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Three financial institutions in
the Eighth District were

among 31 organizations nation-
wide to receive a combined $35.5
million in financial and technical
assistance from the Community
Development Financial Institu-
tions (CDFI) Fund.  These funds
will be leveraged with significant
private funds and are expected to
result, over time, in at least $350
million of lending and investing
in distressed urban and rural com-
munities in 46 states and the
District of Columbia. 

Treasury Secretary Robert
Rubin recently

announced those organizations
selected in the first round of CDFI
funding.  Included are Quitman
County Federal Credit Union
(Marks, Miss.), Louisville Com-
munity Development Bank Hold-
ing Company, and Southern
Development Bancorporation
(Arkadelphia, Ark.).  Profiles of
each of these Eighth District finan-
cial institutions are listed below.   

The CDFI Fund was developed
to support the pri-

vate sector’s cre-
ation of a
national network

of financial institutions dedicated
to community development.  The
fund will provide seed and expan-
sion capital to community devel-
opment banks, credit unions,
loan funds, micro-lenders and
venture capital.

Quitman County Federal
Credit Union

Quitman County Federal Credit
Union was formed in 1981 as a
means for this remote rural coun-
t y ’s African-American population
to have access to basic financial
services at affordable prices.  Mem-

bership in the credit union
has grown to 1,325 house-
hold members, close to half

of the county’s black
households, a dramatic
sign of success.  The
credit union also is an
important source of
community educa-
tion in the provision
of financial counsel-
ing for consumers
and the self-
employed. 

With a CDFI Fund
grant of $100,000,
Quitman will be able
to expand its lending
for home improve-
ments and residential
construction, and thus

stimulate opportunity for small
building contractors.  The credit
union will be able to leverage its
increased net worth many times
over through increased share
growth.  It is also considering
potential expansion of its service
area into two adjacent counties,
which are located in an Enterprise
C o m m u n i t y.  

Louisville Community
Development Bank
Holding Company 

In a bold approach to revitalize
distressed Louisville neighbor-
hoods, public and private sector
leaders joined with community
leaders to spur the formation of a
comprehensive community devel-
opment bank holding company.
It will serve an investment area
composed of most of Louisville’s
inner city low-income neighbor-
hoods and includes Louisville’s
Enterprise Community.

The holding company will have
three subsidiaries: a full-service
bank focusing on small business
lending, home improvement
loans and mortgages for multi-
family development; a real estate
development company with
emphasis on single-family new
construction and rental housing
development; and a nonprofit
enterprise development center
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designed to foster small business
development and entrepreneurial
initiatives by area residents.

An equity investment of $2 mil-
lion from the CDFI Fund is expect-
ed to play a central role in helping
to raise the capital necessary to
launch this new effort.   The CDFI
award also includes $336,500 in
technical assistance.

Southern Development
Bancorpation 

This comprehensive commu-
nity development bank holding
company is demonstrating that
a bank holding company, with
appropriate affiliates and sub-
sidiaries, can be profitable while
achieving important community
development objectives.  Since

the bank holding company pur-
chased an existing bank in 1988
and created its multi-faceted
structure, Southern has been
responsible for the creation or
retention of 2,300 jobs.  South-
ern is now seeking to launch a
major expansion into the
Arkansas Delta.  With the addi-
tion of banking operations in

that region, and more resources
directed to Southern’s real estate
development and enterprise
development components, it can
implement a comprehensive
program directed to commercial
and housing lending, real estate
development, small business
expansion, venture capital and
micro-enterprise lending. 

The CDFI Fund investment,
$1 million equity investment in
Southern and $1 million grant
to its nonprofit affiliate
Arkansas Enterprise Group, will
help to launch this expansion.
S o u t h e r n ’s Delta presence is
expected to include a partner-
ship with a university to
advance research into rural eco-
nomic development issues. 

Types and Amounts of Assistance
• The Fund is selecting 31 organizations for funding for a total of $35,469,500.
• This funding is broken down as follows:

Equity Investments $ 9 , 3 5 0 , 0 0 0
Grants $1 8 , 6 9 0 , 0 0 0
L o a n s $ 6 , 6 6 0 , 0 0 0
Technical Assistance $ 7 6 9 , 5 0 0

Organizational Diversity
• Four community development  banks or bank holding companies, one of which is        

A f r i c a n - A m e r i c a n
• Six community development credit unions
• Twelve community development loan funds focusing on housing, nonprofit facilities  

and/or small business, including microbusinesses
• Three community development venture capital organizations, one of which is an inner-city 

venture capital fund, while the remaining two serve rural areas 
• Two micro-enterprise loan funds
• One Native-American regional housing organization
• Two multifaceted CDFIs, each with a credit union and one or more loan funds
• One national community development intermediary

Geographic Reach
• The CDFIs selected are headquartered in 20 states plus the District of Columbia.
• The CDFIs selected serve communities in 46 states plus the District of Columbia.
• Approximately 50 percent of the organizations serve predominantly urban areas, 25 percent 

serve predominantly rural areas, with the remainder serving a combination of both.

Impact and Innovation
• Of the 31 organizations selected, 12 represent startups (in existence two years or less) or are 

launching major geographic expansions.
• In addition, the CDFI funding will assist eight other organizations in implementing 

s i g n i f icant new programs, products or services. 

Highlights of the First Round
of CDFI Program Funding
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O ct. 20-28 has been declared
National Consumers We e k

by President Clinton.  The 1996
theme, “Service Signals Success”
is designed to build on the
themes of honesty, courtesy and
fairness in the marketplace.

Mark your calendars now for
this special event, and watch for
additional information as it
becomes available. 

N a t i o n a l
C o n s u m e r s
We e k
Coming in
O c t o b e r



D uring the past couple of
years, Bentonville, Ark., has

experienced rapid population
growth resulting in a severe short-
age of affordable housing.  The
increase in population has caused
an increase in demand for rental
housing; so much so that market
rates have been pushed to levels in
which safe, decent, affordable
housing is not available to low-
and moderate-income individuals.  

The city also began to notice an
increasing number of single-par-
ent families who were homeless or
living in overcrowded conditions
or in local shelters with no afford-
able alternatives.  As a result chil-
dren were being separated from
parents and put in foster care until
suitable housing could be secured.

To address these problems, the
Chamber of Commerce developed
the Community Development Cor-
poration of Bentonville/Bella Vi s t a ,

Inc. in 1992.  With one paid staff
person, the CDC has produced a
total of 24 innovative housing
units for low- and moderate-
income residents in its service area.

The city of Bentonville recently
established a goal to provide sin-
gle-parent families with transition-
al housing coupled with social
services.  The city turned to the
CDC to help achieve this goal.  

The CDC began the site selec-
tion process by looking at avail-
able property in its target area.  It
soon found a 15,000 square foot,
vacant church on 1.5 acres for
sale.  The CDC board analyzed the
structure and did a rough con-
struction estimate to see if the
structure would be feasible for an
adaptive reuse plan.  After dis-
cussing its plans one-on-one with
the surrounding residents, the
CDC negotiated an offer and the
building and land were acquired
using a HOME grant.  

The CDC’s project became a
reality called Havenwood.  The
goal was to develop completely fur-
nished, single-room occupancy
(SRO) units, each with its own
kitchen and bathroom.   Nine SRO
units and six one-bedroom units
were constructed inside the
church.  In addition, shared living
spaces were designed for the fami-
lies that included a laundry room,
play room, computer room, family
room, food pantry and library.  

Total unit costs, including all
shared spaces, was $26,000 per
unit.  The community donated
building materials and hundreds
of hours of labor.  Additional fund-
ing came from an Affordable
Housing Program grant from the
Federal Home Loan Bank of Dallas
secured by the Bank of Bentonville
and CDC equity.      

H a v e n w o o d ’s mission is to pro-
vide transitional housing for very-
low income, single parents and
their children for a maximum
period of two years.  During this
time, families will receive the sup-
port they need to move out of the
poverty cycle and eventually into
conventional housing.  An on-site
program director serves as a liai-
son to needed social services and
works with each resident to develop
a “Personal Achievement Con-
tract” and a savings plan.  Group
classes are conducted that focus on

parenting, housekeeping, nutri-
tion, budgeting and relationships.
Community volunteers provide
child care during classes.

According to Nancy Leake, exec-
utive director of the CDC, “Vo l u n-
teers made Havenwood a reality. ”
There was no funding available to
furnish the units, so each apart-
ment was adopted by an individ-
ual, business, church or
community group and completely
furnished.  This gave each apart-
ment a unique look and made the
families more comfortable. 

The residents are an important
component in the project’s daily
operations.  The Havenwood Resi-
dents Association is lead by a resi-
dent president and vice president
who guide the day to day opera-
tions including assigning chores
in the shared living spaces and
planning social events.  The
Havenwood Resident’s Council is
a five-member council responsi-
ble for hearing resident com-
plaints, resolving conflicts and
making recommendations to
H a v e n w o o d ’s Board for rule
changes and disciplinary action.

Havenwood is an example of a
rural community identifying a
housing need and answering that
need with the innovative reuse of a
vacant church.  The Havenwood
motto clearly reflects the commu-
n i t y ’s spirit and support behind the
project: “Havenwood—An Oppor-
tunity for Tr a n s i t i o n . ”

H O U S I N G
I S S U E S
H a v e n w o o d :
An Opportunity
for Tr a n s i t i o n

The Havenwood project in Bentonville,
Ark., has allowed these children to
enjoy even happier holidays.



Bo a t m e n ’s National Bank of
Hot Springs, Ark., has dis-

covered that a tailor-made mort-
gage product contributes to the
success of entering low- and
moderate-income (LMI) mort-
gage markets.  Recycled products
just won’t do.  Designing a prod-
uct based on the realities of your
m a r k e t ’s statistics is essential. 

Instead of using an established
LMI mortgage product, Boat-
m e n ’s gathered census bureau
statistics for its area, Garland
C o u n t y, and conducted research
to see what type of underwriting
and marketing would be neces-
sary for individuals to access a
mortgage product successfully.
The bank gathered information
on Garland County LMI census
tracts and discovered surprising
statistics when correlating rental
payment numbers with specific
mortgage payments.  In some
census tracts, many individuals
were paying more in rent than
they would if they were buying a
home.  The bank also discovered
a correlation between high rental
areas and low- and moderate-
income areas.

When looking at the numbers,
it was clear that some type of
product to address what is com-
monly called the “rent trap” was
desperately needed in the Garland
County area.  The bank’s exten-
sive research revealed that many
LMI persons had the ability to
make monthly mortgage pay-

ments but did not make the jump
into homeownership. Why?  For
the answer to that question, Boat-
m e n ’s looked at medium, mean
and mode income and found that
in all three statistical categories it
would be very difficult for approx-
imately 65 percent of the LMI
individuals within the bank’s
assessment area to come up with
a substantial down payment
and/or closing costs. 

For this reason the product had
to be flexible.  The bank discov-
ered that the majority could
afford a 5 percent down payment,
which became the requirement
for the product.  Originally, Boat-
m e n ’s felt that only a 30-year
amortization structure would be
needed.  But after a little research,
the bank discovered that some
LMI individuals desired the
option of paying their loans off in
a shorter time frame—con-
sumers are getting more savvy
and realize that a shorter amorti-
zation will build equity faster.

In addition, Boatmen’s stripped
the product of the conventional
cost associated with mortgage
loans, including PMI insurance,
points and origination fees.  Poten-
tial homeowners also have access
to governmental HOME funds for
down payment and closing cost
assistance.  This financial help has
been instrumental in the overall
success of the program.

After designing the mortgage
product, the bank needed to

address other concerns. The first
being how to reduce the risk
associated with this relatively
experimental product in accor-
dance with safe and sound bank-
ing principles.  To limit these
risks several restrictions were
established: 1) a maximum loan
amount of $40,000, 2) a loan
fund allocation of approximately
$1 million; after which, the port-
folio would be reviewed for a
time period to assure an accept-
able delinquency rate was being

attained, and 3) charging one
person with the responsiblity for
reviewing the portfolio on a
quarterly basis.

Another risk was the fact that a
majority of the applicants were
first time homeowners; therefore,
a quality educational component
was critical to the program.  To be
considered for the mortgage prod-
uct, the buyer first successfully
completes a free three-week course

covering an array of home owner-
ship responsibilities including how
to apply for a mortgage loan.  By
collaborating with the local Com-
munity Service Office (CSO),
B o a t m e n ’s was able to construct a
superior educational program.
The classes introduce an array of
individuals associated with home
ownership such as real estate pro-
fessionals, mortgage officers, tax
professionals and home inspec-
tors.  The CSO acts as the educa-
tional facilitator, handling
scheduling and marketing for the
classes. The CSO also monitors
and tracks performance on a
quarterly basis, which is reviewed
by the bank’s CRA Committee. 

When the classes began, only
about eight people actually com-
pleted the required sessions.  The
bank could easily have given up
and fallen back on its good inten-
tions; however, it didn’t.  During a
recent session over 60 partici-
pants completed the full three-
week course.

Approximately $1.2 million in
loans have been funded.  The
program is still experimental, but
so far the bank is pleased with the
results and loan performance.
For more information, call To n y
Robinson at (501) 321-8203.

Contributors: Judy Armstrong, Matthew Ashby, Kim Bowlin, Tamme Mattingly, Keith Turbett and Glenda Wilson

Community Affairs is published by the Community Affairs Office of the Federal Reserve Bank of St. Louis.  Views
expressed are not necessarily official opinions of the Federal Reserve System or the Federal Reserve Bank of St. Louis.

Community Affairs is also available on the Internet at http://www.stls.frb.org.

Please direct any questions or comments to Glenda Wilson at (314) 444-8317.

Arkansas Bank Introduces Home Ownership 
Accessibility Model
by Tony Robinson, CRA Officer Boatmen’s Bank of Hot Springs, Ark.

Tony Robinson



The following is an excerpt
from a letter dated June 11,
1996, from the four regula-
tory agencies in response to
an inquiry from the Califor-
nia Bankers Association.  

Some lenders have expressed
concern that banks are not

in a position to respond to CRA
examination findings and will
have difficulty producing their
own analysis to provide to exam-
iners given the lack of business
lending data currently available
to the examined bank regarding
peer performance.  Furthermore,
given the lack of available peer
data, banks are unclear how to
place their lending performance
in the context in which they will
be examined.

These issues were carefully
considered by the financial
institution regulatory agencies
when drafting both the new CRA
regulations and examination
procedures.  They also were
addressed during examiner
training sessions.

“Performance context”
describes information about a
bank and its community that an
examiner must review to assess
adequately the bank’s perfor-
mance.  This information about

a bank and its community pro-
vides the context for evaluating
data on a bank’s lending, service
and investment performance.
Ty p i c a l l y, this information
includes demographic and eco-
nomic data about the bank’s
assessment area and information
about local economic conditions.
It also covers the bank’s major
business products and strategies,
as well as its financial condition,
c a p a c i t y, and ability to lend or
invest in its community.  Consid-
eration of these factors during a
CRA examination reflects a fun-
damental underpinning of the
new CRA regulation—that the
differences in banks and in the
communities in which they do
business preclude rigid and
inflexible rules.  Information
about other lenders can be a use-
ful part of this performance con-
text in certain circumstances.

As part of the geographic dis-
tribution analysis, one of the five
lending test performance criteria
under the new rule, an examiner
may include an analysis of the
lending performance of other
similarly-situated lenders.  Such
an analysis could provide accu-
rate insight, for example, into
lending opportunities available
in the examined bank’s assess-
ment area.  This analysis may
also be useful in evaluating why
a bank has an abnormally low
loan penetration in certain
areas.  Nonetheless, this analysis
is simply one tool among many
that an examiner may use in
evaluating one lending test crite-
rion.  The new regulations do
not require examiners to use any
single type of analysis and would

not link any particular ratio with
a particular test rating or overall
CRA rating.

Identifying similarly-situated
lenders for comparison may be
difficult in some cases and, per-
haps, not possible in others.
Therefore, the Interagency CRA
Examination Procedures make
clear that the comparative
analysis may be used in situa-
tions in which a bank’s lending
patterns show abnormally low
loan penetration in certain parts
of its assessment area if the
analysis will provide useful
information.  To determine
whether analysis of the perfor-
mance of similarly-situated
lenders would provide insight
into a bank’s low loan penetra-
tion in certain geographic areas,
examiners will first consider
whether the:

• reported loan category is 
substantially related to the 
b a n k ’s business strategy;

• area under analysis substan-
tially overlaps the bank’s 
assessment area;

• analysis includes a sufficient
number and volume of 
transactions and an ade-
quate number of lenders 
with overlapping assessment
areas to conduct a mean-
ingful analysis;

• assessment area data are 
free from anomalies that 
can cause distortions such 
as, for example, lenders that 
dominate parts of the area.

If it appears that peer group
analysis would be helpful, an
examiner may seek information
from the bank’s management
and community contacts on the

reasons for the loan penetration
of the other lenders and the lack
of penetration by the bank
examined.  In evaluating the
examined bank’s ability to serve
its assessment area, examiners
will take into account the area’s
demographic characteristics,
economic condition, lending
opportunities and demand, and
the bank’s business strategy,
capacity and constraints.

The examination procedures
make clear that examiners
should engage in discussions
with a bank’s management
when comparing the perfor-
mance of similarly-situated
lenders.  This will involve a dis-
cussion of the data analyzed,
including any information the
bank may choose to provide.  In
addition, under each section of
the examination procedures,
examiners are instructed to dis-
cuss preliminary findings for
that section with a bank’s man-
agement before summarizing
conclusions, a further guarantee
that a bank will have input into
the analysis. 

   

   

Comparison of Similarly Situated Lenders
and the CRA Performance Context



Shown below in bold are
revisions to an article print-
ed in the previous issue of
Community Affairs.  We
reprinted the entire article
in this issue.  Please make
special note of the revised
portions, which are based
on a June 14, 1996, letter
issued by the four bank reg-
ulatory agencies.

C ommunity development
professionals will find

cause for celebration in a letter
issued February 21, 1996, by all
four bank regulatory agencies
describing how banks can count
investments in a community
development bank (CDB) as
qualified activity under the
lending test in the new CRA
e x a m i n a t i o n .

The letter was issued in
response to a request from Cecil
Adams, president of Community
Bank of the Bay (proposed), a
community development bank in
formation in Oakland.  According
to the letter, any bank that makes
an investment in a CDB may
choose to have its investment

evaluated strictly under the
investment test or under both the
lending test and the investment
test.  The following is an example
of how a bank’s investment could
be treated:

Assume an institution invests
$1 million in a CDB that has a
total capitalization of $10 mil-
l i o n .1 The CDB holds assets of
$30 million, with $12 million in
qualified investments and $18
million in community develop-
ment loans.

The investing bank could
choose to have its $1 million
investment considered solely
under the investment test.  Alter-
n a t i v e l y, if it requested consider-
ation under both the lending
and investment tests, the
amount attributed to the invest-
ment test would equal the prod-
uct of the bank’s investment in
the CDB and the percentage of
C D B ’s assets portfolio comprised
of qualified investments.  T h e
amount attributed to the
lending test would equal
the investing bank’s pro
rata share of community
development loans origi-
nated by the CDB during
the period under review.

In this example, qualified
investments comprise 40 percent
of the CDB’s total assets ($12
million of total assets of $30
million), so the investing bank
would receive consideration of
40 percent of its total $1 million
investment in the CDB, or
$400,000, under the investment
test.  It is assumed that the

remainder of the bank’s invest-
ment has been used to fund
community development loans
in an amount equal to its pro
rata share of loans originated by
the CDB.  Since the bank has
supplied 10 percent of the capi-
tal of the CDB, this provides the
basis for determining, under the
lending test, its pro rata share
(10 percent) of community
development loans made by the
CDB.  Assuming the CDB’s $18
million in loans were originated
during the period under review
and benefit the bank’s assess-
ment area (or a broader
statewide or regional area that
includes the bank’s assessment
area),  the bank’s pro rata share
of these loans would be $1.8
million.  Therefore, the
bank may receive consid-
eration for $1.8 million
in community develop-
ment loans under the
lending test.

An investing bank, as you
would imagine, must provide its
supervisory agency with necessary
information to calculate the
appropriate breakdown should
the bank choose to have its invest-
ment evaluated under both the
investment and the lending tests.     

The staffs of the four financial
supervisory agencies are in the
process of developing an official
c o m m e n t a r y, in the form of
questions and answers, to pro-
vide additional guidance for
resolving interpretive questions
arising under the new CRA reg-
ulations.  This commentary will

provide further clarification of
how such investments will be
treated under the new CRA regu-
lations, including a description
of other types of community
development financial institu-
tions in which banks could
invest and receive partial credit
under the lending test.

All in all, this is good news for
community development banks
and those institutions consider-
ing investments in CDBs.  The
thoughtful response of the regu-
latory agencies to the question
of bank investments relative to
the new CRA regulations
demonstrates the agencies sup-
port and recognition of the
important work of community
development banks, and that of
their bank investors.

Originally reprinted from
Community Investments, a
newsletter issued by the
Federal Reserve Bank 
of San Francisco

Community Development Investments 
and the Lending Test
How to count qualified investments under the Lending Test in the new CRA examination

   

   

1 Any bank investment in a community development bank must be authorized by the investing institution’s primary supervisory agency.


