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Background and general Q & A

What is Community Investment Tax Relief (CITR)?

The CITR scheme provides a tax incentive to encourage investment in businesses and community projects within disadvantaged communities. The incentive is available to both individuals and companies that invest in accredited intermediary organisations, called Community Development Finance Institutions (CDFIs), which in turn onward invest in enterprises that operate within or for disadvantaged communities.

The incentive is in the form of tax relief, which reduces the investor’s income tax or corporation tax liability. The relief is worth up to 25% of the money invested (by way of a loan, securities or shares), spread over five years. To obtain maximum tax relief under the scheme investors must hold the investment in the CDFI for at least five years.
What are Community Development Finance Institutions (CDFIs)?
More generally the term is used to mean an independent financial institution, normally serving a specific disadvantaged geographic area or disadvantaged group (e.g. charities, non-profit distributing social enterprises or organisations supporting specific groups such as ethnic minorities). They lend to start-up companies, individuals and established enterprises from within that area or community who are unable to access finance from mainstream banks. 

Use of the term CDFI in the CITR legislation, the Material concerning the Accreditation of CDFIs, these FAQs and the CITR manual should be taken to mean a body accredited as such by BIS.

Why is Government supporting CDFIs when private sector lenders offer business loans?

CDFIs lend to enterprises that traditional lenders may consider too costly to serve or too risky (this might be for reasons including absence of a track record or lack of security to offer to the lender). The businesses and other enterprises supported by CDFIs nevertheless have viable business plans and will also have a positive impact on the community in which they operate, for example in terms of increasing employment opportunities.

How does CITR benefit the individual or corporate investor?
Investors in accredited CDFIs may reduce their tax liability by 5% of the amount they have invested in a CDFI for each of five years. In addition, some CDFIs also offer an additional return, which is taxed in the normal way.   

There is no limit on the amount the individual or corporation can invest under the scheme.  However there are limits on the amount each CDFI can raise under the scheme. Each CDFI will therefore have a limit on the amount of investment it can receive from any individual or corporate investor.

For how long must funds be committed to a CDFI for the investor to receive the tax relief?

The CITR scheme is intended to encourage investors to hold the investments in the CDFI for at least five years. Where the investment is a loan there is scope for partial repayment within the first five years. But the extent to which repayments are permitted is limited, and any repayments reduce the amount of relief available. No repayments are permitted for the first two years of the loan. For the third, fourth and fifth years repayments cannot exceed 25%, 50% and 75% (respectively) of the amount advanced.

How does the CITR scheme benefit accredited CDFIs?

The scheme provides CDFIs with capital funds that may otherwise be unavailable.  It can also lower the CDFI’s own cost of capital, since the opportunity to claim tax relief provides a degree of commercial return to investors. Such funds consequently enable the CDFI to provide access to cost-effective finance to enterprises that have been unable to obtain funds from other sources.  

How does the CITR scheme benefit the enterprise or community project?

Some businesses and community projects in disadvantaged areas or groups find it hard to raise finance despite having a good business idea. Banks often see them as too risky or costly to serve. CDFIs specialise in investing and lending to these enterprises, helping ensure that they can access the finance that their enterprise needs. The CITR scheme helps to provide CDFIs with the capital funds to do this. 

What’s the difference between retail and wholesale CDFIs?

A CDFI can either be accredited as a retail or a wholesale CDFI. Retail CDFIs finance enterprises directly. Wholesale CDFIs can also invest larger amounts in other accredited CDFIs that then directly lend to or invest in enterprises. 

There are also different limits on the maximum amount of capital a retail and wholesale CDFI can raise under the scheme (£10m and £20m respectively in a three-year period).

A body must state in its application whether it wishes to be accredited as a retail or wholesale CDFI.  

How much investment can a CDFI raise under the CITR ?

The maximum limit in a three year period is £10m and £20m for retail and wholesale CDFIs respectively.  As part of its application for accreditation a body must state the amount of investment it expects to raise through the CITR. If the CDFI subsequently wishes to raise more than 125 per cent of the amount stated in its application for accreditation, it must apply in writing to BIS seeking a higher accreditation limit. This flexibility, which allows a CDFI to raise up to 125 per cent of the amount stated in its application for accreditation,  does not allow it to breach the £10m and £20m overall limits.  CDFIs approaching their overall limits should discuss the option of a new accreditation with BIS.
Does accreditation mean that investments in a CDFI are protected?
No. The terms on which an investment in an accredited CDFI is made is a matter for the investor and the CDFI. The fact that a CDFI is accredited does not provide any guarantee to the investor. We strongly recommend that you get professional advice before investing in any CDFI.
Can a CDFI put in place insurance arrangements to protect investors against the investment risk? 
Yes. Provided it is the same kind of arrangement that a bank might reasonably be expected to introduce for commercial reasons in the course of its banking business. The CDFI can offer such arrangements to any investor, not just banks.

Is CITR accreditation a Quality Mark?

No.  Accreditation under the CITR scheme is not a quality mark and does not guarantee the safety or success of any investment in that body. Accreditation is based on verification that a body has fulfilled the application criteria set out in BIS’s published Material. It does not set out to establish the quality of the investments or to assess the underlying financial or institutional strength of the CDFI.  It simply means that the CDFI satisfies the scheme’s requirements enabling its investors to qualify for relief under the CITR scheme.  Investors contemplating investing in a CDFI should make their own enquiries and seek the advice of an independent financial advisor as appropriate.  

Accreditation under the scheme

How does a body become accredited under the scheme?

Details of how a body can apply for accreditation can be found on the BIS website (link here). The Community Development Finance Association (020 7430 0222, info@cdfa.org.uk) represents the community development finance sector and will be able to advise bodies wishing to apply for accreditation under the scheme.

What does a body need to demonstrate to become accredited?

Details of the criteria CDFIs need to meet can be found in the Material Concerning the Accreditation of CDFIs which is available on the BIS website (link here). This should be read in conjunction with the CITR (Accreditation of Community Development Finance Institutions) Regulations (2003/96) as amended. More detailed guidance on the Regulations can be found on the HMRC website in its Community Investment Tax Relief manual.
Why is accreditation necessary?
Accreditation is designed to ensure that only organisations genuinely active in providing financial support to enterprises in disadvantaged communities are entitled to attract tax-advantaged investments.

What is the timetable for the accreditation process?
Applications for accreditation are welcome at any time. BIS will process accreditations as they arrive and will endeavour to process any applications within two months of receipt. However this may not always be possible and will rely on applicants submitting all necessary evidence and information with their application and responding promptly to any enquiries.

What happens if a body is refused accreditation?
Any organisation refused accreditation will receive feedback on the reasons and will be eligible to reapply in the future. A right of appeal to the Special Commissioners, an independent tribunal, is also available as a last resort.

What happens if the CDFI fails to raise the amount of investment requested at accreditation?

There are no penalties for failing to raise the full amount indicated in accreditation applications. However, CDFIs should bear in mind that the BIS may review the CDFI’s ability to attract and use investment at the re-accreditation stage.
Can a CDFI renegotiate the accreditation date following formal notification from BIS?

The CDFI should ensure that its initial application requests an accreditation date which is realistic (allowing time to raise investments and to onward lend a sufficient amount to comply with the regulations). However, in some circumstances the BIS may consider changing the date of accreditation upon request, e.g. before any initial CITR investment has been raised.

How are the interests of the Devolved Administrations reflected in the accreditation process?
Ministers in Scotland, Wales and Northern Ireland have already endorsed BIS’s role in managing the accreditation process. Their officials will assist BIS in reviewing the accreditation applications from bodies operating in their respective jurisdictions. 

Where can I find a list of accredited CDFIs?  
Details can be found on the BIS website (link here).

Who should I contact if I want to find out more about CDFIs or the CITR accreditation process?
In the first instance you should contact the Community Development Finance Association (020 7430 0222, info@cdfa.org.uk). They will be able to advise bodies wishing to apply for accreditation under the scheme. More detailed queries about the accreditation process should be directed to BIS (citr@bis.gsi.gov.uk).

What does accreditation mean for a CDFI

What are the obligations of an accredited CDFI? 

Accreditation as a CDFI under the CITR scheme is conditional on the accredited body investing specified proportions of its ‘investment fund’ (see the HMRC’s CITR Manual for how the ‘investment fund’ is calculated) within defined time limits in ‘qualifying enterprises’.


Not all investments by a CDFI in qualifying enterprises count, only ‘relevant investments’ are included. A CDFI is also required to submit an annual return to BIS detailing its onward investment activities for each accreditation year. Details of the annual return required can be found at Annex C of the Material concerning the accreditation of CDFIs on the BIS website (link here).
What are the onward investment requirements and what happens if they are not met?

A CDFI must onward invest at least 25%, 50% and 75% of its investment fund on or before the first, second and third anniversary (respectively) of the date the CDFI was first granted accreditation. From the third anniversary of accreditation it must onward invest an average of at least 75% of its investment fund. Should it fail to meet these requirements its accreditation will be withdrawn, unless BIS is satisfied that the failure was due to reasons beyond the CDFI’s control. 

What should a CDFI do if it believes it is likely it will not meet (or has not met) the onward investment requirements due to reasons beyond its control?

The CDFI should notify BIS in writing of its failure, or expected failure, to satisfy the onward investment requirements without delay, and no later than the date on which the annual report for the relevant year is due.  The notice should describe the circumstances that are likely to cause (or have caused) the failure and state the maximum amount likely to be onward invested.  Applications to BIS for the accreditation not to be withdrawn as a result of a failure should also include details of action taken (or planned) to try and avoid the failure, and to minimise the extent of the shortfall in onward investment.  For full details please see Regulations 2003/96, as amended.

What happens if a CDFI receives an early repayment of a loan, meaning it is likely to breach the onward investment obligations? 

An early repayment is likely to be deemed outside the control of the CDFI, and accreditation will not be withdrawn where BIS is satisfied that any shortfall in meeting the onward investment requirements for that year was due to the early repayment.  The CDFI will be required to notify BIS of the likely breach and request that it should not result in the withdrawal of the CDFI’s accreditation, following the procedure set out in the previous question.  The CDFI should not rely on gaining BIS’s agreement not to withdraw accreditation and should do everything it can to ensure onward investment requirements are met. 

What happens if a CDFI fails to meet the onward investment obligations because loan commitments were not drawn down? 

Failure to meet the onward investment requirements due to loan commitments not being drawn down is unlikely to be considered as outside the control of the CDFI.  In such circumstances failure to meet the scheme’s requirements may result in the withdrawal of accreditation. Where a CDFI believes this is likely they should immediately contact the BIS to discuss the situation.

What can a CDFI do if it identifies that it may have difficulty in meeting the onward investment obligations? 
In the first instance the CDFI should contact BIS and let it know the circumstances and any remedial action being taken. A CDFI can pay back money to its investors in order to lower its investment fund.  This will however reduce the amount of relief available for the year in which the repayment is made (and for subsequent years). 

How does a CDFI calculate the “average” percentage onward invested?

A CDFI will be regarded as having achieving an average 75% onward investment level for a particular year if it satisfies either one (or both) of the following conditions:
i. that the average of the percentages of their CITR investment fund invested in relevant investments in qualifying enterprises as at close of business on each day of that year is at least 75%; or

ii. that the average of the percentages of their investment fund invested in relevant investments in qualifying enterprises as at close of business on four quarterly days within that year is at least 75%.  Those four days must conform to the following rules:

· The first date must be within three calendar months of the anniversary of the CDFI’s (initial) accreditation 

· Each of the second, third and fourth dates must be no earlier than 87 days and no later than 95 days after the previous date and 

· The fourth must fall within the same year of accreditation as the previous three (i.e. the final date cannot drift into the next year).  
Once it has met the onward investment requirements, what may a CDFI do with any additional CITR raised funds?

There are no restrictions on the use of CITR funds not invested in order to meet the onward investment requirements apart from any investment in residential property being prohibited. BIS would highlight that it is the CDFI’s own responsibility to anticipate and mitigate any risks to volatility in its onward investment portfolio which may cause it not to fulfil the onward investment requirements.
How long does accreditation last?

Three years.  After three years a CDFI will need to apply for re-accreditation as set out in the Material. A CDFI should apply for re-accreditation at least two months before the expiry of its current accreditation. 

Can a CDFI lose its accreditation status during the three-year period?
Yes. CDFIs must submit annual reports which enable BIS to check they continue to meet the requirements for accreditation under CITR (details can be found in Annex C of the Material concerning accreditation).  Failure to meet the requirements (for example, if an annual report was not submitted or a CDFI had knowingly invested in residential property) will result in withdrawal of accreditation. It is for this reason the BIS wishes to ensure bodies fully understand the rules during the application process. 
What is a ‘relevant investment’ in a ‘qualifying enterprise’?
Briefly put a ‘qualifying enterprise’ is an SME, unable to obtain finance from mainstream lenders, based in or serving a geographic and/or thematic (non-geographic) disadvantaged community.  For further details on qualifying enterprises and for details on ‘relevant investments’ please refer to the HMRC’s CITR Manual (link here)  

Why does the CDFI need to demonstrate that supported enterprises could not raise funds from other sources?

CITR was designed to support enterprises in disadvantaged areas who can not raise funds from other sources, particularly mainstream financial institutions. This requirement helps to ensure that the scheme does not crowd out existing mainstream financial institutions and provides value for money for the taxpayer.  

The CDFI will need to demonstrate that arrangements are in place to ensure that the enterprises it supports fall into this category.  

How does the CDFI demonstrate that supported enterprises could not raise funds from other sources?

A body must set out in its application for accreditation how it will demonstrate that enterprises to which it intends to lend can not raise funds from other sources, particularly mainstream institutions. Applicants must also set out what evidence they will collect from these enterprises to support its assessment.  

How will a body know whether the community it serves qualifies?

CITR is intended to improve the availability of funds for bodies in or serving both geographic and thematic (non-geographic) disadvantaged communities. Details of qualifying geographic communities are provided in Annex A of the BIS’s published CITR Material.  The scheme also provides for CDFIs to assist enterprises owned and operated by, or intended to serve, individuals recognised as being disadvantaged on account of their ethnicity, gender, age, disability or other similar defining characteristic.

How can a CDFI check whether a loan (or other investment) will be a relevant investment before it commits the funds?
Detailed guidance governing the scheme can be found on the HMRC website in its Community Investment Tax Relief manual.  For further assistance, please contact the CDFA (020 7430 0222; info@cdfa.org.uk) in the first instance or BIS (citr@bis.gsi.gov.uk).

Can the Enterprise Finance Guarantee (EFG) be used to underwrite CITR investments? 

A CDFI cannot use an EFG accreditation to underwrite CITR loans. 

Are there any requirements in relation to the interest a CDFI must charge?

Loans to profit-distributing enterprises must bear interest at or above market rate if they are to rank as relevant investments. For these purposes the ‘market rate’ of interest is the European Commission’s Hurdle Rate, which is the Reference Rate (see http://ec.europa.eu/comm/competition/state_aid/legislation/reference_rates.html.) plus four percentage points, or more. There is no requirement on what the interest rates must be when lending to non-profit distributing enterprises. 

Can a wholesale CDFI make a relevant investment in other accredited and non accredited CDFIs?

Yes. A wholesale CDFI can make relevant investments in another accredited CDFI.  Please find further details on the HMRC website (link here). If a wholesale CDFI wishes to invest in a non-accredited CDFI, the same rules apply as for lending to other enterprises. 

Can a retail CDFI make a relevant investment in other accredited and non accredited CDFIs

Yes. A retail CDFI can invest up to 10% of its investment fund or £250,000 (whichever is the lower figure) in other accredited CDFIs or enterprises other than an accredited CDFI whose objective is to provide finance for enterprises in or for disadvantaged communities.  Find further details on the HMRC website (link here).

Can an enterprise which is connected with the CDFI be a qualifying enterprise?

No. By definition a qualifying enterprise must be unable to raise funds from sources other than the CDFI. If an enterprise is connected to a CDFI (which has been able raise finance) then it is deemed to be able to raise finance. It is therefore not eligible to be onward lent money from the CDFI as a ‘qualifying enterprise’. 

Can a CDFI make equity investments which would count as “relevant investments”?

CDFIs cannot make equity investments in profit-distributing enterprises which count as “relevant investments” under the scheme. Equity investments are allowed to be made in non-profit-distributing enterprises under the scheme.

How are Community Interest Companies (CICs) treated under the scheme – profit distributing or non-profit-distributing?

For the purpose of CITR, all CICs are deemed to be non-profit distributing enterprises.   


Can a CDFI make a relevant investment involving property?

A CDFI is allowed to make investments relating to non-residential property. However the extent to which these investments are regarded as  ‘relevant investments’ is limited.   See the HMRC’s CITR Manual for further details (link here).

But a CDFI is not allowed to make any investment from its CITR investment fund in residential property.

GLOSSARY

BIS 
Department for Business, Innovation and Skills
CDFA
Community Development Finance Association (The trade association for CDFIs in the UK)

CDFI   
Community Development Finance Institution

CITR   
Community Investment Tax Relief

HMT   
Her Majesty’s Treasury

HMRC
Her Majesty’s Revenue and Customs

SME 
Small and Medium-sized Enterprise
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