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NMTCs Help Banks and

Credit Unions Invest in Communities

By Jennifer Dockery, Staff Writer, Novogradac & Company LLP

hen a bank or credit union enters a low-income
Warea for the first time, the result can be dramatic.

People who previously borrowed money through
payday loan companies or pawnshops have access to loans
with reasonable interest rates. Families that have never had
a savings account can begin saving for a home and building
credit. For many community financial development institu-
tions (CDFIs), new markets tax credits (NMTCs) provide a
cushion that keeps these institutions open and serving the
moderate- and low-income communities most in need of
their services.

“CDFI banks are anchor institutions. They help
in providing a variety of financial services, which includes
loans, deposit services and nonfinancial services and coun-
seling. NCIF’'s mission is to provide capital to and assist
these anchor institutions to use NMTCs to provide sub-
sidized credit to low and moderate income communities,”
said Saurabh Narain, chief fund advisor for the National
Community Investment Fund (NCIF). NCIF is a CDFI and
community development entity that facilitates three-way
partnerships between large banks and smaller community
development banks. It received a total of $68 million NMTC
allocations in 2003 and 2008 and is working with several
small CDFI banks to route NMTC dollars to highly dis-
tressed communities. Those partners include City National
Bank of New Jersey, Albina Community Bank, Southern
Bancorp and First American International Bank.

Liberty Bank & Trust Company received alloca-
tions of NMTCs in 2002, 2006 and 2008 and is using these
tax credits to make small business and real estate loans
in distressed areas of Louisiana. The proceeds from these
transactions allow the community bank to put branches

into areas that for years may not have had access to tradi-
tional financial institutions. Liberty Bank is headquartered
in New Orleans with operations in Louisiana, Mississippi,
Texas, Kansas and Missouri.

“Other banks and financial institutions ran off and
left communities high and dry. The services we provide as a
community bank give direct benefit to thousands of people.
The revenue from new markets tax credit transactions helps
us...operate profitably,”said Alden McDonald, president and
chief executive officer at Liberty.

Like traditional banks, Liberty offers savings and
checking accounts, mortgage loans, small business loans
and credits cards. The difference between Liberty and other
banks is that its customers tend to carry lower balances. A
customer at an average community bank carries a checking
balance of approximately $1,800. At Liberty, the average
balance is $300 to $500. The bank must serve three to four
times as many customers as an average bank to generate
the same amount of capital. This increases the number of
tellers and other bank personnel that Liberty employs.

“We use revenue from new markets tax credits trans-
actions to offset the lack of revenue we receive from the
low-income communities,” McDonald said. Liberty’s NMTC
revenue allows the bank to offer low- and moderate-income
people aVisa card with a 10 percent to 12 percent interest rate
rather than the typical 23 percent to 27 percent.

Enterprise Corporation of the Delta (ECD)/Hope
Community Credit Union (HOPE) also provides services
to low- and moderate-income communities in the south.
ECD, HOPE’s primary sponsoring corporation, received
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allocations of NMTCs in 2002, 2006 and 2009 and is
using the credits to assist low-income communities in
Arkansas, Louisiana, Mississippi and Tennessee. ECD
uses the NMTCs to expand HOPE's services throughout
the mid-south.

“The new markets tax credit was vital to HOPE’s
ability to grow,”said William Bynum, CEO of ECD/HOPE.
HOPE had $4 million in assets and fewer than 4,000
members before receiving its NMTC allocations. A year
later, it had $48 million in assets and 9,000 members. The
credit union now has $130 million in assets and 28,000
members.

HOPE offers traditional financial services to cus-
tomers, including consumer loans, mortgage financing
and small business loans as well as savings and checking
accounts. Additionally, the credit union offers financial
counseling and other services.

“The primary difference is that ECD/HOPE'’s
products and services are designed with a special focus

on the needs of moderate- and low-income families,”
Bynum said.

The Credit Crisis

As credit has dried up across the country, the
services of CDFI have increased. Bynum said that many of
HOPE’s customers who two years ago would have quali-
fied for a traditional loan from a community bank have
been unable to obtain funds.

“We have seen an increased demand for our
services as traditional banks have gotten tighter on their
services,” Bynum said. He added that the credit union’s
experience assisting people after Hurricane Katrina
helped prepare them for the current crisis.

Fighting Foreclosure

“The CDFIs have not been offering subprime
loans. These institutions have been stepping up to do a
lot more as required by the low-income community,”said
Liberty Bank’s McDonald.
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The CDFI banks and credit unions have started to identify home mortgage customers who recently lost
increasing the types of services that they are offering to  their jobs or had other difficulties because of the eco-
customers, especially with homeownership and foreclo- nomic downturn.
sure issues.

Liberty planned to adjust mortgage payments

“We're trying to figure out how best to assist our ~ for customers before they begin to struggle with their
customers, especially [with] the homeownership piece,” payments.”“It should be done early and cause less pain,”
McDonald said. In July, Liberty was devising a program ~ McDonald said. $¢

This article first appeared in the August 2009 issue of the Novogradac New Markets Tax Credit Report and is reproduced
here with the permission of Novogradac & Company LLP.

© Novogradac & Company LLP 2009 - All Rights Reserved.

Notice pursuant to IRS requlations: Any ULS. federal tax advice contained in this article is not intended to be used, and can-
not be used, by any taxpayer for the purpose of avoiding penalties under the Internal Revenue Code; nor is any such advice
intended to be used to support the promotion or marketing of a transaction. Any advice expressed in this article is limited to
the federal tax issues addressed in it. Additional issues may exist outside the limited scope of any advice provided — any such
advice does not consider or provide a conclusion with respect to any additional issues. Taxpayers contemplating undertaking
a transaction should seek advice based on their particular circumstances.

This editorial material is for informational purposes only and should not be construed otherwise. Advice and interpretation
regarding property compliance or any other material covered in this article can only be obtained from your tax advisor. For
further information visit www.newmarketscredits.com.

WWW.NOVOCO.Ccom Novogradac New Markets Tax Credit Report 4 August 2009 3:0




