
448 (5) the proceeds of the investment shall be used solely for the
449 costs of the project;
450 (6) the CDFC, or the CDFC in combination with its subsidiary
451 SBIC, shall not own more than forty-nine percent of the voting
452 stock in any small business;
453 (7) provision has been made that should the subsidiary SBIC
454 desire to sell or otherwise dispose of its investment in the small
455 business, other than in a public offering made in compliance with
456 applicable federal securities laws, the small business or its nominee
457 shall have within ninety days of receipt of notice thereof from the
458 SBIC the right to purchase such investment at such price and on
459 such terms as shall be contained in such notice, and that if the small
460 business or its nominee shall not make such purchase within such
461 ninety-day period (or shall sooner notify the SBIC that it does not
462 intend to make such purchase), the SBIC shall thereafter be free at

|163 any time to dispose of such investment at a price no lower and on
464 terms not more favorable to the purchaser than those set forth in
465 such notice.
466 Section 7. ANNUAL REPORT
467 The CDFC shall annually submit a complete and detailed report
468 of the corporation’s activities within ninety days after the end of
469 the fiscal year to the clerk of the house ofrepresentatives and to the
470 clerk of the senate.
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472 The books and records of the CDFC shall be subject to an
473 annual audit by the auditor of the commonwealth.
474 Section 9. LIBERAL CONSTRUCTION
475 This chapter, being necessary for the welfare of the corn-
-476 monwealth and its inhabitants, shall be liberally construed to effect
477 its purposes.
478 Section 10. SEVERABILITY
479 The provisions of this chapter are severable and if any of its
480 provisions shall be held unconstitutional by any court of
481 competent jurisdiction, the decision of such court shall not affect
482 or impair any of the remaining provisions, or the application of
483 any provisions to facts and circumstances not then before said
484 court.

471 Section 8. ANNUAL AUDIT
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