Section 38.—General Business
Credit

Loan to community development
corporation is eligible for general busi-
ness credit. The full amount of the loan
made to a community development cor-
poration (CDC) is aitransfer of cashi to
the CDC for purposes of the definition of
aiqualified CDC contribution.t

Rev. Rul. 97-51

ISSUE

What amount of a loan may a commu-
nity development corporation (CDC) treat
as aitransfer of cashi for purposes of the
definition of a iqualified CDC contribu-
tiont ?

FACTS

Bank wishes to lend money to X, a
CDC, that X will use to provide employ-
ment and business opportunities for low-
income residents in its operational area.
In June 1994, the Secretary of Housing
and Urban Development (HUD) desig-
nated X a iselected community develop-
ment corporationi under 3 13311 of the
Omnibus Revenue Reconciliation Act of
1993, 199313 C.B. 144 (the Act). Bank
and X have negotiated an agreement that
Bank will lend X $2,000,000 on Decem-
ber 31, 1997, for 10 years at a stated rate
of interest. Under the terms of the loan, X
does not have to repay the loan before the
end of 10 years.

LAW AND ANALYSIS

Section 13311 of the Act provides a
business credit under 3 38 of the Internal
Revenue Code for a qualified CDC con-
tribution made by ataxpayer toaCDC. A
qualified CDC contribution isany transfer
of cash (1) made to a CDC during the 5-
year period beginning June 30, 1994, (2)
that is available for use by the CDC for at
least 10 years, (3) that the CDC uses to
provide employment and business oppor-
tunities for low-income individuals who
are residents of the operational area of the
CDC, and (4) that the CDC designates as
aqualified CDC contribution. The Secre-
tary of HUD selects the 20 qualifying
CDCs and determines whether those

CDCs spend the money received appro-
priately.

A contributing taxpayer may claim an
annual credit during a 10-year period
equal to 5 percent of its contribution that
is designated by the CDC as a qualified
CDC contribution. The aggregate amount
of contributions that a CDC can designate
as dligible for the credit may not exceed
$2,000,000. The credit period begins
with the taxable year during which the
taxpayer made the qualified CDC contri-
bution.

A qualified contribution to a CDC need
not be in the form of an outright gift. A
qualified contribution may also be made
in the form of a loan, the principal of
which is to be returned to the lender tax-
payer after the 10-year period. H.R. Rep.
No. 2264, 103d Cong., 1st Sess. 801
n.196 (1993), 19933 C.B. 377.

In the present case, Bank is lending
$2,000,000 to X for 10 years. To the ex-
tent of the amount of the loan designated
by X as a qualified CDC contribution,
Bank iseligible to claim the CDC credit.

HOLDING

The full amount of the loan made to a
CDC is aitransfer of cashi to the CDC
for purposes of the definition of a i quali-
fied CDC contribution.
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