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overview

A community 
development financial 
institution (CDFI) or 
low-income designation 
alone does not increase 
financial and social 
returns for credit 
unions. Directing the 
organizational mission 
toward community 
development will create 
the building blocks for a 
successful CDFI business 
model.

The term community development is commonly used among development 
and social service organizations but not within the credit union system. Yet 
credit unions have been at the heart of community development since their 
inception. Many of them just don’t know it. In this report, we’ll use the 
term community development in its broadest sense, to refer to credit union 
efforts to improve the lives of their members, a mission shared by coopera-
tives everywhere.

Community development is a growing field and business model in the 
credit union system. Over 2013–2014 the number of community develop-
ment financial institution (CDFI) credit unions grew by 28%, to 241. While 
this trend points to community development becoming a credit union busi-
ness model of the future, it also recalls the credit union system’s genesis.

Despite credit unions’ legacy of member focus, there remains a great deal 
of confusion among credit unions concerning the field of community devel-
opment. Misconceptions about the definition of low- income consumer and 
concern over the potential for additional regulatory scrutiny have proven 
off- putting. Similarly, other practitioners of community development, 
including local and state government agencies and certain nonprofits, are 
largely unaware of credit union leadership in the field of community devel-
opment stemming from the operating principles on which credit unions 
were founded.

What is the Research about?

This study sets out to clarify and demystify the community development 
business model for credit unions, as well as to build understanding both 
within and beyond the credit union system of the potential for credit 
union involvement in the community development field. By increasing 
this understanding, greater impacts for credit union members and their 
broader communities are possible.

Low-income designated credit unions, CDFI credit unions, and community 
development credit unions (CDCUs) all focus on serving low- to moderate- 
income consumers. All specialize in serving people or communities with 
limited access to financial services. But what are the distinctions between 
the three designations? What are their benefits? And what are the financial 
implications unique to each?

Executive Summary
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This report:

 → Looks at the three designations used to indicate a credit union’s 
commitment to serving underserved consumers.

 → Summarizes the benefits and limitations of each designation.

 → Presents findings showing that a CDFI certification or low- income 
designation alone does not increase profitability.

 → Identifies community development activities that correlate with 
increased profitability.

What are the credit union implications?

It is important to look at the implications of an increase in low- income des-
ignated and CDFI credit unions. The results of this study suggest that CDFI 
certification or low- income designation alone does not increase financial 
and social returns for the credit union. However, community development 
as a business model, independent from the designations, is associated with 
increased social and financial returns. The building blocks for a successful 
CDFI business model go beyond simply achieving a CDFI designation; they 
include:

 → Mission alignment. A CDFI credit union should have a mission 
and vision directed toward community development. This mission/
vision should be enthusiastically embraced as part of the credit 
union’s culture throughout all levels, from frontline staff to man-
agement and the board of directors.

 → Product/service creation. A CDFI credit union’s products should 
be designed to meet the needs of its members and should be priced 
to ensure a good yield and sustain the operations of the credit 
union. As the credit union maxim says, credit unions are chartered 
for service, not for charity.

 → Partnership development. The most successful CDFI credit 
unions leverage their success through their social service, commu-
nity, and government partners. These partners create a pipeline of 
new borrowers for the credit union and help it stay in touch with 
the needs of consumers living in the community it serves.

 → Building better borrowers. A successful CDFI credit union pro-
vides services that help credit- distressed consumers become better 
borrowers, while creating loyalty. These development services can 
be offered in a classroom setting or one on one through counseling. 
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They can be effectively offered by the credit union itself or through 
one of its community partners. Building a better borrower can also 
be achieved through entry- level products that teach money man-
agement skills such as using a secured credit card.

The significant social and financial returns achieved by adopting com-
munity development as a business model make this step worthy of 
consideration.

PrOFitAbility: lOw-inCOME dESignAtEd CrEdit UniOnS vS. nOn-lOw-inCOME-
dESignAtEd CrEdit UniOnS (2013)

Credit union type

number 
of credit 
unions

net
worth 
ratio rOA

Operating 
expenses/
average 
assets

Provision 
expenses/
average 
assets

Average 
yield on 

loans

noninterest 
income/ 
average 
assets

All non-low-income-
designated credit unions

4,160 10.76% 0.77% 2.73% 0.25% 4.83% 1.30%

low-income designated 
credit unions

2,113 10.84% 0.86% 4.12% 0.33% 5.99% 1.84%



page 7 What iS community deveLopment? fiLene ReSeaRch inStitute

chapteR 1

What Is Community Development?
The term community development is difficult to define because it has so many meanings. It 
has roots in many academic disciplines, including sociology, economics, political science, 
planning, social work, and even architecture.1

In 1955, the United Nations defined the concept of community development as “a process 
designed to create conditions of economic and social progress for the whole community 
with its active participation and fullest possible reliance upon the community’s initiative.”

At its core, community development means people or groups working together to strengthen 
a community, but this strengthening can take many different forms. For example, it can 
be focused on improving regional economic conditions, reducing crime, or improving the 
health of individuals living in the community.

CDFI Credit Unions:  
Foundations for Success
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Credit unions were initially established for the purpose of community development 
130 years before the creation of a community development financial institution certifica-
tion. In 1864, Friedrich Raiffeisen founded Heddesdorf Credit Union as a democratic, 
voluntary, not-for- profit option to make credit accessible to German farmers who had no 
other means to purchase livestock, equipment, seeds, and other items needed to operate 
their farms.

By the start of the twentieth century, the credit union concept had crossed the Atlantic to 
Levis, Quebec, where Alphonse Desjardins organized La Caisse Populaire de Levis. As a 
court reporter, Desjardins had become aware of loan sharks charging outrageous interest to 
working- class borrowers. He organized La Caisse Populaire de Levis to provide affordable 
credit to working- class families. Thus, the first North American credit union was founded to 
provide an alternative to predatory lending, a legacy that continues today.2

That credit union and all that followed were chartered under the rubric of the International 
Credit Union Operating Principles, which convey the spirit of financial inclusion, asset 
building, and social responsibility, concepts that are at the heart of community develop-
ment.3 The principles include:

democratic Structure

 → Open and voluntary membership.

 → Democratic control.

 → Non-discrimination.

Social goals

 → Ongoing education.

 → Cooperation among cooperatives.

 → Social responsibility.

Service to members

 → Distribution to members.

 → Building financial stability.

 → Service to members.
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Thus, credit union organizers have always been innovators and pioneers developing prod-
ucts to increase financial inclusion and asset building.4 Some of these innovations include:

1901: First personal loans based on borrower’s character.

1933: First payroll deduction service for deposits and loan payments.

1961: First financial institution to lend to women in their own names.

1976: First personal line of credit.

1977: First full-service ATM network.

1980: First home equity line of credit.

1982: First debit card service.

1988: First registered educational savings plan.

1995: First PC-based home banking.

1996: First fully functional Internet home banking.

2000: First check imaging service.

The roots of community development and credit unions are intertwined. Community devel-
opment’s American origins have been traced back to President Theodore Roosevelt’s 1908 
Country Life Commission, which studied the needs of rural communities and concluded 
that they would benefit greatly from an American form of cooperative finance. Recom-
mendations from the commission and later study of cooperative finance in Europe led to 
the establishment of the Credit Union National Extension Bureau, which was charged with 
developing a framework for the supervision of credit unions in the United States.

For the purposes of this report, community development refers to credit union efforts to 
improve the socioeconomic well- being of members and their geographic communities 
through products, development services, and outreach.
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chapteR 2

The Low-Income Credit Union 
Designation

Legislative and Regulatory history
In 1970, Congress amended the Federal Credit Union Act by passing Public Law 91-468, 
which gave the National Credit Union Administration (NCUA) board the authority to define 
“low- income member” and to allow credit unions serving predominantly low- income 
members to receive nonmember deposits. This came at a time when Congress was showing 
increased concern over a lack of capital available to low- income individuals and com-
munities. Seven years later Congress passed the Community Reinvestment Act, which 
established guidelines for banks and thrifts, requiring them to meet the lending needs of 
the communities in which they were located.

Almost three decades later Congress passed the 1998 Credit Union Membership Access 
Act (Public Law 105-219). The act gave special treatment to low- income credit unions by 
exempting them from the act’s member business loan limits. The act also established bright 
line prompt corrective action net worth standards and allowed low- income credit unions to 
include uninsured secondary capital in their net worth calculations.5

In 2008, the NCUA board made regulatory changes that simplified the low- income designa-
tion criteria, shifting from the use of median household income (MHI) to the use of median 
family income (MFI). Each term has a unique US Census Bureau definition. MFI includes 
the income of all family members living in the same household, while MHI includes 
the income of all people occupying a housing unit regardless of their relationship (e.g., 
roommates). MFI is typically higher than MHI, especially in places that have a high concen-
tration of singles and few families.6 This change had the effect of increasing the number of 
credit union members falling below the income benchmark and thus the number of credit 
unions qualifying as low- income credit unions. The change also aligned the low- income 
designation criteria more closely with the NCUA’s criteria for adding an underserved area to 
a federal credit union’s field of membership and certification as a community development 
financial institution (CDFI).

Finally, in 2012 the NCUA initiated a campaign to streamline the process for becoming a 
low- income credit union, easing barriers to entry. During that year, the NCUA prequalified 
1,003 credit unions for low- income designation eligibility based on call report data. The 
NCUA’s campaign to educate credit unions on the benefits of the low- income designation 
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and streamline the process nearly doubled the number of low- income designated credit 
unions within a two-year period. At the time the campaign was announced in August 
2012 there were 1,140 low- income credit unions; by August 2014, 2,107 credit unions had 
received the low- income designation.

What is a Low-income credit union?
Low-income credit union is an optional designation available to credit unions that pre-
dominantly serve low- income members.7 The NCUA has interpreted predominantly to mean 
that more than 50% of the credit union’s members are low income (i.e., 50% of the credit 
union’s members plus one member).

A low-income member is a credit union member who earns 80% or less of the total median 
earnings for individuals (area median income) or families (area median family income) in 
the area where the member lives.8 The NCUA calculates median earnings using US Census 
data. Calculations of median income also depend on whether members live in a metropoli-
tan or nonmetropolitan area.

A metropolitan area is a geographic area identified by the Office of Management and 
Budget that includes a core urban area with a population of at least 50,000. In metropoli-
tan areas, the NCUA calculates area median income using the greater average income for 
either:

 → The metropolitan area where the member lives.

 → The national metropolitan area.

For nonmetropolitan areas, the NCUA calculates area median income using the greater of 
either:

 → Statewide nonmetropolitan area median family income.

 → National nonmetropolitan area median family income.

The term low-income members also automatically includes members enrolled as students in 
a college, university, high school, or vocational school.

There are three paths to becoming a low- income designated credit union: (1) automatic 
NCUA qualification, (2) submission of a designation request application to the NCUA, and 
(3) application to a state regulatory authority with concurrence from the NCUA.
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automatic Low-income designation Qualification
The simplest and most streamlined way of becoming a low- income designated credit union 
is to qualify automatically. The NCUA notifies federal credit unions that they qualify as a 
low- income credit union based on data obtained through its AIRES downloads as part of a 
credit union’s regular examination.9 The designation is not automatic and a credit union 
may choose not to accept it (e.g., if the credit union decides its long-range strategies aren’t 
aligned with focused service to low- income members). If a credit union chooses to accept 
the designation, it must notify the NCUA in writing within 90 days of notification.

Low-income designation through application
If a federally chartered credit union does not automatically qualify, the credit union can 
apply to receive a low- income designation by providing the NCUA with a statistically valid 
sample of its members.10 This sample must exclude zero- balance accounts and businesses 
and must include members’ street addresses. The sample must show that more than 50% of 
the credit union’s members reside in identified low- income zip codes or that members meet 
the NCUA’s definition of a low- income member using member income figures drawn from 
loan applications or surveys. The sample should also identify students, since a student is 
automatically defined as a low- income member.

State-chartered credit union Low-income designation
For state-chartered credit unions, the path to a low- income designation is less direct. Just a 
handful of states have adopted their own state statutory provisions for qualifying as a low- 
income credit union.11 NCUA rules recognize that a state- chartered credit union receives 
its low- income designation from its state regulator, but only with the concurrence of the 
NCUA.12

In practice this concurrence takes place in one of two ways. The first and overwhelmingly 
most common way occurs when the NCUA notifies a state- chartered credit union that it 
qualifies for low- income designation through its routine analysis of call report data. If 
the state- chartered credit union wishes to pursue the designation, it sends a copy of the 
NCUA’s notification to its state regulator. After the state- chartered credit union receives 
approval from its state regulator, it forwards this approval to the NCUA for finalization of its 
designation.

If the NCUA’s routine analysis of credit union data doesn’t prequalify a state- chartered 
credit union for a low- income designation, a state charter may work to produce its own 
data and present the data to its state regulator for approval, followed by concurrence by the 
NCUA and finalization of its designation.
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What are the benefits of a Low-income designation?
There are a number of benefits to seeking designation as a low- income credit union, includ-
ing the following.

acceptance of nonmember deposits
Low-income designated credit unions may accept nonmember deposits from sources other 
than public entities and other credit unions.13

participation in the community development 
Revolving Loan fund (cdRLf) program

Established by Congress in 1979, the CDRLF is an appropriated fund that provides finan-
cial assistance to low- income designated credit unions in the form of technical assistance 
grants or low- interest loans (up to $300,000).14 The NCUA Office of Small Credit Union Ini-
tiatives (OSCUI) administers and manages the CDRLF. Credit unions requesting funds must 
use the proceeds to enhance member services by extending new or improved products or 
services to members, potential members, and their communities.

issuance of Secondary capital
Low-income designated credit unions may include secondary capital that meets NCUA 
standards in the computation of their net worth.15

exemption from the Statutory member business Lending cap
Credit unions with a low-income designation are exempt from the NCUA’s 12.25% cap on 
member business lending.16

free consulting through oScui
OSCUI administers a Small Credit Union Program Consulting Service, with hands-on 
consulting provided by economic development specialists. This service is available to 
low- income designated credit unions whether or not they meet the definition of a “small 
credit union” (less than $50 million [M] in assets). Consulting services include operational 
assistance with budgeting, internal controls, policy development, and compliance; strate-
gic management; and training.

field of membership expansion
Federally chartered multiple common bond credit unions with a low- income designation 
can include in their field of membership associational groups formed for the sole purpose 
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of making credit union services available to low- income credit unions within their field of 
membership.

Credit union community field of membership eligibility is based on whether a consumer 
lives, works, worships, or attends school in a community within the credit union’s field of 
membership. However, NCUA rules give federally chartered community credit unions with 
a low- income designation the latitude to also serve people who participate in programs to 
alleviate poverty or distress in the community and those who participate in associations 
headquartered in the community.17

Regulatory flexibility
The NCUA has formally published guidance to help examiners understand and supervise 
low- income designated credit unions. For example, the guidance recognizes that low- income 
designated credit unions may need to adopt underwriting standards that accommodate 
members’ lack of employment history or need for small loans. The guidance directs examin-
ers to take these member characteristics into account when evaluating low- income credit 
union loan portfolios and the products and services that low- income credit unions offer.18

What are the drawbacks of a Low-income designation?
As a matter of public policy, the NCUA’s low- income designation is intended to ease regula-
tory burdens, provide access to capital and technical assistance, and generally to help 
credit unions serve low- income consumers. However, there is a potential drawback to the 
designation: perception. The phrase low- income can have unwanted connotations. Credit 
union boards of directors and staff may mistakenly believe their credit union is shifting 
its focus to serving the homeless or other extremely low- income consumers instead of the 
working- class consumers it has served since it was chartered. Stakeholders might also per-
ceive that the credit union will principally serve low- income consumers.

As part of its 2012 campaign to streamline the process for becoming a low- income credit 
union, the NCUA prequalified over a thousand credit unions for low- income designation 
based on their call report data. In other words, qualification for low- income designated 
status for these credit unions was based on service to existing members. The same is true 
for other credit unions seeking low- income designated status. Unless the credit union has 
sought a field of membership change, the reality is that most credit unions that qualify for 
low- income designated status do so because they currently serve low- income consumers.

Perception can be a powerful force. However, credit unions seeking low- income designa-
tion can counter the baggage and perception issues associated with serving low- income 
consumers with internal training and external communication as necessary.
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chapteR 3

CDFIs

Legislative history
The CDFI Fund was created under the Riegle Community Development and Regulatory 
Improvement Act of 1994, which was signed into law by President Bill Clinton on Septem-
ber 23, 1994.19 The CDFI Fund was established “to promote economic revitalization and 
community development through investment in and assistance to community development 
financial institutions, including enhancing the liquidity of community development finan-
cial institutions.”20

The CDFI Fund was created as a government corporation in the executive branch operat-
ing as a bureau of the US Treasury Department. As with other federal agencies, the chief 
administrator of the CDFI Fund is appointed by the president. The chief administrator 
answers to the 15-member Community Development Advisory Board, which includes six 
representatives from federal agencies and nine private citizens chosen by the president. 
The private citizen board members include two CDFI officers, two representing depository 
financial institutions, two representing consumer interest organizations, two with expertise 
in community development, and one with knowledge of lending issues experienced by 
American Indian tribal members on reservations.

Programs administered by the CDFI Fund are made possible through Congressional appro-
priations. Fortunately, CDFI programs have maintained bipartisan support during a period 
of increasing divisiveness in Congress. Since being signed into law by Bill Clinton, the pro-
gram has received the support of Presidents George W. Bush and Barack Obama. During the 
last recession, President Obama used the CDFI Fund in his plans to stabilize and rebuild 
the economy, boosting financial and technical assistance awards distributed through the 
program and expanding its New Market Tax Credit program.

What is a cdfi?
A CDFI is an organization that:

1. Is a legal entity.

2. Has a primary mission of promoting community development.

3. Serves an eligible target market.
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4. Provides development services in conjunction with equity investments or loans, 
either directly or through a subsidiary or affiliate.

5. Is accountable to its target market.

6. Is not an agency or instrumentality of the government or a government unit.

cdfi Qualification #1: Legal entity
The legal entity criterion is the easiest of the six CDFI qualifications to meet. All credit 
unions have a charter issued by their state regulator or the NCUA. As such, every credit 
union is considered a legal entity.

Any legal entity that meets the six qualification standards can be designated as a CDFI. The 
designation is not limited to depository financial institutions such as credit unions and 
banks but is also available to nondepository loan funds, community development corpora-
tions, holding companies, and venture capital funds.

cdfi Qualification #2: primary mission of 
promoting community development

A CDFI must be focused on community development—on improving the well- being of its 
community.

Neither community nor community development has statutory or regulatory definitions, so 
these terms can be interpreted broadly. A “community” can be a traditional geographic 
community or it can represent any community of members served by the credit union.

This eligibility requirement is easy for credit unions to meet because of their philosophi-
cal mission as not-for- profit financial cooperatives chartered to serve their members (their 
“community”).

Any credit union with a low- income designation from the NCUA automatically meets the 
CDFI Fund’s “primary mission” qualification for eligibility.

cdfi Qualification #3: Serves an eligible target market
In order to qualify as a CDFI, a credit union must serve an eligible target market. There are 
three types of eligible target markets:

1. An investment area (IA).

2. A low- income targeted population (LITP).

3. An other targeted population (OTP).
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IAs are geographic areas identified by the CDFI Fund as experiencing economic distress 
and an unmet need for loans and financial services.21

An LITP is an identifiable group of low- income people.22 However, low- income has a 
specific statutory definition under the Riegle Community Development and Regulatory 
Improvement Act. Under the act, low- income is defined as:

a. For metropolitan areas, 80% of the area median income.

b. For nonmetropolitan areas, the greater of:

(i) 80% of the area median income.

(ii) 80% of the statewide nonmetropolitan area median income.

For example, in 2013 the average metropolitan area median family income in Wisconsin 
was $69,900. Therefore, an individual or family in Madison earning less than $55,920 
(80% of the average median family income) would qualify as low- income. In other words, 
the government definition of low- income individuals is what most of us would consider 
people with a moderate income—the same type of working- class people who founded 
many US credit unions. Credit unions often find that a substantial portion of their existing 
members fall under the government’s definition of low- income even though these members 
aren’t considered to be in poverty.

In addition to low-income consumers, the CDFI Fund recognizes “other targeted popula-
tions,” groups of people who have traditionally been denied access to financial products 
and services. For example, the CDFI Fund has recognized African Americans, Native Ameri-
cans, Native Hawaiians residing in Hawaii, Hispanics, Alaska Natives residing in Alaska, 
Asian Americans, women, and Other Pacific Islanders residing on other Pacific Islands in 
this category.

At least 60% of the credit union’s activities must be directed toward the eligible target 
market. However, more than one type of target market can be served to meet the 60% 
benchmark.

cdfi Qualification #4: provides development Services 
in conjunction with equity investments or Loans

A CDFI must be a financing entity—its primary business activity must be making loans or 
equity investments. Any financial institution could meet this definition. However, in order 
to qualify as a CDFI, an applicant must provide development services along with its loans, 
whether directly or through a subsidiary or affiliate. A development service is an activity 
that isn’t lending but is designed to make lending more successful.23 Generally these are 



figuRe 1

tArgEt MArKEt EXAMPlES

Members served Eligible target market

One Federal Credit Union 
(OFCU)

People working for Acme 
Corporation, 75% of whom fall under 
the federal definition of low-income.

OFCU serves over 60% of members 
that meet the definition of an LITP.

two Credit Union (tCU) People working for various 
companies in the downtown Detroit 
area, 65% of whom live within an IA 
designated by the CDFI Fund.

TCU serves 65% of members living 
within an IA.

three Community Credit Union 
(tCCU)

People living or working in downtown 
Atlanta who, on average, earn 
more than 80% of the metropolitan 
average but are 70% African 
American.

TCCU serves 70% of members falling 
under the definition of an OTP.

Four Federal Credit Union 
(FFCU)

People who live or work in Memphis, 
25% of whom live in an IA, 25% of 
whom are considered low-income, 
and 25% of whom are African 
American.

FFCU combines three target markets 
to show that at least 60% of its 
activities are directed toward an 
eligible target market by showing 
that 25% of members live in an IA, 
25% meet the definition of an LITP, 
and another 25% are recognized by 
the CDFI Fund as an OTP.
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activities that do not generate profit for the credit union but might mitigate loss or make a 
consumer eligible to receive a loan. Examples of development services include credit coun-
seling, business planning, and classes for first-time homebuyers.

cdfi Qualification #5: accountable to its target market
A CDFI must be accountable to the residents of its investment area or targeted population.

A credit union can meet this qualification by showing that its board of directors is elected 
from members who live in the investment area or fall into the targeted population it serves. 
For example, a credit union serving an IA target market should have board members that 
live or own businesses within the IA; a credit union serving an LITP should have board 
members that fall under the definition of low- income; and a credit union using OTP criteria 
should have representatives from the OTP on its board.

Accountability can also be shown through the use of an advisory board representing the 
target market.
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cdfi Qualification #6: not an agency or instrumentality of the government
Even though credit unions are created by statute, they aren’t considered part of the govern-
ment, making this qualification easy to meet.

What are the benefits of cdfi certification?
There are a number of benefits to seeking certification as a CDFI, including the following.

access to financial and technical assistance grants
A principal motivator for seeking CDFI certification is that only organizations certified as 
CDFIs are eligible for grants administered by the CDFI Fund. These grant programs are 
shown in Figure 2.

figuRe 2

CdFi FUnd grAnt PrOgrAMS (CONTINUED)

Program who may apply

Maximum 
annual award 

amount* Permissible use of award

Financial Assistance 
Awards Category i: 
Small & Emerging 
CdFi Assistance 
(SECA)

CDFIs or organizations that can be certified as a 
CDFI before the award is granted.

SECA applicants are generally younger 
organizations or smaller in size. Only credit 
unions with $10M or less in assets as of the end 
of the prior year may apply for a SECA award.

$700,000 Awards may be used toward a credit union’s 
capital reserves or loan loss reserves or to support 
the purchase of financial products, financial 
services, and development services. Awards 
require matching funds equal to 25% of funds 
requested.

Financial Assistance 
Awards Category ii 
(Core)

CDFIs or organizations that can be certified as a 
CDFI before the award is granted.

Core applicants are generally more established 
CDFIs that do not qualify for SECA awards.

$2M Awards may be used toward a credit union’s capital 
reserves or loan loss reserves or to support the 
purchase of financial products, financial services, 
and development services. Awards require 100% 
matching funds, but credit unions can use retained 
earnings to meet matching-fund requirements.

native American 
CdFi Assistance 
(nACA) Financial 
Assistance Awards

CDFIs or organizations that can be certified as a 
CDFI before the award is granted.

Awards in this category are only available to 
entities certified as serving Native American 
communities (i.e., at least 50% of its activities 
are directed toward serving Native Americans, 
Alaska Natives, or Native Hawaiians).

Applicants meeting NACA program qualification 
standards may apply for a Core Financial 
Assistance Award and a NACA Financial 
Assistance Award concurrently, increasing 
chances of grant funding. However, only one of 
the applications will be funded.

$750,000 NACA awards may be used toward a credit union’s 
capital reserves or loan loss reserves or to support 
the purchase of financial products, financial 
services, and development services. Awards 
require 100% matching funds.
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figuRe 2

CdFi FUnd grAnt PrOgrAMS (CONTINUED)

Program who may apply

Maximum 
annual award 

amount* Permissible use of award

Healthy Food 
Financing initiative 
Financial Assistance 
(HFFi-FA)

CDFIs or organizations that can be certified as a 
CDFI before the award is granted.

HFFI awards are provided as a supplement to 
Financial Assistance awards. Only applicants 
that have been selected to receive a Financial 
Assistance award are eligible for these 
supplementary funds.

Grants in this category are awarded to 
organizations working to eliminate food 
deserts—low-income neighborhoods with 
limited access to affordable, nutritious food— 
by expanding the supply of nutritious foods, 
increasing the distribution of agricultural 
products, and developing and financing grocery 
stores.

$5M Awards may be used toward a credit union’s 
capital reserves or loan loss reserves or to 
support the purchase of financial products, 
financial services, and development services. The 
matching-fund requirement for HFFI-FA recipients 
has traditionally been waived.

technical 
Assistance Awards

CDFIs or organizations that can be certified as a 
CDFI before the award is granted.

$125,000 Awards may be used for building capacity to 
provide affordable financial products and services 
(e.g., purchasing equipment, consulting, or 
contracting services; paying the salaries of 
personnel; and for training).

There are no matching-funds requirements for 
Technical Assistance Awards.

nACA technical 
Assistance Awards

Native CDFIs or organizations proposing to 
become a Native CDFI.

$150,000 Awards may be used for building capacity to serve 
native communities and/or become a certified 
Native CDFI.

There are no matching-funds requirements for 
NACA Technical Assistance Awards.

bank Enterprise 
Award (bEA) 
Program

FDIC-insured banks that demonstrate an 
increase in investing in CDFIs or an increase 
in their own lending or investing in distressed 
communities.

Awards provide an incentive for increased 
investment in CDFIs or in distressed 
communities.

While credit unions are not eligible to receive 
BEAs, CDFI-certified credit unions are eligible to 
receive investments from banks participating in 
the program.

$2M Awards may be used for providing loans, deposits, 
technical assistance, equity, or grants to CDFIs 
or for providing loans and financial services to 
consumers in distressed communities.

*Program awards are subject to an aggregate $5M funding cap every three years, excluding HFFI awards (e.g., a credit union that received a $2M award 
in year 1 and a $2M award in year 2 would be limited to a $1M award in year 3).
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The majority of grants available through private foundations or 
public entities require applicants to be chartered as charitable 
nonprofits, making these grants unavailable to credit unions. 
However, CDFI Fund grants are specifically designed for financing 
organizations and represent substantial monetary infusions. In 
2014, the CDFI Fund distributed $160M in grant awards.

access to the new markets tax credit program
The New Markets Tax Credit Program provides a credit against 
federal income taxes for investors that make qualified equity 
investments in certified community development entities. These 
community development entities must then use the proceeds of the investment to make 
qualified investments in low- income communities or investments in or loans to qualified 
targeted populations (such as low- income people). The federal tax credit is taken over a 
seven- year period and equates to 39% of the original investment. The investment must 
remain in the community development entity for the full seven- year credit period.24

credentialing Status
The CDFI credential is respected within the community development field. It is a market 
differentiator, setting applicants apart from other financial institutions, and it increases the 
ability to raise funds from corporate donors, government entities, and foundations.

eligible investments under the community Reinvestment act
Bank loans and investments in a CDFI constitute a qualified Community Reinvestment Act 
activity for banks required to comply with the act.25 This can create additional sources of 
leveraged funds for CDFI- certified credit unions.

federal home Loan bank System membership
CDFIs are authorized to become members of the Federal Home Loan Bank (FHLB) System, 
which provides access to funding and the opportunity to participate in the FHLB commu-
nity development grant program.26

Regulation Z ability to Repay Rule exemption
The Consumer Financial Protection Bureau’s Ability to Repay Rule went into effect in 
January 2014. The rule originated from the Dodd-Frank Wall Street Reform and Borrower 
Protection Act, which amended the Truth in Lending Act and resulted in changes to Regula-
tion Z.27 The statute and rule require mortgage lenders to evaluate whether borrowers can 

figuRe 3

CdFi FUnd grAnt PrOgrAM AwArd 
AvErAgES (2014)

grant program Average award amount

Core $1,512,411

SECA $475,892

technical Assistance $116,800
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truly afford to pay back their proposed mortgage, and they create a statutory safe harbor. 
Mortgages made under standards outside the safe harbor require considerable recordkeep-
ing to protect lenders from potential liability. CDFIs are exempt from the Regulation Z 
Ability to Repay Rule.28 Exempting CDFIs from regulatory requirements could become a 
trend, recognizing their need to adopt unusual underwriting standards in order to accom-
modate underserved consumers.

community development capital initiative (cdci)
The CDCI was an initiative under the Troubled Asset Relief Program (TARP), with funds 
directed specifically to CDFIs for the purpose of increasing lending to small businesses and 
funding community development projects to spur new economic growth during the reces-
sion. Programs such as the CDCI can be reauthorized by Congress, utilizing CDFIs as an 
effective tool for deploying capital to underserved markets.

cdfi bond guarantee program
The CDFI Bond Guarantee Program was enacted through the Small Business Jobs Act of 
2010 on September 27, 2010.29 The legislation directs the Treasury Department to guar-
antee the full amount of notes or bonds issued to support CDFI lending in underserved 
communities.

member business Lending exemption
Credit unions certified as CDFIs are exempt from the NCUA’s cap on member business 
lending.30

uS Small business administration (Sba) community 
advantage Loan guaranty program

The SBA’s Community Advantage program offers loan guarantees on SBA 7(a) loans of up 
to $250,000 to mission- focused lenders including CDFIs.31

cdfi fund capacity building initiative
The Capacity Building Initiative provides free training to CDFIs and serves as a resource 
bank of best practices on topics such as affordable housing, business lending, portfolio 
management, risk assessment, healthy food financing, and capitalization.
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eligibility for nongovernmental grant programs
As respect for the CDFI credential grows, certification as a CDFI may become a more com-
mon application requirement in nongovernmental grant programs. For example, the CDFI 
credential is a prerequisite in the application for the Opportunity Finance Network’s NEXT 
Awards.32

What are the drawbacks of cdfi certification?
There are some drawbacks to seeking certification as a CDFI.

initial and maintenance expenses
Obtaining CDFI certification can be an esoteric and time- consuming process requiring 
substantial documentation. A credit union that retains a subject matter expert to complete 
its application incurs hard dollar costs. A credit union that completes its own application 
incurs the “soft” cost of employee time spent collecting documents, completing forms, and 
learning about CDFI regulatory requirements.

higher expenses, higher provision for Loan Losses
While CDFI credit unions that are actively engaged in community development activities 
can be the most profitable credit unions (see Chapter 7), CDFI credit unions can also have 
higher provision for loan losses and higher operating expenses (see Figure 5 in Chapter 6). 
This is not surprising, since employee costs represent a large portion of most credit unions’ 
operating expenses, and credit unions that work with credit- challenged members may 
need to spend more one-on-one time with members helping them establish credit, transfer 
loans, balance checkbooks, and establish saving habits.

peer group distortion
Another potential drawback of CDFI certification might be best termed “peer group distor-
tion.” Credit unions often look to the NCUA’s peer groups to compare their key ratios with 
those of other credit unions. However, success may be defined differently for CDFI credit 
unions, and the NCUA does not maintain a distinct peer category for CDFIs. Without under-
standing why there may be differences between key ratios, the perceptions of credit union 
boards and management may be distorted by side-by-side comparisons. This distortion 
can also seep into pricing. All successful credit unions must price products and services 
commensurate with risk. Because credit- distressed members represent higher credit risk, a 
CDFI credit union’s non-CDFI peers are likely to price products differently than the CDFI.



page 24 community deveLopment cRedit unionS fiLene ReSeaRch inStitute

chapteR 4

Community Development 
Credit Unions

Community development credit union, or CDCU, isn’t a statutory term used in the Federal 
Credit Union Act or the Riegle Community Development and Regulatory Improvement Act. 
The term was coined by the National Federation of Community Development Credit Unions 
to refer to credit unions that have a mission of serving low- to moderate- income people and 
that are dedicated to revitalizing low- income communities.33 These credit unions might 
be CDFI certified, or they might specialize in serving people or communities with limited 
access to financial services, be interested in CDFI certification, or be supportive of CDFI- 
certified credit unions and/or community development.

There is no application or designation process for becoming a CDCU; as a result, it’s dif-
ficult to track growth trends. Credit unions self- designate as a CDCU, and many low- income 
designated and CDFI credit unions elect to identify themselves as CDCUs.

Interest in community development continues to grow. Between 2012 and 2014, the num-
ber of low- income designated credit unions increased by approximately 85%, and the 
number of CDFI credit unions increased by just over 23%. At the same time, there has been 
increased interest in the development of regional CDFI coalitions, such as the New York 
Coalition of Community Development Financial Institutions (founded by the National 
Federation of Community Development Credit Unions), and statewide credit union efforts 
to improve consumer prosperity and opportunity, such as Community Development Across 
Missouri and Community Development Across Florida.
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chapteR 5

What These Designations Are Not
When trying to understand what something is, it’s sometimes helpful to look at what it 
isn’t.

a cdfi isn’t necessarily a Low- income designated credit union and 
a Low- income designated credit union isn’t necessarily a cdfi

A CDFI designation is conferred on a credit union by the CDFI Fund. A low- income desig-
nation is conferred on a credit union by the NCUA. The two designations have somewhat 
similar standards associated with them, but there are important distinctions. Each des-
ignation comes with its own discrete benefits. CDFI credit unions can’t take advantage of 
low- income designated credit union benefits without becoming a low- income designated 
credit union. Low- income designated credit unions can’t take advantage of CDFI benefits 
without becoming a CDFI.

a cdfi isn’t necessarily a community chartered credit union
While state credit union acts may recognize additional charter forms and hybrids, the 
Federal Credit Union Act recognizes three types of federal credit union charters: single 
common bond (occupational and associational), multiple common bond (more than one 
group, each having a common bond of occupation or association), and community. This 
doesn’t mean that a credit union chartered to serve a single common bond can’t become a 
CDFI. The credit union just needs to serve its own “community” of members.

cdfi and Low-income designated credit unions 
don’t Just Serve people in poverty

One of the most common misconceptions is that a CDFI or low- income designated credit 
union only serves extremely low- income consumers because the Federal Credit Union Act 
and the Riegle Community Development and Regulatory Improvement Act use the term 
low- income. However, the definition of low- income under the act includes average Ameri-
can families with moderate income, not just those in poverty. In other words, when credit 
unions consider these designations they should think of working- class Americans with a 
steady income, not homeless persons.
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chapteR 6

Performance Analysis

introduction
A credit union’s overall financial performance is affected by five financial components: 
(1) yield on assets, (2) noninterest income, (3) cost of funds, (4) operating expenses, and 
(5) provision for loan losses. Credit unions serving low- income consumers aren’t exempt 
from the need to balance these five components for long-term viability (whether or not 
they receive grant funds to subsidize expenses). However, CDFI and low- income desig-
nated credit unions may balance the components differently than a mainstream credit 
union would. For example, credit unions serving low- income members may have higher 
operational costs resulting from additional staff and time spent providing development 
services to members in the form of financial coaching, processing more smaller dollar 
loans, increased collections efforts, and explaining services to first-time borrowers. To off-
set higher operating expenses, low- income designated and CDFI credit unions rely on the 
other profitability components to achieve high financial performance.

impact of Low-income designation and cdfi certification on 
profitability

To determine the financial implications of the designations, the authors compared the 
overall profitability of CDFI and low- income designated credit unions with non-CDFI and 
non-low-income- designated credit unions. The authors began the analysis expecting to 
see a higher return on assets (ROA) for low- income designated and CDFI credit unions. The 
evidence proved this theory correct for the low- income designation, but the CDFI certifica-
tion alone did not correlate with increased credit union profitability.

Low-income designated credit unions have higher Roa and 
net Worth Ratios

In 2013, the ROA for low- income designated credit unions was 0.86%, higher than the 
0.77% for non- low-income- designated credit unions. Low- income designated credit unions 
also had higher ROA in 2012 and 2014. The average ROA for low- income designated credit 
unions for the 2012–2014 period was 0.95% compared to 0.79% for non-low-income- 
designated credit unions.
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The average net worth ratio in 2013 was also higher for low- income designated credit 
unions at 10.84% compared to 10.76% for non-low-income- designated credit unions. At 
10.78%, the three-year average for low- income designated credit unions was slightly higher 
than the non-low- income-designated average of 10.72%.

A closer look at the 2013 components of profitability shows that the low- income desig-
nated credit unions had higher operating costs (operating expenses/average assets) and 
slightly higher provision expenses as a percentage of average assets. The higher operating 
expenses are largely due to the fact that low- income designated credit unions have lower 
average deposits per member ($7,718 vs. $9,911 for non-low- income-designated credit 
unions). As a result, they must serve more members per assets. Their slightly higher provi-
sion expenses are due to the fact that they serve a membership with significantly more 
financial challenges.

Despite higher operating and provision expenses, low- income designated credit unions 
had higher ROAs. This was due to their higher yield on loans and noninterest income as 
a percentage of average assets. Loan yields were higher because low- income designated 
credit unions must charge higher loan rates to compensate for greater risk. Low- income 
designated credit unions also had a slightly higher loan-to-share ratio (72.2% vs. 70.6% for 
non-low-income- designated credit unions), which increases profitability in today’s low-
interest- rate environment.

Low-income designated credit unions have higher 
noninterest income

Noninterest income is any type of income generated from fees or services unrelated to 
interest on loans or income from investments. Interchange income from debit and credit 
transactions and overdraft fees are the two most important sources of noninterest income 
for credit unions. Together they typically account for 60%–70% of total noninterest income. 

figuRe 4

PrOFitAbility: lOw-inCOME dESignAtEd CrEdit UniOnS vS. nOn-lOw-inCOME-
dESignAtEd CrEdit UniOnS (2013)

Credit union type

number 
of credit 
unions

net
worth 
ratio rOA

Operating 
expenses/
average 
assets

Provision 
expenses/
average 
assets

Average 
yield on 

loans

noninterest 
income/ 
average 
assets

All non-low-income-
designated credit unions

4,160 10.76% 0.77% 2.73% 0.25% 4.83% 1.30%

low-income designated 
credit unions

2,113 10.84% 0.86% 4.12% 0.33% 5.99% 1.84%
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This component of profitability is influenced by the products offered by the credit union 
and the credit union’s fee strategy. Other factors influencing noninterest income include 
the field of membership’s tolerance for fees, competitive pressures, and the board’s attitude 
toward fees.

Credit unions that serve members with low and moderate incomes tend to have higher 
noninterest income. This income is necessary to cover higher expense- to-asset ratios. Many 
members served by these credit unions maintain low deposit and loan balances, and this 
type of other income helps offset the lower profits from these services.

cdfi certification correlates with Slightly Lower Roa
In 2013, CDFI credit unions had a lower ROA than credit unions without CDFI certification 
(0.63% vs. 0.79%). They also had a lower net worth ratio (9.91% vs. 10.80%).

An analysis of the components of profitability shows higher operating and provision 
expenses for CDFIs. This is also true of low- income designated credit unions. While operat-
ing expenses for low- income designated credit unions were 139 basis points higher than 
those for non-low-income- designated credit unions, operating expenses for CDFIs were 
120 basis points higher than those for non-CDFIs (4.34% vs. 3.14%).

Similar to low- income designated credit unions, CDFIs had higher loan yields and nonin-
terest income. Loan yields for CDFI credit unions were 69 basis points higher than those of 
their non-CDFI counterparts, while noninterest income was 59 basis points higher.

In recent years, noninterest income has become a more crucial part of a credit union’s 
bottom line because of low interest rates and competitive pressures. CDFIs serve members 
who are commonly denied services at mainstream financial institutions. CDFIs promote the 
offering of necessary financial services to help stabilize household finances. To ensure that 
internal expenses are covered for various programs and that the overall financial strength 
of the credit union is not compromised, fee income is assessed. This provides the double 

figuRe 5

CrEdit UniOn PrOFitAbility: CdFis vS. nOn-CdFis (2013)

Credit union type

net 
worth 
ratio rOA

Operating 
expenses/
average 
assets

Provision 
expenses/
average 
assets

Average 
yield on 

loans

noninterest 
income/ 
average 
assets

All non-CdFis 10.80% 0.79% 3.14% 0.26% 5.01% 1.40%

CdFis 9.91% 0.63% 4.34% 0.44% 5.70% 1.99%
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bottom line of ensuring financial integrity for the credit union as well as increasing finan-
cial inclusion and credit repair and building for vulnerable and distressed consumers.

What factors determine 
Whether a cdfi is 
profitable?

The correlation of lower ROA with 
CDFI certification prompted the 
authors to examine what factors 
determine a CDFI’s profitability. To 
conduct this aspect of the study, the 
research team styled a “Stars” and 
“Laggards” analysis modeled on the 
work of Robert F. Hoel, former Filene 
Fellow in Residence.34

For the current study, researchers 
defined Star CDFIs as those with 
ROAs higher than 1.00% in 2013 and 
Laggard CDFIs as those with ROAs 
lower than 0.00%. The sample groups 
were naturally balanced, with 46 Star 
and 47 Laggard CDFIs. The total 
number of CDFI credit unions studied 
was 205.

profitability
The key difference in financial performance for the Stars was their ability to deploy loans 
(increase yield on assets) and generate noninterest income. These two factors accounted 
for 182 of the 245 basis points difference in ROA between the Stars and the Laggards. The 
Stars had an average ROA of 1.60% compared to –0.85% for the Laggards.

At 5.12% the average yield on assets for the Stars was 81 basis points higher than the 4.31% 
average for the Laggards. The difference was not due to a higher loan yield. In fact, the 
Stars’ average loan yield was lower (7.24% vs. 7.51% for the Laggards). The difference was 
the ability to deploy loans to members. Loans grew by an average of 11.53% for the Stars 
compared to 5.79% for the Laggards. The Stars’ average loan-to- deposit ratio of 80.89% 
was significantly higher than the Laggards’ 61.73%. As a result, the ability to deploy loans 

figuRe 6

CdFi CrEdit UniOn FinAnCiAl rAtiOS: StArS vS. lAggArdS (2013)
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in today’s low- interest-rate environment resulted in much higher profitability for the Stars. 
The ability to generate higher noninterest income (3.13% vs. 2.12% for the Laggards) was 
also a major factor in higher profitability for the Stars.

Two other components of profitability also favored the Stars. Provision expense as a per-
centage of average assets was 50 basis points lower for the Stars, and operating expenses 
were 29 basis points lower. The only component of profitability that favored the Laggards 
was a lower cost of funds (0.37% vs. 0.52% for the Stars). This was due to the Stars’ greater 
ability to pay higher dividend rates.

capital, growth, and other Ratios
The Stars had a net worth ratio of 12.68% compared to 10.96% for the Laggards. This 
combined with much higher profitability enabled the Stars to increase deposits by 5.35% 
compared to 0.40% for the Laggards. Loan growth for the Stars was almost twice that of the 
Laggards (11.53% vs. 5.79%).

Over time, the ability to deploy loans resulted in an 80.89% loan-to- deposit ratio for the 
Stars compared to 61.73% for the Laggards. The average deposit for the Stars, $5,581, was 
over 40% higher than the Laggards’ average of $3,916.

community development as a business model: impact on 
profitability

Implementing the idea of community development as a business model is distinctly 
different from receiving a certification or designation. For the purposes of this report a com-
munity development business model includes the following characteristics:

 → Offers capacity-building services (as identified on the NCUA 5300 report).

 → Offers development loan products and services (as identified on the NCUA 5300 
report).

 → Offers community development–centric financial services (as identified on the 
NCUA 5300 report).

 → Works with not-for- profit partners that provide referrals of potential borrowers and/
or technical assistance to qualify borrowers for loans or mitigate the risk of approv-
ing the loan.

 → Has business plans or programs that align with local or regional community and/or 
economic development plans.
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credit unions engaging in community development activities 
are more profitable

The 5300 Call Reports of Stars and Laggards were studied to identify 
differences in profitability associated with engagement in community 
development as a business strategy. The result was a clear trend of Stars 
offering capacity- building services, products, and financial services asso-
ciated with community development more frequently than Laggards did.

Figure 7 provides a comparison of the average number of community 
development capacity- building services and products offered by Stars 
and Laggards. Stars offered almost 10 (an average of 9.71) community 
development–centric products and services, while Laggards offered 
almost 8 (7.72).

Stars provide more capacity-building Services to 
develop Qualified borrowers

Stars offered five of the six community 
development–oriented products/services 
listed in Figure 8 more frequently than the 
Laggards. For example, 70% of the Stars 
provided financial counseling and finan-
cial education compared to about 60% 
of the Laggards. The only service that the 
Laggards offered more frequently than the 
Stars was no-cost tax preparation. The use 
of capacity- building services to develop 
qualified borrowers directly relates to the 
higher volume of loans produced by Stars 
compared to Laggards. Additionally, the 
increased offering of capacity- building 
services also mitigates risk, which is 
associated with the lower provision expense experienced by Stars. It can be theorized that 
offering capacity- building services not only generates the higher volume of loans related to 
the Stars’ profitability, but also creates higher- quality loans by mitigating risk.

figuRe 7
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figuRe 8

CAPACity-bUilding SErviCES OFFErEd: StArS vS. lAggArdS 

greater offering 
by Stars

Stars : laggards

greater offering 
by laggards

laggards : Stars

Financial counseling 70% : 62%

Financial education 70% : 60%

Financial literacy workshops 48% : 40%

First-time homebuyer program 30% : 13%

bilingual services 37% : 34%

no-cost tax prep 23% : 15%
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development Loan products and 
Services drive Stars’ Roa

Stars offered seven of the eight development 
loan products and services listed in Figure 9 
more frequently than the Laggards. For exam-
ple, 85% of the Stars used risk-based lending 
compared to 64% of the Laggards. Risk-based 
lending could be one of the factors associated 
with the Stars’ ability to generate a significantly 
higher volume of loan deployment compared to 
Laggards, which is a driver of the Stars’ higher 
profitability.

Stars offer a greater array of 
community development–centric 
financial Services

Stars offered all six of the community develop-
ment–centric financial services listed in Figure 10 
more frequently than the Laggards. For example, 
83% of the Stars provided free share draft accounts 
and certificates with low minimum balance require-
ments. Comparatively, 77% of Laggards offered free 
share drafts and 72% provided low minimum balance 
certificates.

Stars Leverage nonprofit partners to 
achieve higher Roa

In a survey of all CDFI- certified credit unions, Stars 
reported having nonprofit partners send referrals 
to the credit union at a higher rate than Laggards.35 
Thirty percent of Stars indicated the existence of 
partnerships, compared to 26% of Laggards (see 
Figure 11). Partnerships are used in the community 
development business model to generate loans and 
mitigate risk. As shown in Figure 6, the ROA for 
the Stars was 1.60% compared to –0.85% for the 
Laggards.

figuRe 9
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Micro consumer loans 41% : 32%
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risk-based loans 85% : 64%
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Short-term small amount 
loans (FCUs)

28% : 20%

figuRe 10
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individual development 
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Best Practice Example
Consumers who call United Way’s 211 help line with financial difficulties are referred to a CDFI for 

financial assistance while also receiving social services and technical assistance through other 

United Way programs.

Stars are more actively engaged 
in community and economic 
development initiatives

Stars reported having a relationship or  
program aligned with a neighborhood,  
city, county, or state community or economic 
development agency or initiative more often  
than Laggards (see Figure 12).

Best Practice Example
Shreveport Federal Credit Union, a Star CDFI, is named in the Economic Development Plan for the City 

of Shreveport, Louisiana. It received a $650,000 building from the City of Shreveport to house the 

Jewella Whitehouse Financial and Business Empowerment Center. The City of Shreveport Department 

of Community Development, the Southern University at Shreveport, and the Greater Shreveport Cham-

ber of Commerce cosponsor a Business and Entrepreneurial Skills Training program at the facility. 

Participants learn the basics of starting a business and receive ongoing support as they qualify for 

a Shreveport Federal Credit Union microbusiness loan (a consumer loan for business purposes) to 

establish their business.

Stars identify themselves as cdfis more frequently 
than Laggards

When given the opportunity to self- identify as offering products more similar to their CDFI 
peers or mainstream credit union peers, Stars identify themselves as offering development 
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products, financial services, and develop-
ment services more similar to their CDFI 
peers more often than Laggards. Stars 
identify themselves as more similar to their 
CDFI peers at a rate of 41% compared to 
the Laggards’ rate of 26% (see Figure 13). 
Likewise, Laggards identify themselves 
as having products more similar to main-
stream credit unions more frequently 
than Stars (see Figure 14). There is a self- 
identification and awareness by the Stars 
and Laggards about their behavior as a 
“real CDFI” (offering products and services 
similar in nature to other community devel-
opment practitioners).

Results do not change with 
asset Size

The finding that credit unions engaging in 
community development activities experi-
ence greater profitability holds true across 
asset size as well. Figures 15 and 16 show a 
breakdown of the profitability analysis for 
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figuRe 15

FinAnCiAl rAtiOS FOr CdFi CrEdit UniOnS witH lESS tHAn 
$50M in ASSEtS: StArS vS. lAggArdS

Stars laggards difference

number of credit unions 22 10 —

P
ro

fit
ab

ili
ty

yield on assets 5.18% 4.32% 0.86%

loan yield 7.54% 7.84% –0.30%

noninterest income 3.88% 2.24% 1.64%

Cost of funds 0.42% 0.31% 0.11%

Provision expenses 0.35% 0.89% –0.54%

Operating expenses 6.57% 6.32% 0.25%

rOA 1.73% –0.97% 2.70%

C
ap

ita
l

net worth ratio 13.08% 11.74% 1.34%

g
ro

w
th loan growth 14.09% 7.67% 6.42%

deposit growth 2.79% 0.58% 2.21%

O
th

er loan-to-deposit ratio 79.20% 59.05% 20.15%
Average deposits $3,710 $3,044 $666
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Stars and Laggards with assets of less than $50M and more than $50M. In both asset cat-
egories, the Stars had higher net worth ratios, growth, loan-to- deposit ratios, and average 
deposits.

award-Winning cdfi credit unions have partnerships with 
nonprofits and Work with Local government agencies

Not surprisingly, Stars win more CDFI awards than Laggards. What do Stars and Laggards 
that have been successful in receiving CDFI grants have in common?

More often than not, both Stars and Laggards that receive grants from the CDFI Fund have 
nonprofit partners. Likewise, Stars and Laggards that win CDFI Fund awards are more 
likely to have business plans that are aligned with local, city, county, or state community or 
economic development initiatives.

figuRe 16
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loan yield 6.92% 6.28% 0.64%

noninterest income 2.34% 1.71% 0.63%

Cost of funds 0.62% 0.56% 0.06%

Provision expenses 0.50% 1.05% –0.55%

Operating expenses 4.80% 4.79% 0.01%

rOA 1.47% –0.43% 1.90%

C
ap

ita
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net worth ratio 12.26% 8.05% 4.21%

g
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th loan growth 8.85% –1.14% 9.99%

deposit growth 8.02% –0.27% 8.29%
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er loan-to-deposit ratio 82.65% 71.61% 11.04%
Average deposits $7,537 $7,142 $395
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chapteR 7

Implications and Conclusions
Researchers found that credit unions engaged in community development activities are 
among the most profitable in the US credit union system. The ROA of those CDFIs this study 
identifies as Stars was more than double the ROA of all US credit unions. Stars had an 
average ROA of 1.63%, which is 85 basis points higher than the ROA of all US credit unions, 
which was 0.78%. At the same time, researchers determined that CDFIs as a whole had 
decreased profitability compared to all US credit unions. The average ROA of all CDFIs was 
15 basis points lower than the ROA of all US credit unions. Finally, the low- income desig-
nated credit unions had higher-than- average profitability at 0.86% ROA.

figuRe 17
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This supports three conclusions:

1. CDFI certification does not contribute to 
profitability but can correlate with nega-
tive profitability.

2. The low- income designation correlates 
positively with profitability.

3. Engaging in community development 
activities can contribute significantly to 
increased profitability.

These findings imply that a credit union seeking 
these designations should not do so with the des-
ignation as the end goal. The process of obtaining 
the designation should be part of a larger plan to 
integrate community development products and 
practices into the credit union’s business plan. Obtaining CDFI certification without adopt-
ing community development activities could lead to reduced profitability.

Credit unions seeking to integrate the findings from this study should:

 → Obtain board support for engaging in community development activities. Success-
ful credit unions adopting this model integrate community development into their 
long-range business planning, requiring board support (and enthusiasm).

 → Understand that community development as a business model is more than simply 
receiving a designation or certification or even being the recipient of grant funds.

 → Engage in community development as a long-term business model.

 → Enhance policies using community development best practices, which correlate 
with higher ROA.

 → Develop products with underwriting and collateral to meet the needs of borrowers 
and mitigate risk.

 → Price products to ensure yield on loans/assets is higher than provision expenses 
and appropriate to the risk of loans being made.

 → Align collections and lending during the lending and approval process as a risk 
mitigation strategy.

 → Offer services to help consumers qualify for loans they are unable to receive from 
other mainstream financial institutions.

figuRe 19
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 → Create partnerships with local nonprofits that provide a pipeline of loans to the 
credit union and/or offer technical assistance to develop unqualified consumers 
into qualified borrowers.

 → Meet with local and regional community and economic development representa-
tives to align the credit union’s business plan, outreach strategies, and products 
with current or emerging initiatives.
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