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Community Development Loan Fund 

Description 

These are locally based and locally capitalized private nonprofit sources of credit for 
community projects, generally for affordable housing but in some cases for other activities, 
such as small businesses that will employ local residents. The CDLF may be organized by a 
CEDO or by an informal group of local citizens. 

Ordinarily, CDLFs offer credit only, but some have expanded their operations to include 
equity investments and even financial management services. (Instead of calling themselves 
loan funds, they may use some other term, such as community capital fund. Funds in Canada 
similar to these are included as a Community Equity Investment Fund. 

The community served by a CDLF is ordinarily more regional than local - for example, an 
entire metropolitan area rather than a neighbourhood - primarily because a reasonable 
scale of operations requires a larger target area. This will come to be the case even if the 
CDLF begins as a neighbourhood project. Thus a CDLF in a small town or rural setting will 
likely be designed to serve a region much bigger than its immediate locale. 

The core operation of the CDLF is re-lending the capital that has been specifically loaned to it 
by (mostly) private sources to tackle some of the capital needs of social housing or other 
community projects. Over all, borrowers from the CDLF ordinarily pay about two to three 
percent more than the interest that the CDLF has to pay to its own lenders. The spread helps 
to meet the transaction or administrative costs of making the community loans. 

While capitalization originally will come from private sources, some CDLFs have also 
eventually obtained capital from governments. In either case, the capital is loaned (or from 
some sources, given or granted) on concessionary terms that permit the CDLF to make loans 
to projects that cannot qualify for traditional financing and/or cannot pay back loans on the 
traditional terms. The community loans may or may not be at below-market rates, but they 
will often offer other advantages (such as an initial moratorium in the re-payment schedule). 

The Community Loan Association of Montreal (ACEM) in 1990 was the first CDLF organized 
in Canada. Like many of those in the US, it benefited from technical assistance from the 
Institute for Community Economics (Springfield, MA), which pioneered the design of CDLFs. 
(ICE has also been an early proponent and technical aid for a Community Land Trust, for the 
financing of which, in fact, CDLFs were originally proposed.) ACEM originally fostered two 
successful loan circles for those on welfare to create microenterprises for self-employment. 



Tools & Techniques 

Addressing the Financial Gaps AFG 01 - 2

Later it also offered bridge financing for community groups which were handicapped by late 
arrival of government grants already committed. 

In contrast with most U.S. CDLFs, ACEM has concentrated on financing businesses that have a 
social dimension rather than on affordable housing. One of its early loans was to a 
community-based music school, which with the record of payback of its ACEM loan 
thereafter qualified for bank loans. The school offers free concerts and low-cost classes and 
stresses multi-cultural indigenous music. Other loans have gone to a low-priced restaurant 
that trains young people and to a co-op that produces environmentally-friendly diapers. 
ACEM has been severely handicapped by a very small capital pool, but it has established itself 
as a socially effective financial tool.  

CDLFs like ACEM are managed for self-sustainability, but quite often even with concessionary 
capitalization and the spread in interest charges, they cannot meet administrative expenses 
without subsidies. This is the case because their level of activity (scale of capitalization) is 
simply too low. It has been estimated by the Institute for Community Economics that with $1 
million in capital, a CDLF can earn at the maximum only about three percent ($30,000) for 
administrative expenses, which is clearly not enough to cover basic costs. 

The record of performance of CDLFs has been very good. According to a study of activity in 
the U.S. from 1975-93, the cumulative losses for all CDLFs amounted to less than one 
percent of their portfolios (approximately $190 million). This may be due to the fact that 
their portfolios have been heavily weighted toward housing mortgages and thus are usually 
well collateralized. Nevertheless, this record is far better than that of the Community 
Revolving Loan Fund (CRLF) model, which deals primarily in business financing. CRLFs 
usually are capitalized by non-repayable government grants, while CDLFs are ordinarily 
capitalized primarily by private loans that must be repaid. 

Benefits 

As private nonprofit institutions, CDLFs operate without the government regulation that 
depository institutions like banks or credit unions must comply with. That allows them to 
make deals that traditional financial institutions ordinarily will not, although most of the 
transactions do not differ as much in terms from those used by traditional banks as they 
differ in clients. In short, CDLFs can serve community clients that, for whatever reasons, are 
not served by conventional financial institutions; moreover, CDLFs do not have to earn profits 
for shareholders. Thus policies can be geared merely to sustainability and community 
service. 
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Major challenges 

As with any other financial institution that is devoted to community development, the biggest 
hurdle is prudent management that will sustain the institution and still bridge the community 
gaps left by traditional financial services. Thus CDLFs have a big job to make sure that they 
can find a way to cover the inevitable transaction costs of their loans; this requires either 
subsidies or a much greater scale of operations than is usual for a CDLF. 

A further difficulty is to match the terms and conditions of the loans received for their capital 
with the terms for what is being loaned out. For example, lenders may require mid-term 
repayment, but a multi-family housing development may require long-term payback 
arrangements. Juggling these conflicting terms is a chief management challenge. 

Some practical steps 

1. Organizing a CDLF assumes that a special credit gap in the community has been identified; 
and that private sources are willing to provide capital at concessionary rates to fill this 
gap. In short, the private financiers for CDLFs (usually churches and their pension funds, 
local citizens who can afford to get less than market returns, corporate social 
responsibility funds, etc.) will have to be mobilized; and these must share a consensus 
with the organizers on what are critical community credit needs. Only then is it 
appropriate to begin the formal organization process for the CDLF. 

2. Since this kind of private capital at a sufficient scale is rarely available (especially in the 
early stages of CDLF operations), the organizers will have to develop a business plan that 
is based upon realistic assumptions of subsidies for transaction costs at varying levels of 
operation. The subsidies may be in cash or in reliably available essential services (for 
example, pro bono legal services pledged at specified levels of effort). In addition, it will 
probably make sense for the CDLF to assume that it will initially operate at a very low level 
of activity, increasing only slowly over time. 

3. Joining the initial community representatives, board and loan review committee members 
should be recruited particularly from among those who are supplying the capital as well 
as from those who have the technical skills to manage the fund. 

Resource organizations & contacts 

 The prime technical assistance group is the previously mentioned Institute for Community 
Economics (ICE), 57 School Street, Springfield, MA 01105. 
 The long-time former head of that group is also a resource, now as an independent 

consultant: Chuck Matthei, RFD #1, Box 430, Voluntown, CN 06384. 
 ACEM itself can be an important source of counsel (tel. 514-872-8401), and the Canadian 

CED Network may have suggestions for other contacts (toll-free, 877-202-2268). 
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 In the US, the National Community Capital Association is the trade group for CDLFs (924 
Cherry Street, Philadelphia, PA 19107). 

Publications 

 Community Economics is the newsletter of the Institute for Community Economics (tel. 
413-746-8660). 
 Operations Guide for Community Development Loan Funds (Philadelphia, PA: National 

Community Capital Association, 1996). This is about 440 pages in all, at $200 to non-
members, but individual chapters (16-28pp.) can be purchased separately. 
 *Case Study: “Making a Significant Impact with a Community Loan Fund.” The Montreal 

Community Loan Fund (ACEM) demonstrates how a community-based financial institution 
can integrate goals of social and business development without reliance on government 
funding. 




