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Filling the LIHTC Investment Gap:
Will CRA Help or Hinder?
By Buzz Roberts, Local Initiatives Support Corporation

With some major, traditional low-income hous-
ing tax credit (LIHTC) investors out of the mar-
ket, fi nding new investors is a crucial challenge. 

There simply is not enough investment capital in the 
market today to fund all of the projects that have LIHTC 
allocations. One obvious source of new capital would be 
large local or regional banks that until now have not been 
signifi cant investors. 

The Community Reinvestment Act (CRA) has for 20 years 
been an important motivator for banks considering LI-
HTC investments. But in the context of today’s investment 
climate, a proposed CRA policy—described in more detail 
below—is making it hard to attract these new bank inves-
tors. 

At least one regulator seems to be applying the proposed 
policy even before it becomes fi nal, and the results are 
becoming apparent: developments in most communities 
without experienced bank investors are having a hard time 
raising LIHTC investments on attractive terms, and some 
projects in some communities cannot attract on workable 
terms any investment at all. Rural areas are especially 
disadvantaged, but so are plenty of cities and suburbs. In 
some cases a bank may even shun an investment in one 
part of its community because it already has enough in-
vestments there to meet its CRA needs. 

A regional or large local bank might fi nd it attractive to 
begin making LIHTC investments by participating along 
with more experienced money center banks in a national 
or regional LIHTC fund. Novice investors generally lack 
the capacity to invest directly, and probably would not 

invest enough to create a single-investor or “proprietary” 
fund. Multi-investor funds could offer new bank investors 
risk diversifi cation, capacity and confi dence by joining 
forces with more seasoned bank investors. 

The Proposed Policy
In a joint 2007 proposal, the four federal banking regula-
tors proposed a series of new CRA policies, which they 
have not yet fi nalized. These regulators are the Federal 
Reserve Board of Governors, Offi ce of the Comptroller of 
the Currency, Federal Deposit Insurance Corporation and 
the Offi ce of Thrift Supervision. 

One of the proposed policies addresses how a bank along 
with other investors or lenders is to receive CRA credit for 
making an investment or loan to a national or regional 
fund. The idea was to ensure that banks get credit only 
for investing in their own communities. Only one bank 
could claim CRA credit for any of the fund’s project in-
vestments. 

The regulators essentially offered two ways for LIHTC 
funds to accomplish this objective. In most cases in today’s 
market neither alternative offers enough CRA recognition 
for most banks, unless a fund limits its investments geo-
graphically.  

The fi rst alternative would be for each investor to claim 
pro-rata credit for all of a fund’s investment activities. But 
unless all of these activities are within a bank’s CRA as-
sessment area(s), the bank won’t get full CRA recogni-
tion. A local or regional bank investing in a national fund 
would actually get the least recognition, since a relatively 



www.novoco.com2 October 2008Novogradac Journal of Tax Credit Housing

Filling the LIHTC Investment Gap
(continued from page 1)

(continued on page 3)

Publisher  Michael J. Novogradac, CPA
Editor  Jane Bowar Zastrow
Managing Editor  Alex Ruiz
Staff Writer  Jennifer Dockery
Technical Editor  Robert S. Thesman, CPA
Contributing Writers  Brandi Day, Molly O’Dell, Elizabeth Bouchoux,  
 Buzz Roberts
Production  James Matuszak

Journal of Tax Credit Housing Information
Novogradac & Company LLP 
246 First Street, 5th Floor
San Francisco, CA 94105
E-mail: cpas@novoco.com

Address all correspondence and editorial submissions to:
Jane Bowar Zastrow 
Telephone: 415.356.8034

Address inquiries regarding advertising opportunities to:
Junhee Byun
Telephone: 415.356.8037

Editorial material in this publication is for informational purpos-
es only and should not be construed otherwise. Advice and 
interpretation regarding the low-income housing tax credit or 
any other material covered in this publication can only be ob-
tained from your tax advisor. 

© Novogradac & Company LLP, 2008 All rights reserved.

ISSN 1940-4980

Journal of Tax Credit Housing Editorial Board

Journal of Tax Credit Housing Advisory Board
Frank Baldasare  CW Capital 
Bud Clarke, MAI  MMA Financial
Jana Cohen Barbe  Sonnenschein Nath & Rosenthal LLP
Tom Dixon  Boston Capital
Wendy Dolber  Standard & Poor’s Corporation
Rick Edson  Housing Capital Advisors Inc.
Anthony Freedman  Holland & Knight 
Richard Gerwitz   Citi Community Capital
John Lisella  SunAmerica Affordable Housing Partners Inc. 
Philip Melton  Grandbridge Real Estate Capital
Stephen Ryan  Cox, Castle & Nicholson LLP
Sheldon Schreiberg  Pepper Hamilton LLP
Arnold Schuster  Sonnenschein Nath & Rosenthal LLP
Rob Wasserman  U.S. Bancorp Community Development Corp.

 The Journal is printed using non-toxic soy-based ink.
Novogradac & Company LLP encourages readers to recycle.

small share of the properties would probably be located 
within its assessment area(s).

The second alternative presents different problems. The 
sponsor of the fund would have to allocate each of its 
projects among the participating bank investors so that 
no two banks claim credit for the same project invest-
ment. This approach was workable when Fannie Mae 
and Freddie Mac comprised 30 percent to 40 percent of 
the LIHTC investment market and a substantial portion 
of a fund’s total investment pool. If none of the banks 
wanted to claim a project for CRA purposes, the non-
bank investors could take up the slack. 

But this second approach does not work in today’s mar-
ket when CRA is needed most to keep the housing de-
velopment process going. Fannie and Freddie are out of 
the market, and no one has stepped into their very large 
shoes. With banks comprising more of the investment 
in a fund, almost each project has to have a CRA-moti-
vated investor. This poses an impossible dilemma: banks 
don’t want to commit investments until they know what 

projects will be in a fund, and a fund cannot commit to a 
project sponsor unless an investor is secured.

The biggest, most sophisticated bank investors have 
choices. They can make direct investments or invest 
through proprietary funds, where they can control where 
their investments will go and be assured of full CRA rec-
ognition. Some of these banks are increasingly adopting 
these strategies, and moving away from the multi-inves-
tor funds where their presence is most needed to comfort 
novice investors.

The regional or large local banks have fewer options. 
Multi-investor funds are getting smaller and money-
center banks are participating less. To the extent a major 
bank investor does participate in a multi-investor fund, 
it will be fi rst in line to claim CRA credit for a partic-
ular project that a smaller bank investor also needs for 
CRA. Because LIHTC investments are available only in 
projects that receive a state’s allocation, there can be no 
assurance that a given fund will have a project located 
where a local or regional bank needs it for CRA purposes. 
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In a market where LIHTC prices are falling, timing prob-
lems complicate matters further. Projects need to lock-in 
investment commitments to work, but a bank’s decision 
to invest takes time.

None of this really makes sense from a CRA policy per-
spective. When CRA was enacted in 1977, the way to 
keep low-income neighborhoods from capital starvation 
was for banks to reinvest deposits in the communities 
that generated them. In today’s world of capital mobility 
and successful reinvestment partnerships, the need is to 
make sure that capital gets to where it is needed on a 
safe and sound basis. Some communities have access to 
plenty of capital while others do not. It seems that policy 
makers have lost sight of the ball.

There is a way out of this. The regulators could give a 
bank full credit for making investments outside its as-
sessment area(s), provided that the bank’s lending and 

service activities pass CRA muster. The communities 
served by money-center banks would still get invest-
ments but so would other, less fortunate communities. 
No bank would be required to invest outside its com-
munity, but it would get full CRA recognition for help-
ing under-served areas. If the regulators won’t make this 
adjustment, Congress should step in. Communities and 
families need the housing, and this part of the solution 
should be easy.

Benson F. “Buzz” Roberts is vice president for policy and 
program development at the Local Initiatives Support Cor-
poration (LISC), a national not-for-profi t organization. Mr. 
Roberts directs LISC’s public policy and government relations 
activities. He has been involved in the creation of such poli-
cies as the low-income housing tax credit, the new markets tax 
credit, and the HOME housing development program. He can 
be reached at broberts@lisc.org.
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