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Attached are comments on New Markets Tax Credit by Coalition of CDCs formed to support the 
credit. We should discuss these recommendations aa we draft legislation. I would appreciate 
e-mail reactions as soon as possible. 

Attachment 
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^ Community Development Tax Credit Coalition (CDTCC) 
Steering Committee; 

Robert Agus 
National Cooperative Sanfc 

Frank Altman 
Cornrmit/ Reinvestment Fund 

David Beck 
Center far Communrty Se/f Hdp 

Bill Bynum 
EfUerpnie Corporation ofthe Delta 

Helen Dunlap 
Stiarebank Advisory Services 

Bill French 
Rurvil Community Assistance Corp. 

Alan Greenlee 
Ente/prise Foui^daton 

Qoria Guerrero 
Dev«/opment Firwnce Corp. 

Mary Nelson 
6et/iel New Life 

Fton Phillips 
CtxKtc!/ Enterprises Inc 

Marie Pinsky 
National Corrmunity 
Capita/Assodation 

RoyPtiest 
National Congress /br 
Community Etsmomic Dev /̂opment 

Bijzz Roberts 
Loco/initwtives Support Corp. 

Wehhy Soni 
Assocoi/Qn /br Enterprise Opporamity 

Kerwin Tesdell 
Community Oeî /opment 
Venture CopiiaJ A/tonce 

Comments on the Administration's 
New Markets Tax Credit Proposal 

The Community Development Tax Credit Coalition (Coalition) was 
organized by some ofthe country's leading commumty development 
organizations. The Coalition's principal mission Ls to advocate m favor 
of a federal tax credit that encourages private investment in community 
development entities and their work to expand economic opportunities 
in poor communities. (See attached list of the Coalition's Steering 
Committee). The Coalition represents many ofthe community 
development entities most hkely to utilize the New Maricet Tax Credit 
(NMTC). 

The following comments reflect the CoaUtion's comments on the New 
Market Tax Credit as proposed in the President's Fiscal 2000 budget. 
While the Coalition endorses the NMTC proposal and applauds the 
Administration's effort to encourage private .sector investment in low 
income communities, the changes that we recommend are based on our 
experiences working in poor communities and are intended to make the 
President's proposal more effective. 

L Administration ofthe NMTC - The process of administering the 
New Markets Tax Credit (NMTC) must be simple, transparent and 
consistent to ensure that it can be effectively marketed to investors and 
utilized by qualified community development entities. We recommend 
the Treasury Department be the sole authority to certify community 
development entities, allocate NMTCs, and monitor NMTC activity. At 
the same time, other Federal agencies will administer programs that are 
part ofthe New Market's Investment Initiative and the Treasury 
Department should work with these agencies to ensure that the NMTC 
is effectively used in concert with other New Markets initiatives. 

Recommendation; Authorize the Treasury Department to administer the 
NMTC and grant it sole authority to certify eligible community 
development entities, develop regulations, allocate the tax credits, and 
maintain oversight. The Treasury Department should be required to 
work in concert with other Federal Agencies administering New 
Markets Investment Initiatives. 
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IL Term of the NMTC Credit - The NMTC must be structured in a way that enables 
community development entities to provide the long term financing that is essential to effective 
community development. 

The current proposal would require that an investor maintain an equity investment in the qualified 
community development entity fbr at least five years in order to claim the NMTC. While the 
proposal does not prohibit an investor from mamtaining their equity investment for more than five 
years, an investor in the private market would have no reason do so without any additional tax 
incentive. The proposed NMTC only provides a 6% credit for each ofthe first five years that the 
equity investment is in place. 

What low-income communities need most is long term, risk capital. Long term investments are 
the most difficult to secure and at the same time the most usefiil in terms of community 
development efforts. Buanesses operating in rural maricets or distressed urban areas lack access 
to affordable, patient capital. This is what the community development entities provide and a short 
term credit will undermine this effort. 

As proposed, however, the NMTC would provide primarily shorter-term, lower-risk capital. A 
five year holding period would drive participating community development entities to place tax 
credit investments into shorter term deals. Requiring NMTC investors to maintain their equity 
interest for ten years, rather than five, would enable community development entities to provide 
long term financing and investments to the businesses and entrepreneurs they serve. 

Recommendation: Extend tiie term of tiie tax credit to ten years vnth a 6% credit for each year. 

UL Community Development Entity Definition 
Screening community development entities ensures that investment fimds are used to meet tiie 
community development mission of the NMTC program. In addition to screening applicants to 
ensure that they meet the basic definition of a commumty development entity, applicants must be 
required to demonstrate their skill, capacity and commitment to community development. 

While the proposed eligibility formula requires tiiat an entity meet a primary mission test and 
demonstrate community accountability, tiiere is no requirement that an entity demonstrate its 
capacity. In order to strengthen accountability and ensure better outcomes, community 
development entities must be requu-ed to submit a comprehensive community deveiopraent 
business plan when applying for NMTC status. The business plan would enable tiie Treasury 
Department to review an applicant's track record and its understanding ofthe market. It is critical 
that the Treasury Department have the ability to effectively screen appUcants and assess tiieir 
capacity and commitment as community developers. 

There are a number of organizations tiiat would meet all the eligibility requirements ofa 
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community development entity except tiiat tiiey are owned by a parent company tiiat does not 
meet the reqmranents. Ratiier tiian excluding tiiese organizations from tiie NMTC such entities 
Tpopd^klS ""^^ ''̂ ^̂  " "̂'̂ '̂  '^''^ ^ '̂̂ e mcom'e communities 

Recommendation: Retain tiie existing community development entity definition but require tiiat all 
apphcants submit a community development business plan detailing how they intend to utilize the 
capital brought m through tiie NMTC. In addition, if an applicant has a parent company that does 
not meet the pnmaiy mission" test, tiie appUcant would be requii-ed to demonstrate tiii past 
performance witii regard to serving low income communities and/or populations and describe 
how the NMTC would be utihzed. Such a test will ensure tiiat federal resources can and will be 
used for then* intended purposes. 

IV, Qualified Low Income Communities - The NMTC proposal requu-es tiiat a community 
developmem entity document its ability to provide'investinent capital to low income communities 
defined 35 census ti^s with poverty rates of 20 percent or median family income which does not' 

n'̂ .i" ^ S ^ f "5* " " T - T . ^ ^ ' " ^ 80 percent non-metropolitan statewide income for 
mral areas. While tins formula mcludes 40% of tiie communities around the country it will 
exclude many pockets of poverty and populations of low income people hving witiiii census 
tracts tiiatdo not meet the poverty or median income criteria. For example, tiiis limitation would 
make it difficult for many community development entities serving low income rural populations 
m the Midwest or Northeast who Uve whhin census tracts tiiat do not reflect high levels of 
poverty. In addition, the proposal runs counter to the market orientation tiiat tax credits need to 
succeed. 

The stamte autiiorizing tiie Community Developmem Financial Institution's (CDFI) Fund 
addresses tiiis issue by granting CDHs the option of targeting their development activities to a 
quahfied mvestment area or a quahfied target population. The tenn 'target population' is defined 
as mdividuals or an identifiable group of individuals who are low income or otherwise lack 
adequate access to l o ^ or equity investinents. AppUcants must d.>fine target populations to tiie 
satisfaction ofthe CDFI Fund. Bygivmg appUcants tiiis option, tiie CDH Fund ensures tiiat their 
fimds are tarĝ ed to mdividuals and areas in need while granting development organizations the 
flexibdity to effectively serve low mcome populations that fall outside the screen of census tract 
data. 

^ ^ ^ T ^ ' f ^ ' ^ T ^ ^ ^ C targeting requirements to conform with those used by the 
CDFI Fund. AUow commumty development entities under tiie NMTC to target tiieir mvestment 
T ^ ^ r '^"^'^ lô încome areas and/or target populations. In order for an entity to quahfy 
for N^rrC certification they must demonstrate that they serve a quahfied investment area or 
targeted population as defined by the CDFI statiite (see 12 U.S.C 4701, Title I section 103). 

y. Qualified Activities - The focus of NMTC compUance should be on tiie community 
development entity, its track record and the strength ofthe comprehensive commumty 
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development business plan submitted to tiie Treasury Department. The community development 
entity should be required to certify its compUance with the targeting requu-ements of tiie NMTC -
tiiat proposed projert activity is in an area which is eUgible under the NMTC statute or serves a 
target population tiiat is eUgible under tiie statiite (as proposed in TV). 

The 'quahfied businesses activity' criteria described in tiie current NMTC proposal are overly 
restrictive and would Umit community development entities from investing in a wide range of 
community development activities tiiat would generate wealth and expand economic opportunity 
for targeted areas and populations. 

EUgible community development activities should be defined as tiiose community developmem 
mvestment, lending or grant-making activities tiut create jobs or economic opportunities tiiat 
beiiefit an investment area or tar:geted population. In addition, when a community development 
entity makes an mvestinent, loan or grant it should certify tiiat tiie activity is consistent with the 
community development business plan they submitted to Treasury. 

Recommendation: Stiike the language describing 'quahfied active busmesses' and develop criteria 
for eUgible community development activities. Community development entities should be 
required to certify tiiat NMTC fimds are supportmg eUgible community development activities In 
addmon, each community development entity should be reqmred to describe in its community 
development busmess plan how it intends to use NMTC fiinds. 

VL Recapture provisions - The NMTC proposal gives tiie Treasury Department the autiiority 
to recapture credits tiiat have been claimed by an investor if tiie quahfied community developmem 
entity foils to mamtam its eUgibiUty status . While safeguards should be written mto tiie proposal 
to ensure tiiat fimds are not misused by tiie certified community development entities, tiie current 
recapture language would create such uncertainty about compUance as to dissuade private 
investors from entering into NMTC deals. 

The Treasury Department's initial screemng of community development entities must be rigorous 
enough to ensure tiial certified entities have tiie capacity and commitinent to stay true to their -
mission and mamtain accountabiUty. In addition, community development entities must certify at 
the time tiiey make an mvestment, loan, or grant usmg NMTC fiinds, tiiat tiie capital is bemg used 
to support an ehgible community development activity. (See point number V). 

Recommendation: Strike tiie recapture provision m tiie budget proposal. The only cause for 
recapture agamst mvestors would be ui a case of investor fraud. Authorize the Treasury 
Departmem to issue sanctions against community development entities that are found to be out of 
compUance with program guideUnes. 

TOTAL P.05 


