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Community Development Financial Institution (CDFI)
Frequently Asked Questions

1. What is a Community Development Financial Institution (CDFI)?

A Community Development Financial Institution (CDFI) is a specialized financial institution dedicated to providing
credit, capital, and financial services to underserved markets and populations that traditional financial institutions
typically overlook. CDFIs focus on fostering economic growth, community development, and financial inclusion in
low-income and disadvantaged areas.

¢ Key Characteristics of CDFIs

Mission-Driven: CDFls are designed to improve economic opportunities in underserved
communities by financing projects such as small businesses, affordable housing, and
community facilities.

Flexible Financing: They offer tailored financial products, including loans, investments, and
financial counseling, to meet the specific needs of individuals and organizations.

Nonprofit or For-Profit Models: CDFIs can be structured as credit unions, banks, loan funds, or
venture capital funds.

Certified by the U.S. Treasury: CDFls are officially recognized by the U.S. Department of the
Treasury through its CDFI Fund, which provides financial and technical support to certified
institutions.

¢ What Do CDFIs Do?

Provide loans to small businesses, nonprofit organizations, and real estate developers.
Support affordable housing projects.

Help individuals build credit and financial stability.

Encourage local job creation and retention.

CDFIs have a profound impact on the communities they serve by:
Reducing poverty and inequality.

Promoting entrepreneurship and economic growth.

Improving access to affordable housing and financial education.

2.  What are the benefits of using a CDFI over traditional lending sources?

Using a Community Development Financial Institution (CDFI) over traditional lending sources offers several unique
benefits, especially for underserved individuals, small businesses, and communities. Here are key advantages:

¢ Focus on Underserved Communities

CDFls are mission-driven organizations designed to provide financial services to low-income, minority, and
underserved populations that traditional banks may overlook. They focus on empowering these groups
through access to capital for housing, small business development, and community projects.

¢ Flexible and Customized Financing

CDFIs often offer more flexible loan terms than traditional banks. This includes:

Lower down payments or collateral requirements.
Competitive interest rates tailored to borrowers’ specific financial situations.
More lenient credit requirements, which can benefit those with limited or poor credit histories.
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¢ Technical Assistance and Support
CDFls provide more than just capital. They frequently offer technical assistance and educational services,
such as:
=  Financial literacy training.
=  Business planning and management advice.
=  Workshops on improving creditworthiness or applying for grants.

¢ Relationship-Based Approach
CDFlIs emphasize building long-term relationships with borrowers. They take the time to understand
unique needs and circumstances, making decisions based on the viability of projects and borrowers’
potential rather than solely on financial metrics like credit scores.

¢ Access to Federal and Local Resources
CDFls often have access to government funding, tax credits, and grants, enabling them to offer innovative
financial products like:
=  New Markets Tax Credit financing.
=  Small-dollar loans for startups.
= Affordable housing loans supported by federal programs.

¢ Community Impact
CDFls reinvest profits into their communities, helping to:
= (Create jobs.
=  Develop affordable housing.
=  Support local businesses. This aligns with the values of borrowers looking to contribute to
community development.

¢ Trust and Transparency
As nonprofit or mission-driven organizations, many CDFIs operate with high levels of transparency and
ethical commitment, which appeals to borrowers wary of predatory lending practices sometimes
associated with traditional lenders.

¢ Ideal Candidates for CDFI Lending
=  Entrepreneurs and small businesses starting out or expanding in underserved areas.
= Individuals seeking affordable housing solutions.
=  Community projects needing patient, flexible capital.

CDFlIs serve as vital partners for borrowers who might not fit into traditional lending criteria, offering tools and
resources for financial success while promoting economic equity.

3. Why would banks and insurance companies want to invest or do business with a CDFI?

Banks and insurance companies often invest in or do business with Community Development Financial Institutions
(CDFIs) because it aligns with both their business goals and regulatory obligations while supporting community
development. Here are the key reasons:

¢ Community Reinvestment Act (CRA) Compliance
= Banks are subject to the CRA, which encourages them to meet the credit needs of low- and
moderate-income (LMI) communities. Partnering with or investing in CDFls helps banks earn
CRA credits because CDFIs specialize in serving these underserved communities.

"/
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¢ Social Impact and ESG Goals
= Both banks and insurance companies are increasingly focused on Environmental, Social, and
Governance (ESG) initiatives. Collaborating with CDFls allows them to demonstrate
commitment to social responsibility by investing in economic development, affordable housing,
small businesses, and other critical community needs.

¢ Risk Diversification
=  CDFIs have deep expertise in lending to populations and areas that may be higher risk for
traditional financial institutions. By working with CDFls, banks and insurers can gain exposure
to these markets while relying on the CDFI's specialized knowledge to mitigate risks.

¢ Taxand Financial Incentives
=  Investments in CDFIs can qualify for federal and state tax credits, such as New Markets Tax
Credits (NMTC), which provide financial benefits for investing in economically distressed areas.
=  Some investments may also provide guaranteed returns through programs like the CDFI Bond
Guarantee Program.

¢ Reputation Enhancement
=  Partnering with CDFIs helps financial institutions enhance their public image by demonstrating
a commitment to community development. This can improve their standing with customers,
investors, and regulators.

¢ Market Expansion
= CDFIs often serve underserved markets that may later become viable customer bases for
traditional financial services. By supporting these institutions, banks and insurers can build
relationships with communities and businesses that could eventually require more
conventional financial products.

¢ Mission Alignment
= CDFIs support economic empowerment, small business growth, affordable housing, and
financial inclusion. These align with the values of many banks and insurers, particularly those
with a focus on socially responsible investing or serving underbanked markets.

¢ Examples of Collaboration
= Investments: Banks may invest in CDFls by purchasing their bonds, contributing equity, or
depositing funds that the CDFls use for lending.
=  Loan Participation: Banks may co-lend with CDFls, sharing risks and benefits.
=  Grants and Donations: Banks and insurers may provide philanthropic grants to support CDFI
operations or specific community projects.

Overall, engaging with CDFIs allows banks and insurance companies to fulfill regulatory requirements, enhance
their social impact, and access new business opportunities.

4. How do CDFI’s help banks resolve Community Re-investment Act (CRA) compliance issues?

Community Development Financial Institutions (CDFIs) play a crucial role in helping banks address their Community
Reinvestment Act (CRA) compliance obligations. The CRA requires banks to meet the credit needs of the
communities they serve, including low- and moderate-income (LMI) areas. Here's how CDFls assist banks in
achieving CRA compliance:
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¢ Qualified CRA Activities
Investments in or partnerships with CDFIs often qualify as CRA activities because CDFIs focus on lending
and services in underserved, low-income, and economically distressed areas.

Banks can earn CRA credits by:
=  Providing loans or grants to CDFls.
=  Purchasing CDFl-issued bonds.
=  Depositing funds in CDFI banks or credit unions.
=  Supporting CDFl-administered affordable housing, small business lending, and community
development projects.

¢ Expertise in Target Communities
CDFls specialize in serving communities that are often underserved by traditional banks. By working with
CDFls, banks can fulfill their CRA requirements while relying on the CDFI's expertise to identify and serve
LMI populations effectively.

¢ Risk Mitigation
Banks often hesitate to lend in LMI areas due to perceived risks or lack of familiarity with the market.
CDFls reduce this risk by:
= Acting as intermediaries between banks and borrowers in underserved areas.
= Using their deep community ties and understanding to ensure loan success.
= Offering tailored financial products to meet unique community needs.

¢ Loan Participation and Syndication
Banks can partner with CDFls in loan syndications or participations. This allows banks to share the credit
risk and benefit from the CDFI’s local expertise while receiving CRA credit for their portion of the
investment.

¢ Financial and Technical Support
CDFIs often provide technical assistance and training to borrowers, ensuring loan repayment and
sustainability of projects. This reduces default risk and increases the success of initiatives supported by
CRA-motivated investments.

¢ Public Image and Community Trust
Working with CDFIs enhances a bank’s reputation as a community-oriented institution. This aligns with the
CRA’s intent and demonstrates a commitment to the community, which can positively influence regulatory
evaluations.

¢ Innovative Programs
CDFls often administer innovative programs that align with CRA goals, such as:
e Affordable housing projects.
o Small business loan programs in underserved areas.
e  Financial literacy and credit-building initiatives. Banks can sponsor or support these programs to
meet their CRA obligations.

¢ Key Examples
e Loan Funds: A bank might provide a loan to a CDFI that uses the funds to support affordable
housing projects, qualifying the bank for CRA credit.
e  Grant Programs: Banks may fund technical assistance programs through CDFls to help small
businesses in LMI areas.
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e Deposits: A bank might deposit funds in a CDFI credit union to increase capital available for
lending in underserved communities.
Regulatory Benefits

Regulators such as the Federal Reserve, OCC, and FDIC evaluate banks on their CRA performance. Partnerships with
CDFls enable banks to document impactful, qualified activities that directly address CRA goals. By leveraging CDFI
partnerships, banks not only meet regulatory requirements but also actively contribute to meaningful community
development.

5. How did CDFI’s fare under the first Trump Administration (2016-2020)?

The performance and fate of Community Development Financial Institutions (CDFls) under the Trump
administration were shaped by a mix of challenges and opportunities. Here's an overview:

¢

Initial Concerns Over Funding Cuts:

Early in the Trump administration, proposals to cut funding for the CDFI Fund raised alarms. The 2018
budget proposal suggested eliminating federal support for the program, arguing that private capital could
replace its role. However, bipartisan support in Congress ultimately preserved the fund. The CDFI Fund
received approximately $250 million annually during the administration, comparable to prior levels

Significant Role During the Pandemic:

The COVID-19 pandemic underscored the value of CDFIs as financial "first responders" in underserved
communities. The administration allocated $12 billion to CDFI lenders, primarily through programs like the
Paycheck Protection Program (PPP). This funding enabled CDFls to provide critical support to small
businesses and low-income areas during the crisis

Continued Growth Despite Challenges:

From 2017 to 2021, the CDFI sector experienced growth in membership, assets, and lending volumes,
partially driven by increased recognition of their role in promoting economic equity. However, staffing and
deployment ratios saw strain due to emergency capital infusions and heightened demand

Overall, while there were threats to federal support, CDFIs adapted and thrived in part due to their
established track record, emergency needs during the pandemic, and sustained bipartisan recognition of
their importance in underserved communities. What is the financial outlook for CDFI’s in 2025 and
beyond?

The financial outlook for Community Development Financial Institutions (CDFls) in 2025 and beyond
appears cautiously optimistic, driven by new programs, ongoing bipartisan support, and strategic changes
to enhance their impact. Key factors influencing the outlook include:

=  Federal Support and Program Updates:
i The U.S. Treasury has announced initiatives such as a new affordable housing program
and a pilot grant program to enhance CDFI technology systems, both set to launch in
2025. These efforts aim to increase operational capacity and target underserved
markets effectively.

ii. The CDFI Bond Guarantee Program, which reached a record $498 million in guarantees
in 2024, will continue with updates to broaden access for smaller organizations. The
program's reauthorization under recent legislation reflects strong federal backing.
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=  Shift in Funding Allocation:
i The proposed FY 2025 budget reallocates funds to core CDFI programs by reducing
support for underutilized initiatives like the Healthy Food Financing Initiative. This shift
aligns with increased demand for financial assistance grants among CDFls.

= |egislative Advocacy and Bipartisan Support:

i. Continued bipartisan support is critical for CDFls. Advocacy efforts will focus on
securing funding through the annual appropriations process and pushing for tax credit
legislation beneficial to CDFls, such as the New Markets Tax Credit Extension Act and
other community development investment incentives.

=  Challenges and Opportunities:
i A potential challenge is the introduction of a new CDFI certification process, which
may create compliance burdens but is intended to ensure that certified entities
effectively serve their target markets.

ii. Expanding access to Federal Home Loan Bank capital and exploring innovative
financial solutions remain ongoing opportunities to strengthen CDFI operations and
impact.

Overall, while uncertainties surrounding federal appropriations and economic conditions exist, the proactive
measures being taken by the CDFI Fund and advocates position the sector for sustained growth and greater impact
in underserved communities.

6. What is the financial outlook for CDFI’s in 2025 and beyond?

The financial outlook for Community Development Financial Institutions (CDFIs) in 2025 and beyond appears
cautiously optimistic, driven by new programs, ongoing bipartisan support, and strategic changes to enhance their
impact. Key factors influencing the outlook include:

¢ Federal Support and Program Updates:
= The U.S. Treasury has announced initiatives such as a new affordable housing program and a
pilot grant program to enhance CDFI technology systems, both set to launch in 2025. These
efforts aim to increase operational capacity and target underserved markets effectively.
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¢ Shift in Funding Allocation:
=  The proposed FY 2025 budget reallocates funds to core CDFI programs by reducing support for
underutilized initiatives like the Healthy Food Financing Initiative. This shift aligns with
increased demand for financial assistance grants among CDFls.

¢ Legislative Advocacy and Bipartisan Support:
=  Continued bipartisan support is critical for CDFls. Advocacy efforts will focus on securing
funding through the annual appropriations process and pushing for tax credit legislation
beneficial to CDFls, such as the New Markets Tax Credit Extension Act and other community
development investment incentives.
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¢ Challenges and Opportunities:
= A potential challenge is the introduction of a new CDFI certification process, which may create
compliance burdens but is intended to ensure that certified entities effectively serve their
target markets.

=  Expanding access to Federal Home Loan Bank capital and exploring innovative financial
solutions remain ongoing opportunities to strengthen CDFI operations and impact.

Overall, while uncertainties surrounding federal appropriations and economic conditions exist, the proactive
measures being taken by the CDFI Fund and advocates position the sector for sustained growth and greater impact
in underserved communities.
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