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Introductions




A national non-profit financial services
organization based in Minnesota

Provides capital to communities by
purchasing economic development and
affordable housing loans from community
development lenders

Helped establish New Markets Tax
Credit as member of NMTC Coalition

Received $522.5 million in NMTC Allocations to date
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USA. What Is CRF-USA?




Our Goals




Overview of NMTC Program




New Markets Tax Credit — The basics




Makes a Qualified Equity Investmentin ...

Community
Development
Entity (with
allocation)

Invests Capital in Buys Loans from
or Makes Lgans to ... Y

Community Community
Development Development
Entity Entity

Provides Counseling or Services to ...

Invests Capital in

or Makes Loans to ... Makes Loans to ...

Many paths to take to get
benefit to businesses




Teaming Up with Another CDE — What are
the possibilities?

Another CDE may make a loan to your organization
that is backed by loans you make to NMTC-eligible
businesses

Another CDE may make an investment in your
organization, allowing you to make loans to eligible
businesses

Another CDE may provide “back-office” services for
your CDE on a fee for service basis
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USA. Team Up With Another CDE




Teaming Up with Another CDE — What are the
possibilities?

Another CDE may buy your NMTC eligible loans

It may be possible for you to originate and service, maintaining the
relationship with your business customers

The purchasing CDE may be helpful in providing standard documents
and underwriting guidelines

The purchasing CDE finds the investors and handles all NMTC
compliance and reporting
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USA. Team Up With Another CDE







Investing in other CDES




Financial Counseling and Other
Services




Qualified Low-Income Community
Investments




What Is the Value of the Tax Credit




A CDE receives a tax credit allocation of $1million
The CDE offers the tax credit to investors
Ten investors each invest $100,000

Each investor may claim a tax credit:

Years 1-3 Tax Credit at 5% Value $5,000/year
Years 4-7 Tax Credit at 6% Value $6,000/year
TOTAL VALUE OVER 7 YEARS $39,000

cre Example of the Value of the Tax
ok, Credit




A CDE receives a tax credit allocation of $1million

Investors invest $1,000,000

Investors may claim a tax credit:
TAX CREDIT VALUE OVER 7 YEARS $39,000

The CDE makes $1,000,000 in loans with the investment @ 10%
with a single payment due on the date the tax credit expires:
Earnings may be shared with investors: $700,000.

TOTAL BENEFIT TO INVESTOR: Up to $739,000

crr O Example 2 of the Value of the Tax
ok, Credit




A domestic corporation or partnership that is an
Intermediary vehicle for the provision of loans,
Investments or financial counseling in “Low
Income Communities” (LICS)

CDE’s must demonstrate

A primary mission of serving or providing investmen
capital for, LICs or Low Income persons

V]
Accountability to residents of the LICs they serve z

Certification by the CDFI Fund z

CRF E What Is a CDE
USA.



What is a CDE




Whatis a LIC




The Mysteries of Geo-Coding




CDFI Online Help Desk




CDFI Online Help Desk




Some Tips




using CDFI Fund’s Web site




business activity

$ At least 50% of gross revenue from
conducted within qualifying area

" I At least 40% of tangible property
In qualifying area

() Atleast 40% of services provided by employees within area

If either the tangible property or the services test are 50% or more,
the gross income test is deemed to have been met= Safe Harbor

CRF uses the 50% level on both the services and tangible property
tests.

cre O What qualifies as a low-income
USA. community business?




Gross Income Test




Gross Income Test




Tangible Property Test




Tangible Property Test




Services Performed Test




Services Performed Test




Investments might make a business
bah. 1] ineligible




If 5% or more of the business’s assets are
attributable to “nonqualified financial
property” (debt instruments, stock,
partnership interests, options, futures
contracts, warrants, notional principal
contracts, annuities)

Does not include: working capital held in cash,
cash equivalents or debt instruments with a
term of 18 months or less; or accounts or
notes receivable acquired in the ordinary
course of business for services rendered.

Investments might make a business
crr LI ineligible




Investments might make a business
bah. 1] ineligible




What If business moves to another
locale two years after loan made?

Raises “reasonable expectations test”
—what did lender reasonably expect at time of loan?

If lender knew business was moving,
big trouble.

If lender reasonably expected business
to stay, okay.
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USA. Reasonable expectations test




Types of loans that fit




Types of businesses that fit




Ineligible Activities




Lend to non-profits to purchase and rehabilitate
theatres in LICs

Develop a transit oriented commercial center

Support a loan program for real estate projects
such as health clinics, substance-abuse centers,
childcare facilities, community-based charter
schools, and office buildings for nonprofits

Property acquisition and development of for-sale
housing.
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USA. Sample Real Estate Activities




Sample Business Activities




Within 5 years of receiving an allocation, NMTCs must be offered
to Investors

Substantially all (85%) of the proceeds from QEIs must be
Invested into QLICIs within 12 months of receipt

Returns of capital must be reinvested into QLICIS within 12
months of receipt

Periodic loan repayments may be aggregated for 24 months
before reinvestment is required

Reinvestment is not required in the 7t year
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USA. Timing of Investments




What is the role of the investor




New Markets Tax Credit —
Investor Issues




Substantially All test




N

Recapture




Primary Mission Test




How do you meet
60% requirement?




Business Strategy
Capitalization Strategy
Management Capacity
Community Impact

Bonus points for CDFI priorities

USA. Previous Review Criteria



Business strategy




Capitalization Strategy




Management Capacity




Community Impact




Questions?




