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This communication is designed to provide you with quick snapshots and timely perspectives on recent regulatory developments.  

 

Tis the Season to Invest in Communities 

Background 

All banks have pride in their community and want to invest in the communities they serve to promote stability, growth, 

progress, investment and safety. The question is, how can banks best help the communities where the need is 

greatest while safeguarding their investments in the more impoverished areas served by the bank? What tools and 

programs are available to provide sound investments that may contribute to positive regulatory exams in the area of 

the Community Reinvestment Act (CRA)? The Federal government and many State governments sponsor a number of 

programs that provide tax credits and loan guarantees designed to stimulate and stabilize economies and promote 

growth in low-income urban neighborhoods and rural communities. Some of the more established programs are 

outlined below and may qualify for inclusion in CRA programs. 

New Markets Tax Credits 

New Markets Tax Credits (NMTC) is jointly administered by the Community Development Financial Institutions (CDFI) 

Fund, and the Internal Revenue Service (IRS). The CDFI Fund administers an application process in which tax credits 

are awarded annually to Certified Development Entities (CDE). The CDE then sells the tax credits to investors and the 

proceeds are used as an equity investment in low-income community development projects. The equity investment 

helps to leverage project funding, making loans for covered projects less risky. NMTC are generally used for 

commercial or community projects other than housing, such as neighborhood activity and support centers. NMTC 

deals can be structured in various ways according to project and/or investor needs. NMTC may not be used to fund 

certain types of businesses including, but not limited to tanning salons, massage parlors, gambling facilities, country 

clubs, liquor stores and others defined in the program documentation. The CDFI Fund and the IRS offer more 

information on program requirements and limitations on their websites.1 

Low-Income Housing Tax Credits 

If the bank’s mission is aimed more toward the housing industry, the United States Treasury allocates Low Income 

Housing Tax Credits (LIHTC) to each state annually. The state housing authority or a similar agency from each state 

administers programs to award the LIHTC to project owners or developers on a competitive basis. The tax credits are 

then sold to obtain additional equity/capital and the funds are used for the construction of a new housing project or 

refurbishing an existing housing project for low- to moderate-income individuals. Each project must meet the 

established requirements for the tax credits to be valid. Projects must be designated with a specified number of lower 

                                                  
1 More information on  the NMTC program can be found at https://www.cdfifund.gov/programs-training/Programs/new-markets-tax-
credit/Pages/default.aspx and https://www.irs.gov/businesses/new-markets-tax-credit-1 
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income units and must maintain compliance for a minimum of 15 years. Some states have similar state tax credits that 

can be couple with Federal credits. Additional information on LIHTC is available from each state’s housing authority. 

Guarantee Programs 

Finally, many state agencies also have low-cost loan guarantee programs that may provide banks with an added layer 

of security to approve higher-risk loans in underserved communities. The loan guarantees operate within state 

programs where loans that do not meet a bank’s lending criteria may be guaranteed up to 80% of the loan value. 

Essentially, for a fee, the state will be the qualified guarantor on the loan. These guarantees may involve crop loans 

where funds used to purchase fertilizer, seed, pesticides feed, etc., directly related to production of an agricultural 

product; business or home loans for neighborhood revitalization; contractor loans, etc. 

Summary 

Whether a bank seeks to develop, expand, or diversify its CRA program, these and similar programs can help defray 

cost and provide a wealth of information for making program changes successful. Banking in the digital age presents 

many banks – particularly community banks – with significant challenges, but community development loans and 

investments are a great way to instill hope, generate meaningful economic growth, and improve community relations 

through safer investments. 

 

How Experis can help 

Experis Finance offers industry experience in all aspects of Financial Services, including: 

 Performing objective assessments of compliance risk management practices 

 Evaluating Community Reinvestment Act programs and performance 

 Assisting banks as they prepare for CRA exams and remediating program weaknesses 

 Assessing the adequacy of your organization’s compliance control environment 

 Developing internal compliance monitoring and audit programs to address unique risks 

 Developing and maintaining first-, second- and third-line of defense controls and testing related to compliance 

Our Risk Advisory Services practice can evaluate your compliance management program, provide comprehensive 
recommendations for improvement and help you address those recommendations. 

Our team of professionals has extensive experience working with clients to address these issues to help them avoid 
costly fines and penalties. If you have any questions about or concerns around your implementation of these steps, 
contact an Experis representative at financialservicesindustry@experis.com or visit our website Experis Finance. 


