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What’s the Problem?

Financial inclusion has yet to be realized for Black Americans. Black Americans lack access to affordable

financial products and services. This unfortunate reality contributes to the wealth gap between Black and

White Americans.

Of the 47 million Black Americans living in the United States, 23 million are unbanked or underbanked® and

are often forced to use check cashing, money orders or pay day loans as their primary method of banking.

These alternative financial services come at a cost; the average pay day loan term is about two weeks and for a
$300 loan average interest charged is 396% APR and more in other states (664% APR).

Community Development Financial Institutions (CDFls) can significantly decrease the number of

unbanked and underbanked Black Americans. CDFIs can also help to stimulate the development and

growth of businesses in the Black community by providing access to affordable capital.

>>>

However, these specialized institutions need more funding, and favorable legislation passed to have a long-

term impact on the Black community.

Racial Equity Gaps Addressed by the Expansion of CDFls

Closing the Wealth Gap with CDFIs

47% of Black
households are
either
unbanked or
underbanked?

White
people
have a
net-
worth of
over 10X
more
than
Black
people®

1/6 is the
amount of
emergency
savings

Black
households
have
compared to
white
households.*

60% of
paycheck
required to be
deposited by
banks in Black
neighborhoods
to avoid fees,
compared with
28% in white
neighborhoods®

27, the number
of banks per
100,000 people
in majority
People of Color
neighborhoods,
compared to 41
in white
neighborhoods.®

28 points is the
homeownership
gap between
white and Black
families.”
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CDFI Basics
What is Unbanked vs. Underbanked?

® Unbanked—People that have no bank account/no connection to financial institution

e Underbanked — People that have a checking or savings account, but still use check
cashing/money orders/payday loans because of their inability to pay the fees traditional banks
charge

What are Community Development Financial Institutions?

e CDFlIs are specialized financial institutions with a core mission of providing financial
products and services to people and communities underserved by traditional financial
institutions. Despite enormous growth in the industry in recent years, CDFlIs are still
relatively unknown among the public.

e Banking with a CDFI is a powerful way for individuals and organizations/businesses to guarantee
their money is in a bank or credit union focused on providing services to low- income and
financially underserved communities. There are approximately 1,200 certified CDFlsin the U.S.
Though there is at least one CDFI in each of the 50 states, the distribution is not even. Mississippi
— the state with the lowest median household income — has 103 CDFls as of mid-August, while
several states have fewer than five CDFIs.

What is the Difference Between Traditional Banks and CDFIs? #
CDFls
e Structured to optimize community development with at least 60 percent of their financing

activities targeted to one or more low- and moderate-income or underserved communities®
Provide access to low- or no cost bank accounts and other financial services
Work with borrowers with lower credit scores or minimal credit history
Don’t only rely on FICO scores to assess creditworthiness, seek to make lending more inclusive
Make funding more readily available to support consumers, startups, nonprofits, micro- loans,
affordable housing, and commercial real estate
e Offer technical services in the form of mentoring and advisory services, and business

coaching

Traditional Banks

e Structured to optimize profit for shareholders

e Generally, don’t offer startup or micro-business loans of any kind and tend to provide
funding for established small businesses
Often rely on FICO scores to determine creditworthiness
Seek to narrow down pool of eligible borrowers to mitigate perceived risks

e Usually don’t offer technical assistance services because of liability regulations

What Services do CDFIs Offer?

e CDFls deliver a range of products to meet the needs of their communities. They offer
financing, retail and depository services, training and technical assistance, advocacy and

¢ CNote. (2021, February 16). CNote | 5 Crucial Differences Between CDFIs and Traditional Banks. CNote. https://www.mycnote.com/blog/5-crucial-differences-between- cdfis-and-traditional-
banks #:%7E:text= CDFIA)ZObanksAzZOamdAzZDcred\MuZOumonsA)ZODﬁ‘erA)ZO\ower/nZOfees/nZOandA:ZOmterest help%20people%20escape%20predatory%20loans.&text=Tr
%E2%80%:

%. %:
9 Khanh Vuong and Dianne Goodheart “Rating U.S. CDFI Banklng Orgamzatlons A.M. Best Company (January 8, 2009). Available at
http://www.ambest.com/ratings/methodology/RatingUSBankingOrgs.pdf.
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research and other services that benefit the communities they serve. Most CDFls have strong
market knowledge and long-term relationships with clients, which help them develop the right
mix of products for individuals and organizations/businesses.
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Our Approach

A principle is defined as a basic truth or assumption. These principles are foundational to how we
communicate, educate and advocate for legislative actions via existing Congressional bills and policies to
reform. To enable CDFls, specifically minority-led CDFls, to continue their mission-driven work, reform is
necessary. Regulatory modernization enables CDFIs to prioritize community development and personal
finances for Black Americans. Implementation of CDFI reform will help to reduce racial disparity, increase
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access to capital, drive accountability, build capacity to serve the community, and expand the CDFI network.

CEO Action for Racial Equity (CEOARE) is committed to the following Policy Position:

* Simplify the application process for CDFI accreditation
* Expand mobile accessibility

Expand CDFI Network * Review opportunities to increase state appropriations

* Support the New Market Tax Credit Advancement
. * Increase appropriations and permanent funding for CDFIs
Increase Access to Capital * Support Community Reinvestment Act modernization

* Clarify language on accountability
* Confirm that all CDFI boards represent the communities they serve

Drive Accountability ] ]
*Track demographic and impact data for all CDFIs

* Improve financial performance of CDFls
Build Capacity to Serve the * Provide training, financial education mentorship and resources
Community * Modernize technology and platforms

* Appropriations set aside a 10% of CDFI fund for minority-led CDFls
for FY2022

Reduce Racial Disparity * Allocate majority of available funds ($9B) to minority-led
depository institutions
* Streamline grant application for CDFls below certain asset size

Impact of Our Policy Position

* When we expand CDFls, we provide improved access to credit, capital, and affordable financial
services for Black Americans. Providing approximately 23 million unbanked/underbanked
Black Americans better opportunities to open banking/credit union accounts.

* When we increase access to capital, we help drive positive change and transformation — and
more importantly, equitable and affordable financial solutions and products — for millions of
Black Americans.

05



>>>

When we drive accountability, we confirm that minority-led and owned CDFlIs are
adequately funded and that capital is fairly distributed to assist Black Americans via
affordable financial products and services.

When we build CDFI capacity to serve the community, we provide access to capital to families,
business owners/entrepreneurs — including Black Americans — who are underserved by
traditional institutions.

When we reduce racial disparity, we help to eliminate the racial wealth gap. Across the nation,
CDFls offer critical support to businesses and individuals who have difficulty accessing
affordable financial products and services.
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GENERAL DISCLAIMER

CEO Action for Racial Equity officially ceased operations as of September 30, 2024. The resources available on this website are intended as general guidance only and given the passage of time
and the changing nature of laws, rules and regulations, and the inherent hazards of electronic communication, there may be delays, omissions or inaccuracies in information contained therein.
Each resource was created as of the date of its publication and has not and is not being maintained or updated since that time. No additional materials will be uploaded. Furthermore, the
resources are provided with the understanding that the authors and providers are not herein engaged in rendering legal, accounting, tax, or other professional advice or services. As such, it
should not be used as a substitute for consultation with professional accounting, tax, legal or other competent advisers. Bef ore making any decision or taking any action, you should consult an
appropriate professional.

NO WARRANTY

The resources are provided “as is” with all faults. PwC US Group LLP (and its affiliates, together “PwC”) and CEO Action for Racial Equity and signatory organizations make no warranty
whatsoever, express or implied, with respect to the resources, including any warranty of condition, quality or suitability, warranty of merchantability, warranty of fitness for a particular
purpose, warranty of title, or warranty against infringement of intellectual property rights of a third party, whether express or implied by law, course of dealing, course of performance, usage
or trade or otherwise.

LIMITATION OF LIABILITY

To the full extent permissible by law, User hereby expressly releases, waives, and forever discharges PwC and CEO Action for Racial Equity and signatory organizations and their present and
former, direct and indirect, parents, subsidiaries, affiliates, employees, officers, directors, partners, principals, agents, representatives, permitted successors, and permitted assigns
(collectively, the “Releasees”) of and from any and all claims, actions, causes of action, suits, losses, expenses, liabilities, obligations, damages, and demands, of every kind and nature
whatsoever, whether now known or unknown, foreseen or unforeseen, matured or unmatured, suspected or unsuspected, in law, or in equity arising out of or in connection with this resource
except for any claims and liabilities that cannot be released or waived under federal, state, or local law.
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