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THE COMPASS CENTER, a social service agency in Seattle, Wash-
ington, is leading a revolution in banking by providing services

normally inaccessible to low-income and homeless people. Sup-

port from area banks and the surrounding community is

making this possible.

The Compass Center Bank opened in the early 1970s to

serve low-income and homeless individuals who for a variety

of reasons could not use a traditional bank. Many of the people

who use the banking service suffer from mental health prob-

lems, drug and alcohol addiction, and/or a poor credit his-

tory.

At first, the bank was very basic. Tellers, who were really

social workers, recorded transactions in carbon receipt books

while a bookkeeper controlled a drawer of money in a back

office and balanced the books and receipts by hand at the

end of the day.

Two years ago, John Kephart from The Commerce Bank in

Seattle visited the Compass Center and recognized a need

for the bank to move into the 21st Century. He knew that

the federal government was going to mandate a complete

transfer from paper checks to electronic direct deposit of

government benefits into an individual’s bank account. The

Commerce Bank, along with five other area banks: Key Bank,

Wells Fargo, Bank of America, Washington Mutual, and the

Federal Home Loan Bank of Seattle, donated time, money

and equipment so that the Compass Center could become

fully automated. The Commerce Bank also donated the bank

accounts for Compass Center clients. Other banks’ staff has

provided extensive training on the ITI and EZ Teller systems

and offer ongoing support with problems ranging from ac-

counting to supplies.

The Compass Center Bank, with a special consideration from

the Federal Reserve, now functions as a “branch” of The Com-

merce Bank, communicating through the ITI system to record

account activities and any account problems that need to be

solved. An ACD machine disperses money directly to the “tell-

ers.” Clients can now receive payments through the ACH from

the Federal Reserve or Social Security, and employment checks

can also be directly deposited.

The response from the community and clients has been

positive and supportive. The clients now feel less marginalized

and have some of the same benefits one would receive

through a traditional bank. The self-worth of the clients can

grow now that they have a progressive system to safeguard

their money. While Compass Center clients remain vulner-

able to muggings, drug and alcohol addiction and domestic

violence, they are spared further possible trauma caused by

the loss of their month’s income.

It is important to remember that Compass Center employ-

ees are social workers, not bankers, and as such have a spe-

cial relationship with their clients. The bank’s regulations state

that transactions may be refused at the discretion of Com-

pass Center staff. A worker can and will invoke this clause if

he or she thinks that a client is too drunk or high, that some-

one is being coerced into withdrawing their money, or that in

some way the client is going to use the money to hurt his or

herself. The bank is just one part of the Compass Center’s

Client Services Office where homeless and low-income adults

receive a multitude of services including mail, representative

payee services, free budgeting assistance, and information

and referral.

The Compass Center Bank is a bank in only the most basic

and the simplest definition of the word. Clients do not have

access to checking accounts or investment opportunities. Their

savings accounts do not earn interest. The bank charges a small

two percent check-cashing fee to help with the cost of operat-

ing the bank. Staff encourages those clients who are able to

open accounts in a traditional bank to do so. The Compass Cen-

ter offers those, for whom that is not an option, a safe place to

receive and keep their money.

IN APRIL 17, 2000, representatives of the Federal Reserve, the Office of Thrift

Supervision, the Office of the Comptroller of the Currency and the Federal

Deposit Insurance Corporation gathered as part of the 2000 Community

Reinvestment Conference to participate in a question and answer session.

Conference attendees were asked to present some of their most perplexing

questions regarding CRA, community development and other examination

and regulatory concerns. Below are the questions and answers from the

session, which have been edited for publication. Thank you to John Gilliam

of the OCC, Gregory Imm of the Federal Reserve Bank of San Francisco,

George Neeld of the FDIC, and Dave Meders of the OTS for providing the

answers, and to Dick Ranftle of the FDIC for moderating the session.

CRA
Conference

A

Are grants to organizations that serve minority groups, like the Hispanic Cham-
ber of Commerce or Native American Health Services, qualified investments?

Grants to organizations that serve minority groups are only eligible for CRA
consideration if you can show that the group served by the organization is
predominantly low- and moderate-income in your community.

If ten banks form a consortium, and the consortium provides seminars for
affordable housing developers, can member banks get service test credit?

Financial institutions receive credit for community development services when
an employee of the institution provides a service related to the provision of
financial services to an organization whose primary purpose is community
development. In this case, the organization’s primary purpose is community
development, but if it were the staff of the consortium conducting the semi-
nars, the member financial institutions would not be eligible for service test
credit. If, on the other hand, a financial institution lent some of its staff to
conduct the seminars, that service would be eligible for consideration as a
community development service.
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The Washington State Lender’s Network

opportunity to reach the unbanked
while receiving additional benefits
such as the ability to serve the credit
needs of its entire community, the op-
portunity for CRA credit, and the pos-
sibility of “graduating” these consum-
ers to traditional financial services.

One example of such a partnership
is the relationship that the Commerce
Bank of Washington has developed
with the Compass Center of Seattle,
Washington. This program illustrates
an effective means of providing bank-
ing services to the homeless (Box 1).
A similar program serving the home-
less and very low-income customers
also exists in San Francisco. Like the
Compass Center, the Northeast Com-
munity Federal Credit Union, which
was established in 1981, provides sup-
port and counseling as part of their
service to customers.

Homelessness is one barrier to par-
ticipating in the mainstream financial
system. Another barrier may be lim-
ited English or banking skills.
Partnering with a community-based
financial intermediary or organization
may be an especially effective method
of reaching this segment. Partnering
with a Community Development Credit
Union (CDCU) such as Chicanos por
la Causa in Phoenix, Arizona, which
specializes in serving multi-lingual
communities, can provide financial
institutions with an edge in serving
these segments.

There are a couple of ways in which
traditional financial institutions can
partner with a CDCU. Banks can make
direct investments in CDCUs through
a deposit or an equity investment.
Banks can also invest indirectly

through the National Federation of
Community Development Credit
Unions (NFCDCU), who then passes
the money on to a CDCU in the
investor’s geographic area. The
NFCDCU offers a secondary capital
program, a non-member deposits pro-
gram and a grant program to facilitate
investment in credit unions. Invest-
ments and deposits in CDCUs are eli-
gible for consideration under the In-
vestment Test as qualified investments.
If the CDCU has also been certified as
a CDFI, the bank’s investment may
qualify for a Bank Enterprise Award
(BEA). Banks can also qualify for Ser-
vice Test credit by providing technical
assistance such as training tellers or
assisting bank management. Accord-
ing to Suzanne James of the NFCDCU,
providing assistance with activities like
teller training has a much greater im-
pact than deposits.

A portion of the unbanked popula-
tion, perhaps a significant portion, have
a knowledge gap, or perhaps an aware-
ness gap that prevents them from en-
tering the financial mainstream and as
a result resort to frequenting check

cashers. This group may be ready for
traditional financial services but do not
possess the financial literacy to com-
petently utilize bank services, or sim-
ply may not be aware that their finan-
cial circumstances could be improved
by using mainstream services. Another
segment may be locked out of the
banking system due to a scarred check-
ing account record or blemished credit
history.

The difficulty of reaching this seg-
ment of the unbanked population has
been addressed in a unique and
straightforward way by the partnership
of a financial institution with a check
casher. Because check cashers do not
have community development as their
primary purpose, a partnership may not
be eligible for CRA credit; however,
they potentially offer other worthwhile
benefits. Check cashers generally have
the physical distribution, network and
customer profile to effectively reach
consumers without bank accounts. The
partnership between Union Bank of
California, Nix Check Cashing and Op-
eration Hope leverages the customer
base of a check casher to introduce
unbanked consumers to traditional fi-
nancial services. Union Bank of Cali-
fornia has its own teller window at se-
lect Nix locations, in addition to ATM
services and financial planning infor-
mation for customers. Operation
HOPE’s role will include overseeing
consumer protection and community
education.

This partnership with Nix is based
on another innovative program devel-
oped by Union Bank of California to
penetrate significantly underserved ar-
eas: Cash & Save. Cash & Save incor-
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Often it simply is not
economically feasible

for traditional financial
institutions to provide

the labor-intensive
services desired by the

“persistently” unbanked.

“

”

to-deposit ratios for each of the 50
states. The loan-to-deposit ratio of
the California bank’s activity in Ne-
vada must be at least 50% of the
Nevada standard.

Do SBA loans over $ 1 million count as
community development loans?

If a loan qualifies as a community de-
velopment loan, it qualifies. SBA loans
are not given special consideration.

Would a community development
loan made outside an assessment
area 40 miles south count towards a
“satisfactory” CRA rating? How about
an “outstanding” rating?

Yes, a financial institution would
be entitled to count that loan assum-
ing that the performance inside the as-
sessment area is up to par. If the institu-
tion has done a poor job in its assess-
ment area, it won’t matter what it does
outside its assessment area.

Under Arizona law, a spouse must
be notified of a credit being entered into
by the other spouse in order for the bank
to receive payment from any commu-
nity property assets in the event of de-
fault. How can a bank meet the re-
quirements of Regulation B and still
protect its position for collectability
under the state laws?

A simple notification doesn’t vio-
late the provisions of Regulation
B. Provisions of Regulation B, at 202.7,
subsections (b)2, 3 and 4, give credi-
tors the right to require the signature
of a non-signing spouse on any instru-
ment that is necessary, or reasonably
believed by the creditor to be neces-
sary, under any applicable state law to
make a property being offered as se-
curity available to satisfy a debt in the
event of default.

Regulation B at 202.5 (c)2, (b)1 pro-
vides creditors with the ability to in-
quire about spousal information and

Can CRA-qualified investments be re-
ported under “other assets” on bank fi-
nancial statements? Do the regulators
care where they are placed?

The call report dictates how assets are
reported. Different types of investment
activities may be reported in different
places on financial statements. Some
investments may be classified as “se-
curities” and others as “other assets”.
Refer to your CPA or internal accoun-
tant to determine how to report differ-
ent types of investments. Examiners
will evaluate qualified investments on
their community development at-
tributes, not on where they are located
on the financial statement.

What changes in processes or
procedures related to CRA could a bank
expect to see if its charter is collapsed?

There are two scenarios:

➤ The charter being collapsed is
wholly owned by the surviving com-
pany for the entire time of the re-
view period. The surviving bank
would then get consideration for the
CRA activities of the collapsed char-
ter for the entire review period.

➤ If the charter is acquired during the
review period, and the acquiring
company decides to collapse it, this
is more complicated. The surviving
bank gets credit for the collapsed
charter’s activities from the date of
the purchase. Nothing prior to that
date is considered.

Examiners would look at the loan-
to-deposit ratio created by the sur-
viving charter in the host state. For
example, if a charter in California
collapsed a charter in Nevada, ex-
aminers would look at how much
lending the bank was still doing in
Nevada, and compare that amount
to the deposits in Nevada. This is
compared to the annually-updated
list that provides the standard loan-
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Extensive research confirms that
there are many reasons aside from lack
of proximity or limited hours that cause
low-income individuals not to use
banks; for example, fear that financial
matters will be disclosed to creditors
and deposit accounts liened, potential
embarrassment of denial for loans or
even applications for checking ac-
counts. Other reasons are perhaps more
straightforward such as a desire for
privacy, high fees, high minimum bal-
ance requirements, discomfort in deal-
ing with banks and, perhaps most sig-
nificantly, a lack of education about
banking. So despite the availability of
low-cost or “lifeline” accounts offered by
most banks, the use of “fringe” providers
persists.

We coined the term Credit Plus to
characterize a comprehensive ap-
proach of providing services beyond
basic low-cost accounts to meet the
needs of the unbanked. Such services

include: financial literacy, credit re-
pair, counseling, as well as convenient
bill paying services and small emer-
gency loans, which are the two basic
financial services most in demand by
low-income individuals in addition to
check cashing. The supplemental ser-
vices covered under Credit Plus are in-
strumental in preparing the unbanked
to participate in the mainstream finan-
cial system by tearing down the inad-
vertent wall of intimidation and mis-
trust that discourages them from using
banks. Given the range of products and
services mentioned, it seems unlikely
that any one institution can reason-
ably and profitably provide them all.
Innovative collaborations, partnerships
and strategic alliances, such as with
CDFIs and other community-based or-
ganizations, are required.

Research results of the CDIII project
suggest that the most critical role CDFIs
play is not the direct provision of finan-

cial services and capital, but rather,
pioneering new markets, human de-
velopment through training and tech-
nical assistance, product and program
innovation, championing populations
and communities to conventional fi-
nancial institutions, and generally
creating links to the mainstream
economy. Yet, some investors expect
CDFIs to act like banks with greater
emphasis placed on their portfolios and
technical proficiency as lenders, rather
than on their overall impact on com-
munity development and poverty alle-
viation.

CDFIs can play a valuable role in
building the bridge from unbanked to
traditionally bankable, which is essen-
tial to asset building. Several creative
partnerships are highlighted in the ar-
ticle that follows that show how some
banks are utilizing CDFIs and other
financial service providers to reach the
unbanked.

an important tool to help families man-
age their assets and increase savings.

Increasing the availability of basic
financial services to cash consumers is
an area of ongoing concern for finan-
cial institutions. Recent years have seen
a proliferation of low-cost bank ac-
counts, as well as an increase in the
availability of basic banking education
for consumers, as banks attempt to
reach unbanked populations. There
remain, however, certain segments of
the unbanked population that are more
difficult for traditional financial institu-
tions to reach. These segments often
struggle with social, language and eco-
nomic barriers that make them unlikely
to seek out traditional bank services.

Providing services directly to these
segments requires a special under-
standing of the needs and requirements

of these consumers. The staffs of tra-
ditional financial institutions may not
possess the specialized training nec-
essary to, for example, provide finan-
cial services to a homeless person re-
ceiving general assistance. The ques-
tion of delivery cost is also relevant.
Often it simply is not economically fea-
sible for traditional financial institutions
to provide the labor-intensive services
desired by the “persistently” unbanked.

But are these segments completely
unreachable? A number of innovative
pilots and successful models underway
throughout the 12th District clearly
show that banks can serve, and are
serving, this population by working
with CDFIs, community based organi-
zations and other financial services
providers. These partnerships, by fill-
ing the expertise gap, offer banks the

USING CDFIS TO REACH THE UNBANKED

provided this information is available
in the borrower’s file?

You could still receive credit as long
as you provide the necessary documenta-
tion for the examiners during the review.

Explain the logic of not including letters of
credit in the “community development”
loan category.

Letters of credit do in fact “count” un-
der the community development loan
category. The regulations state that the
examiner, in addition to considering
originations and purchases, “will also
consider any other loan data the bank
may choose to provide, including data
on loans outstanding, commitments
and letters of credit.”

If interest is credited back to a certifi-
cate of deposit, must the bank provide
a notice of this activity to the account
holder per Regulation DD?

Generally, adding back or crediting
earned interest isn’t a triggering action
requiring predisclosure per Regulation
DD. The only case where you would
have to disclose this is if you were pro-
viding periodic statements for time
deposits. If there is one, the bank must
show the earned interest on the peri-
odic statement [Sec. 230.6(a)(2)].

What concessions, if any, are given un-
der the service and investment tests for
a financial institution that is making
the transition from a small to a large
institution? What is the ultimate impact
on the CRA rating?

Concessions can be made depending on
the totality of the circumstances. The
contextual data that go into the evalua-
tion for the large institution test take into
account things factors such as business
strategy, unusual growth, competition in
the marketplace, and any other unusual
elements within the marketplace that
might impact performance. For an insti-
tution in transition from small to large,

marital status, if the property being re-
lied upon for repayment is in a commu-
nity property state. So, if Arizona is a
community property state, you have
safeguards built into Regulation B that
allow this notification without any ad-
verse repercussions under the regulation.

What is the most efficient and preferred
way to present exam information to
examiners?

It’s easiest, especially with small busi-
ness and small farm micro-
loan data, to submit it on disc or CD-
ROM, which allows examiners to slice
and dice the numbers to the extent nec-
essary. Examiners have seen commu-
nity development information pre-
sented in a wide variety of tables, charts
and lists that convey the necessary in-
formation. Ideally, the important pieces
are presented in a list that contains at
least the following:

➤ Identifies the borrower;

➤ Tells which component of the com-
munity development definition the
transaction falls under, for example:
affordable housing or economic re-
vitalization;

➤ Explains how the transaction meets
the community’s need including the
percentage of low- or moderate-in-
come served;

➤ Identifies the transaction as a loan
or investment and includes the dol-
lar amount.

Examiners can easily review this list,
and if it’s clear that the transaction
qualifies, there might not be a need to
report additional details.

For HMDA reporting, a borrower’s
income on a purchased loan is an op-
tional item. If a bank decided not to
report this item under HMDA, would
the bank still receive credit if the bor-
rower was low- or moderate-income,

The Treasury Department estimates that
as many as 11 million low-income
American families do not have bank
accounts. A 1995 Federal Reserve study
revealed that an estimated 25 percent
of low- and moderate-income families
had no bank account. Other studies
put the number of “unbanked” Ameri-
cans (also known as “cash consumers”)
at a higher or lower number. What is
clear, though, is that people without
bank accounts tend to be poor, minor-
ity, and/or single heads of household.
Families without bank accounts are
subject to myriad fees associated with
being a cash consumer. Every dollar
consumers spend on fees for paying
bills and cashing checks is a dollar that
could have been used for savings or
for improving the individual’s quality
of life. Having a bank account is also
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Using CDFIs to
Reach the Unbanked

The relationships among capital, community development and poverty allevia-

tion are complex and significant. Research from the Community Development

Innovation and Infrastructure Initiative (CDIII)1, a national research project

designed to evaluate the future of community development finance and interme-

diaries, revealed that while there is more capital and fewer gaps for community

development lending than at any other time over the last 20 years, there are

significant gaps in consumer financial services and products. The gap issue is

not so much access as suitability and cost of the products and services offered.

The growth of financial service and credit providers that the unbanked have

come to rely on such as check cashing outlets, “fringe banking” operations (e.g.

payday lenders and pawn shops), and other consumer finance companies (e.g.

rent-to-own) point to the clear need for financial services in these communities.

However, long-term use of these services doesn’t offer an opportunity for the

unbanked to build a financial foundation that will ultimately promote asset build-

ing, such as establishing credit.

By John Olson, Community Affairs Specialist;

Federal Reserve Bank of San Francisco

1 The Community Development Innovation
and Infrastructure Initiative (CDIII) was in-
cubated at the John D. and Catherine T.
MacArthur Foundation during its initial
three-month research period. It was offi-
cially launched in December 1999 with
support from the Ford, Surdna, Citigroup
and ARCO Foundations, and additional
assistance from J.P. Morgan and the Neigh-
borhood Reinvestment Corporation. The
second phase of the project seeks to raise
capital to encourage research and devel-
opment, to create innovative programs and
build the infrastructure of the community
development finance industry. Further
information about the project is available
from Kirsten Moy at (312) 565-9690,
kirstenmoy@worldnet.att.net

or Alan Okagaki at (406) 829-1575,
alanokagak@aol.com.

Introduction by Kirsten Moy and Alan Okagaki

Small business loans are loans of $1
million or less or to businesses that meet
SBDC/SBIC size standards. These are
vastly different as the SBDC standard
is $6 million in net worth with income
after taxes of $2 million. How does the
SBIC/SBDC standard apply?  (Follow-
up question answered by Fred
Mendez)

You are correct in saying that
these two standards are vastly differ-
ent. That is because they apply to two
different activities, small business lend-
ing and community development lend-
ing. Any loan to a business in an
amount less than $1 million and re-
ported in Schedule RC-C, part I, item
1.e and Schedule RC-C, part I, item 4.a
of the Consolidated Report of Condition
and Income (“Call Report”) is consid-
ered a small business loan and should
be reported as such. Everything else is
eligible to be a community development
loan, including loans in an amount less
than $1 million that are not reported on
lines 1.e or 4.a as mentioned above.

According to the Call Report, a small
business loan is defined as:

➤ Loans to a for-profit entity not se-
cured by real estate and equal to or
less than $1 million;

➤ Permanent loans to a for-profit en-
tity secured by nonresidential real
estate and equal or less than $1 mil-
lion;

➤ Permanent loans to a nonprofit en-
tity secured by non-farm, non-resi-
dential real estate or production
payments and, equal to or less than
$1 million with or without primary
purpose consistent with the defini-
tion of community development.

The second key definition is that
of community development. The
regulation defines community de-
velopment to mean:

➤ Affordable housing (including multi-
family rental housing) for low- or
moderate-income individuals;

➤ Community services targeted to low-
or moderate-income individuals;

➤ Activities that promote economic
development by financing busi-
nesses or farms that meet the size
eligibility standards of 13CFR121.301
(SBDC/SBIC parameters) or have
gross annual revenues of $1 million
or less; or

➤ Activities that revitalize or stabilize low-
or moderate-income geographies.

Keep in mind that the third bullet point
in the definition of community devel-
opment does not mention small busi-
nesses, only those activities which pro-
mote economic development.

Our institution has made a public com-
mitment, part of which is a consumer
loan component. In the past we have
not provided consumer loan informa-
tion to examiners since it is optional.
Will this commitment open up our con-
sumer lending for review by regulators
during CRA exams?

No. Commitments are not legally bind-
ing, but there is a risk to the bank’s
reputation if the bank is unable to ful-
fill the commitment. The bank’s per-
formance under the commitment
doesn’t affect the examination, but the
bank might want to show the results
to the examiners to demonstrate the
bank’s responsiveness to a variety of
community credit needs. The commit-
ment by itself doesn’t trigger an
examiner’s interest. However, the pend-
ing Sunshine regulations may change
how commitments are evaluated.

Compiled by Bruce Ito, Associate Com-
munity Affairs Specialist

any of these factors can be used to ex-
plain any unusual numbers or what
would appear to be a negative trend.

We have been offered below market
rates for deposits in community devel-
opment credit unions. Can examiners
give any “recognition” for the “lost”
interest on the investments?

No. However, one can always give con-
textual information on investments,
including any information on “lost”
interest. The examiner can consider this
information, but it will not necessarily
end up in any final report.

Do loans to businesses located in fed-
eral or state enterprise zones automati-
cally qualify as community develop-
ment loans?

No. Even if the business is located in
an enterprise zone, the loan doesn’t
automatically qualify. The loan must
meet the community development defi-
nition, for instance by providing afford-
able housing, revitalizing the area or
creating permanent jobs. Also, loan
funds must help the business partici-
pate in the incentive programs of that
enterprise zone, such as tax credits or
training credits.

To what extent does a bank’s commu-
nity development loan performance
add to or detract from its geographic
distribution performance? The lending
test seems to be based solely on low- and
moderate-income distribution.

Lending performance is primarily based
on low- and moderate-income loan
distribution. Community development
loans add value to a large bank’s per-
formance and can help fill in weak
spots. Low- and moderate-income and
community development loans are ana-
lyzed separately unless they support
each other.

CI


