
New Markets Tax Credit: 
Spurring Investment for Business Growth in Urban and Rural Communities 

President Clinton's FY 2000 budget includes a "New Markets Tax Credit" to help spur $6 billion 
in private sector investment for business growth in low and moderate income rural and urban 
communities. Businesses in our nation's iimer cities and isolated rural communities often lack 
access to equity capital to grow and succeed. To help am^ct new capital to these businesses, 
President Clinton is proposing a new tax credit for equity investments in these communities. 
Investors would be able to claim a tax credit worth 25 percent ofthe amount invested, in present-
value terms. Investments in a wide range of investment vehicles focused on serving these 
communities would be eligible for die credit. Over die next five years, diese funds would be able 
to attract an aggregate of $6 billion in new equity capital eligible for die tax credit. 

What investment funds can use the tax credit? To provide flexibility and attract a range of 
investors, investments in a wide range of vehicles would qualify. Under die proposal, the 
Treasury Department would allocate tax credits to investment vehicles whose primary mission is 
to serve low and moderate uicome communities. These might include community development 
banks or venture funds, community development corporations (including for-profit subsidiaries 
of nonprofits), small business investment corporations focused on low and moderate income 
communities, fimds established under SBA's new programs - America's Private Investment 
Companies and New Market Venture Capital Firms - or odier investment funds set up to serve 
low and moderate income communities. Tax credits could also be provided for investments in 
designated national or regional funds that, in turn, invest in local community development funds. 
Similarly, tax credits could be provided for secondary market investments for qualified purposes. 

What businesses would qualify? The designated investment entities would make their own 
decisions, based on local knowledge and expertise, about what investments or loans to make to 
help create and grow businesses in low and moderate income communities, subject to certain 
rules designed to ensure that the businesses are operating in these communities. A wide range of 
businesses could be funded by diese investment entities, from small technology firms to inner 
city shopping centers, from manufacturers with hundreds of employees, to retail stores. 

How would the tax credit work? Investment fiinds v^ould apply for designation. Designated 
entities would be given the authority to allocate a given amount of tax credits to investors. The 
entities would use the tax credits to attract mvestment capital, and then provide the investors with 
tax credit authorizations, worth approximately 25 percent of dieir investinent (in present-value 
terms). On their tax returns, die investors would claim a 6 percent tax credit for each of five 
years of a mandatory minimum holding period on their uivestment. The investment fimds would 
report to the Treasury Department on the tax credit allocatiors made and on the use ofthe 
investment for qualified purposes. 

"The New Markets Tax Credit is the most significant proposal for the economic development 
of distressed urban and rural commumties in a generation." Michael Rubinger, President and 
CEO of Local Initiatives Support Corporation (LISC) 



PROVIDE NEW MARKETS TAX CREDIT 

Current Law 

In general, diere are Umited tax mcentives for mvesting and making loans to businesses in 
low-mcom̂ e commumtjes. For example, cunem law provides for targeted tax mcentives that are 
mtended to encourage mvestment m specialized smaU business mvestment compames that are 
licensed by die Small Business Admmistration to make loans to, or eqmty investments in, small 
busmesses owned by persons who are socially or economically disadvantaged. 

Reasons for Change 

Businesses in our nation's inner cities and isolated rural commumties often lack access to 
equity capital to grow and succeed. To help attract new capital to diese businesses, a new tax credit 
for equity mvestments in these busmesses is proposed. 

Proposal 

In general-Taxpayers would be allowed a credit against Federal income taxes for qualified 
mvestments made to acquire stock or odier eqmty mterests in a seleaed commumty development 
entity The credits would be allocated to selected community development entities by die 
Department of Treasury, pursuant to regulations to be issued by diat Department. For each year 
durmg die period 2000-2004, die Treasury Department would be permitted to amhorize selected 
commumty development entities to issue an aggregate of $ 1.2 billion of equity interests with respect 
to which credits could be claimed under die proposal (a total of $6 billion of new equity investment). 
If die seleaed commumty development enuty fails to seU equity interests to investors up to the 

amount audiorued widiin five years of die audionzation, dien the remainmg audiorization would be 
canceled, and die Treasury Department would have up to two years to authorize anodier community 
development entity to issue equity mterests for the unused portion. 

The credit allowed to die investor (either the original purchaser or a subsequent holder) 
would be a six-pcrcent credit for each year during die five-year period after the equity interest is 
purchased from the selected community development entity. A taxpayer holding a qualified 
mvesmicnt would be entitled to a credit on each credit allowance date (meaning each one-year 
anniversary, during a five-year period, ofthe date die investment was originaUy purchased from the 
commumty development entity). The taxpayer's basis in the investment would be reduced by the 
amount of die credit The credit would be subjea to the general business credit rules. 

Qualified investments.-"Qualified mvestments" which entitle the investor to a credit must 
be common stock or other similar equity interest acquired from a seleaed community development 
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entity m exchange for cash.' The stock or odier eqmty interest must not be redeemed (or odierwise 
cashed out) by the seleaed commumty developmem ennty for at least five years. Substannal'v all 
of die proceeds of die investment must be used by die community development entity to make 
"qualified low-mcome community mvestments," meamng equity investments in, or loans to, 
qualified active businesses located in low-mcome commumties .* Qualified low-mcome commumty 
mvestments could be made directiy by a seleaed commumty development ennty, or could be made 
mdirectiy dirough anodier community development entity.' 

Communitv dpvelnnment entities .-"Community development entities" diat could apply for 
credit allocations would include (but would not be Umited to) Commumty Development Financial 
Uisumtions, Commumty Development Corporanons, SmaU Business Investment Corporations-LMIs, 
New Market Venmre Capital Firms, Amenca's Private Investment Corporations, or odier investment 
fimds (including for-profit subsidiaries of nonprofit organizations). To be seleaed for a aedit 
allocation, die commumty development entity's primary mission must be servmg or providing 
mvestment capital for low-income communities or low-income persons, die entity must maintain 
accountability to residents of low-income communities (dirough representation on governing or 
advisory boards, or odienvise), and at least 60 percent of die aggregate gross assets of die entity must 
be mvested m "qualified low-income commumty mvestments" or residential property located in low-

mcome commumues.'° 

As part of die credit allocation process, die Treasury Department would certify entities as 
elieible "commumty development entities " Certified entities would be required to file annual 

' To ensure diat credits are available only for new equity investments in seleaed 
commumtv development entities, die term "qualified investment" would not include any stock or 
odier equity mterest acquired from a commumty development entity which made a substantial 
stock redemption or distribution (widiout a bona fide business purpose dierefor) in an attempt to 
avoid the purposes of the proposal. 

' If at least 85 pen:ent of die aggregate gross assets of the community development entity 
are invested (directiy or indirectly) in equity interests in, or loans to, qualified active businesses 
located m low-income communities, dien diere would be no need to trace the use of die proceeds 
from die particular stock (or odicr equity ownership) issuance with respea to which die credit is 
claimed. 

' A community development entity would be treated as indirectly making "qualified low-
income commumty investment" when it purchases loans previously made by anodier commumty 
development entity which, in mm, uses the proceeds from die transaction to provide additional 
capital to qualified active businesses located in low-income communities. 

Expenditures made by a community development entity to provide financial 
counseling and certain other services to busmesses located in, and residents of, low-income 
communities would also be treated as "qualified low-income community investment." 
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reports demonstrating that diey continue to meet aU the requhements for initial certification, and 
would be required to identify die amount (and purchasers) of entity interests with respea to which 
allocated credits may be claimed by die purchaser and to demonstrate that the entity momtors its 
investments to ensure that capital is used m low-income communities. 

If an entity fails to be a commumty development entity during the five-year period followmg 
the taxpayer's purchase of an equity interest in the entity, or if the equity interest is redeemed by the 
issuing entity during that five-year period, then any credits claimed with respea to the equity interest 
would be recaptured and no further credits would be allowed. 

Low-income communities-For purpose of the credit, "low-mcome commumties" would be 
defmed as census tracts with either (1) poverty rates of at least 20 percent (based on the most recent 
census data), or (2) median family income which does not exceed 80 percent of metropolitan area 
income (or for a non-metropolitan census tract, 80 percent of non-metropolitan statewide median 
family income). 

Qualified active businesses .-"Qualified active businesses" generally would be defmed as 
businesses" which meet the followmg requirements: (1) at least 50 percent ofthe total gross income 
of the busmess is derived from the active condua of trade or business activities m low-income 
commumties; (2) a substantial portion of the use of the tangible property of such business is used 
within low-income communities; (3) a substantial portion of the services performed for such 
business by its employees are performed in low-income communities; and (4) less than 5 percent of 
die average of the aggregate unadjusted bases of the property of such business is attributable to 
certam fmancial property (e.g.. debt, stock, parmership interests, options, fiitures contracts) or to 
collectibles (other than collectibles held primarily for sale to customers). 

For purposes of the credit, there would be no requirement that employees of a "qualified 
aaive business" be residents of the low-mcome community. Rental of improved commercial real 
estate located in a low-income community (e g , an office building or shopping mall) would be a 
qualified aaive business, regardless of the charaaeristics of the commercial tenants ofthe property. 
In addition, a qualified active business that receives a loan from a community development entity 
could include an organization that is organized and operated on a non-profit basis. The purchase and 
holding of unimproved real estate would not be a qualified active business. In addition, a qualified 
active business would not include (a) any business consisting predominantly ofthe development or 
holdm2oflntangiblesforsaleorUcense. (b)operationofany faciUty described in sec. 144(c)(6)(B) 
(eg., commercial golf course, country club, massage parlor, hotmb faciUty, suntan facility, Uquor 
store), or (c) any business if a sigmficant equity mterest in such business is held by a person who 
also holds a significant equity interest m tbe commimity development entity. 

" As under current-law section 1394(bX3)(D), the term "qualified active business" 
would include any trade or business which would qualify as such a business if the trade or 
business were separately incorporated. 
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Regulatory authoritv —The Treasury Department would be granted authonty to prescribe 
such resuiations as maybe necessary or appropriate to carry out the purposes of the pronosal, 
including regulations Imiiting die benefit of die proposed tax credit in circumstances where 
investments are directiy or mdirectiy bemg subsidized by other Federal programs (e.g., low-income 
housmg creditand tax-exempt bonds), and regulations preventing abuse ofthe aedit through the use 
of related parties. The Treasury Department would issue regulations describing the certification 
process for community development entities, annual reporting requirements for such entities, and 
application ofthe low-income commumty investment requirements to start-up entities. 

Effeaive date -The proposal would be effective for qualified investments made after 

December 31, 1999. 
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New Markets Tax Credit: 
Spurring Investment for Business Growth in Urban and Rural Communities 

President Clinton's FY 2000 budget includes a "New Markets Tax Credit" to help spur $6 bUUon 
in private sector mvestment for business growdi m low and moderate income rural and urban 
communities. Businesses in our nation's inner cities and isolated rural communities often lack 
access to equity capital to grow and succeed. To help atti^t new capital to diese busmesses, 
President CUnton is proposing a new tax credit for equity investinents in diese commumties. 
Uivestors would be able to claim a tax credit worth 25 percent of die amount invested, m present-
value terms. Investments in a wide range of investment vehicles focused on serving these 
communities would be eUgible for die credit. Over die next five years, diese fimds would be able 
to attract an aggregate of $6 billion in new equity capital eUgible for die tax credit. 

What investment funds can use the tax credit? To provide flexibiUty and attract a range of 
investors, investments in a wide range of vehicles would quaUfy. Under die proposal, die 
Treasury Departinent would aUocate tax credits to investment vehicles whose primary mission is 
to serve low and moderate income communities. These might include community development 
banks or venture fimds, community development corporations (mcluding for-profit subsidiaries 
of nonprofits), small business investment corporations focused on low and moderate mcome 
communities, fimds estabUshed under SBA's new programs - America's Private Investment 
Companies and New Market Venture Capital Firms - or odier investment fimds set up to serve 
low and moderate income commumties. Tax credits could also be provided for mvestments m 
designated national or regional fimds diat, in tiim, invest m local community development fimds. 
Similarly, tax credits could be provided for secondary market investments for quaUfied purposes. 

What businesses would qualify? The designated investinent entities would make diefr own 
decisions, based on local knowledge and expertise, about what investinents or loans to make to 
help create and grow businesses in low and moderate mcome communities, subject to certam 
rules designed to ensure diat die busmesses are operating in diese communities. A wide range of 
businesses could be fimded by diese mvestment entities, from smaU technology firms to mner 
city shopping centers, from manufactiirers widi hundreds of employees, to retail stores. 

How would the tax credit work? Uivestment fimds would apply for designation. Designated 
entities would be given die audiority to allocate a given amount of tax credits to mvestors. The 
entities would use die tax credits to attraa investment capital, and dien provide die mvestors widi 
tax credit audiorizations, worth approximately 25 percent of their mvestment (in present-value 
terms). On dieh tax returns, die investors would claim a 6 percent tax credit for each of five 
years of a mandatory mimmum holdmg period on diek mvestment. The investment fimds would 
report to die Treasury Department on die tax credit allocations made and on die use of die 
investment for qualified purposes. 

"The New Markets Tax Credit is die most significant proposal for die economic development 
of disfressed urban and rural communities m a generation." Michael Rubmger, President and 
CEO of Local Initiatives Support Corporation (LISC) 



entity m exchange for cash.' The stock or odier eqmty interest must not be redeemed (or odierwise 
cashed out) by the selected commumty developmem entity for at least five years. Substannal'v all 
of die proceeds of die investment must be used by die community developmem entity to make 
"qualified low-mcome commumty investments," meaning eqmty investments in, or loans to, 
quaUfied active busmesses located m low-mcome commumties.' Qualified low-mcome commumty 
mvestments could be made duecdy by a seleaed commumty development ennty, or could be made 
indirectiy through another community development entity.' 

Cnmmunitv development entities.-'Community development entities" diat could apply for 
credit allocauons would include (bm would not be Umited to) Commumty Developmem Finanaal 
Uistimtions Commumty Development Corporations, SmallBusiness InvesnnemCorporanons-LMIs, 
New Market Venmre Capital Ffrms, Amenca's Pnvate Investment Corporations, or odier mvestment 
fimds (including for-profit subsidiaries of nonprofit organizations). To be seleaed for a aedit 
allocation, die community development entity's primary mission must be servmg or providing 
mvescnent capital for low-mcome commumties or low-income persons, die ennty must mamtam 
accountability to residents of low-mcome communities (du^ugh representation on governing or 
advisory boards, or odierwise), and at least 60 percent of die aggregate gross assets of die entity must 
be mvested in "qualified low-income commumty mvestments" or residential property located m low-
income communities.'" 

As part of die credit aUocation process, die Treasury Department would certify entities as 
eligible "commumty development entities " Certified entities would be required to file annual 

^ To ensure diat aedits are available only for new equity mvestments in selected 
commumtv development entities, die tenn "quaUfied invesnnent" would not include any stock or 
odier equin- mterest acquired from a commumty development entity which made a substantial 
stock redemption or distribution (widiout a bona fide business purpose dierefor) in an attempt to 
avoid the purposes of the proposal. 

• If at least 85 percent of die aggregate gross assets of die community development entity 
are mvested (directiy or indirectiy) in equity mterests m, or loans to, qualified active businesses 
located in low-income communities, dien diere would be no need to trace die use of die proceeds 
from die parucular stock (or odier equity ownership) issuance with respea to which die credit is 
claimed. 

' A community development entity would be treated as indirectiy making "quaUfied low-
mcome community investment" when it purchases loans previously made by anodier community 
development entity which, in turn, uses the proceeds from die transaction to provide additional 
capital to qualified active businesses located in low-mcome communities. 

'° Expenditures made by a community development entity to provide financial 
counseling and certain other services to busmesses located in, and residents of, low-income 
communities would also be treated as "qualified low-income community investment." 
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Rffmilatorv audiority.-The Treasury Depamnent would be granted authonty to prescribe 
such resuiations as nay-be necessary or appropnate to carry out die purposes of die pronosal, 
includmg regulations limiting die benefit of die proposed tax aedit in circumstances where 
invesnnents ^e du^cdy or mdirectiy bemg subsidued by odier Federal programs (e.g., low-mcome 
housmg aedii and tax-exempt bonds), and regulanons preventing abuse of die aedit dirough die use 
of related parties. The Treasury Department would issue regulations describing die certificanon 
process for community developmem endues, annual reporting requirements for such enunes, and 
applicanon of die low-mcome commumty invesnnent requirements to start-up entines. 

Effecnve date -The proposal would be effective for qualified invesnnents made after 

December 31, 1999. 
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New Markets Tax Credit: 
Spurring Investment for Business Growth in Urban and Rural Communities 

President Clmton's FY 2000 budget includes a "New Markets Tax Credit" to help spur $6 bilUon 
in private sector investinent for business growdi in low and moderate income rural and urban 
communities. Busmesses m our nation's inner cities and isolated rural communities often lack 
access to equity capital to grow and succeed. To help attract new capital to diese busmesses. 
President CUnton is proposing a new tax credit for equity mvestinents in diese communities. 
Uivestors would be able to claim a tax credit worth 25 percent of die amount invested, m present-
value terms. Invesnnents in a wide range of invesnnent vehicles focused on servmg these 
communities would be eligible for die credit. Over die next five years, diese fimds would be able 
to attract an aggregate of $6 billion in new equity capital eUgible for die tax aedit. 

What investment funds can use the tax credit? To provide flexibiUty and attract a range of 
investors, invesfrnents m a wide range of vehicles would quaUfy. Under die proposal, die 
Treasury Department would allocate tax credits to investinent vehicles whose primary mission is 
to serve low and moderate income communities. These might include community development 
banks or venttire fimds, community development corporations (mcluding for-profit subsidiaries 
of nonprofits), small business investinent corporations focused on low and moderate mcome 
communities, fimds estabUshed under SBA's new programs - America's Private Uivestinent 
Compames and New Market Venttire Capital Firms - or odier mvesttnent fimds set up to serve 
low and moderate mcome commumties. Tax credits could also be provided for uivesttnents m 
designated national or regional fimds diat, m ttim, invest in local community development fimds. 
Similarly, tax credits could be provided for secondary market investtnents for quaUfied purposes. 

What businesses would qualify? The designated investinent entities would make diefr own 
decisions, based on local knowledge and expertise, about what mvestinents or loans to make to 
help create and grow busmesses in low and moderate mcome communities, subject to certaia 
rules designed to ensure diat die businesses are operating in diese communities. A wide range of 
busmesses could be fimded by diese mvestment entities, from smaU technology firms to mner 
city shoppmg centers, from manufacttn-ers widi hundreds of employees, to retaH stores. 

How would the tax credit work? Uivestinent fimds would apply for designation. Designated 
entities would be given die audiority to allocate a given amount of tax credits to investors. The 
entities would use die tax credits to attraa invesnnent capital, and dien provide die mvestors widi 
tax credit audiorizations, worth approximately 25 percent of their investinent (in present-value 
terms). On tiieir tax returns, die investors would claim a 6 percent tax credit for each of five 
years of a mandatory minimum holdmg period on dieir invesnnent. The invesnnent fimds would 
report to tiie Treasury Department on die tax credit allocations made and on die use of tiie 
investment for qualified purposes. 

"The New Markets Tax Credit is die most sigmficant proposal for die economic development 
of disfressed urban and rural communities m a generation." Michael Rubmger, President and 
CEO of Local Initiatives Support Corporation (LISC) 



entity in exchan<̂ e for cash.' The stock or odier equity interest must not be redeemed (or odierwise 
cashed out) by the seleaed community developmem entity for at least five years. Substannal'v all 
of die proceeds of die invesnnent must be used by die community development ennty to make 
"qualified low-mcome commumty mvesnnents," meamng equity invesnnents in, or loans to, 
quaUfied aoive busmesses located m low-mcome commumties.' Qualified low-mcome commumty 
mvesnnents could be made dfrectiy by a seleaed commumty development ennty, or could be made 
mdirectiy dirough anodier commumty development entity.' 

Cnmmunitv develnt̂ ment entities.-'Community development entities" diat could apply for 
credit allocauons would include (but would not be Umited to) Commumty Development Finanaal 
Uistimtions Commumty DevelopmentCorporanons, SmaUBusiness InvesnnemCorporanons-LMls, 
New Market Venmre Capital Ffrms, Amenca's Private Invesmient Corporations, or odier mvesttnent 

fimds (including for-profit subsidiaries of nonprofit organizations). To be seleaed for a aedit 
allocauon die commumty development ennty's primary mission must be serving or providing 
mvesnnent capital for low-mcome commumties or low-income persons, die ennty must mamtam 
accountability to residents of low-income communities (din)ugh representation on govenung or 
advisory boards, or odierwise), and at least 60 percent of die aggregate gross assets of die ennty must 
be mvested in "qualified low-mcome commumty mvesnnents" or residential property located m low-
mcome communities.'" 

As part of die credit aUocation process, die Treasury Department would certify entities as 
eligible "commumty development entities " Certified entines would be required to file annual 

To ensure diat aedits are available only for new equity invesnnents in selected 
commumtv development entities, die tenn "quaUfied invesnnent" would not include any stock or 
odier equitv mterest acquired from a commumty development entity which made a substannal 
stock redemption or disttibution (v^diout a bona fide business purpose dierefor) m an attempt to 
avoid the purposes of the proposal. 

• If at least 85 percent of die aggregate gross assets of die community development entity 
are mvested (directiy or indirectiy) m equity interests m, or loans to, quaUfied active business^ 
located in low-income communities, dien tiiere would be no need to ttace die use of die proceeds 
from die particular stock (or otiier equity ownership) issuance widi respea to which die credit is 
claimed 

' A commumty development entity would be tteated as indirectiy making "quaUfied low-
mcome commumty investment" when it purchases loans previously made by another commumty 
development entity which, in turn, uses the proceeds from die ti^action to provide additional 
capital to qualified active businesses located in low-income communities. 

'° Expenditures made by a community development entity to provide financial 
counseling and certain otiier saviccs to busmesses located in, and residents of, low-income 
communities would also be tteated as "qualified low-income community investment." 
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RfftTiilatnrvautiiontv.-Tbe Treasury Department would be granted autiionty to prescnbe 
such resuiations as maybe necessary or appropnate to carry out die purposes of die pronosal, 
includmg re<nilations luniting die benefit of die proposed tax aedit in circumstances where 
invesnnents ^e dfrectiy or mdirectiy bemg subsidized by odier Federal programs (e.g., low-mcome 
housmg aeditand tax-exempt bonds), and regulations preventing abuse of die credit dirough die use 
of related parties. The Treasury Department would issue regulations describing die certificanon 
process for community developmem entines, annual reporting requirements for such enunes, and 
appUcanon of die low-income commumty mvesnnent requirements to start-up ennnes. 

Effeaive date -The proposal would be effective for qualified invesmients made after 

December 31, 1999. 
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New Markets Tax Credit: 
Spurring Investment for Business Growth in Urban and Rural Communities 

President Clmton's FY 2000 budget includes a "New Markets Tax Credit" to help spur $6 bilUon 
in private sector investinent for business growdi in low and moderate income rural and urban 
communities. Busmesses in our nation's inner cities and isolated rural communities often lack 
access to equity capital to grow and succeed. To help attraa new capital to diese businesses, 
President CUnton is proposmg a new tax credit for equity mvesnnents m diese communities. 
Uivestors would be able to claim a tax credit wordi 25 percent of tiie amount invested, m present-
value terms. Uivesttnents in a wide range of invesnnent vehicles focused on servmg tiiese 
communities would be eligible for die credit. Over die next five years, tiiese fimds would be able 
to attract an aggregate of $6 billion in new equity capital eUgible for die tax credit. 

What investment funds can use the tax credit? To provide flexibiUty and attract a range of 
investors, investinents in a wide range of vehicles would qualify. Under die proposal, tiie 
Treasury Departinent would aUocate tax credits to investinent vehicles whose primary mission is 
to serve low and moderate income communities. These might include community development 
banks or venttire fimds, community development corporations (includmg for-profit subsidiaries 
of nonprofits), small busmess investment corporations focused on low and moderate income 
communities, fimds estabUshed under SBA's new programs - America's Private Uivestinent 
Compames and New Market Venttire Capital Fhms - or otiier mvesttnent fimds set up to serve 
low and moderate income communities. Tax credits could also be provided for investtnents in 
designated national or regional fimds diat, in ttim, mvest in local community development fimds. 
Similarly, tax credits could be provided for secondary marka investtnents for quaUfied purposes. 

What businesses would qualify? The designated investtnent entities would make diefr own 
decisions, based on local knowledge and expertise, about what mvestinents or loans to make to 
help create and grow businesses in low and moderate income communities, subject to certam 
rules designed to ensure tiiat die businesses are operating in diese communities. A wide range of 
businesses could be fimded by diese investtnent entities, from smaU technology firms to inner 
city shoppmg centers, from manufacttirers widi hundreds of employees, to retail stores. 

How would the tax credit work? Uivestinent fimds would apply for designation. Designated 
entities would be given die audiority to allocate a given amount of tax aedits to investors. The 
entities would use die tax credits to attraa investtnent capital, and tiien provide tiie investors witii 
tax credit audiorizations, worth approximately 25 percent of tiieir investinent (in present-value 
terms). On tiieir tax rettmis, die investors would clahn a 6 percent tax credit for each of five 
years of a mandatory minimum holdmg period on tiieh investtnent. The investtnent fimds would 
report to die Treasury Department on die tax credit allocations made and on die use of die 
investment for qualified purposes. 

"The New Markets Tax Credit is die most significant proposal for die economic development 
of disfressed urban and rural communities m a generation." Michael Rubinger, President and 
CEO of Local Initiatives Support Corporation (LISC) 



entity in exchange for cash.' The stock or odier equity interest must not be redeemed (or odierwise 
cashed out) by the selected community development ennty for at least five years. Substannal'v all 
of die proceeds of die invesnnent must be used by die community developmem ennty to make 
"qualified low-mcome commumty mvesnnents," meamng equity invesnnents in, or loans to, 
quaUfied active businesses located in low-mcome commumties.' Qualified low-mcome commumty 
mvesnnents could be made directiy by a seleaed commumty development ennty, or could be made 
indfrectiy dirough anodier community development entity.' 

Cnmmunitv develnr̂ ment entities.-'Commumty development entities" diat could apply for 
credit allocations would include (but would not be Umited to) Commumty Developmem Finanaal 
Uistimtions Commumty Development Corporations, SmaUBusiness Uivesttnem Corporanons-LMls, 
New Market Venmre Capital Finns, Amenca's Private Uivesttnent Corporations, or otiier mvesttnent 
fimds (including for-profit subsidiaries of nonprofit organizations). To be seleaed for a aedit 
allocauon, die community development entity's primary mission must be sen^g or providing 
mvesnnent capital for low-income commumties or low-income persons, tiie entity must mamtam 
accountability to residents of low-income communities (tiirough representation on governing or 
advisory boards, or odierwise), and at least 60 percent of die aggregate gross assets of die entity must 
be mvested m "qualified low-income commumty mvesnnents" or residential property located m low-

• • in mcome commumnes '° 

As part of die credit aUocation process, die Treasury Departtnent would certify entities as 
eligible "commumty development entities." Certified entities would be required to file annual 

' To ensure diat aedits are available only for new equity investments in selected 
commumtv development entities, tiie tenn "quaUfied invesnnent" would not include any stock or 
odier equin- mterest acquired from a commumty development entity which made a substannal 
stock redemption or disttibution (widiout a bona fide busmess purpose tiierefor) in an attempt to 
avoid the purposes of the proposal. 

• If at least 85 pen:ent of die aggregate gross assets of die commumty development entity 
are mvested (directiy or indirectiy) m equity interests m, or loans to, quaUfied active businesses 
located in low-mcome commumties. tiien tiiere would be no need to ttace the use of tiie proceeds 
from die parucular stock (or otiier equity ownenhip) issuance with respea to which die credit is 
claimed. 

' A community development entity would be n-cated as indirectiy making "quaUfied low-
mcome community investment" when it purchases loans previously made by anotiier community 
development entity which, in mm, uses the proceeds from tiie tt^action to provide additional 
capital to qualified active businesses located in low-mcome communities. 

'° Expenditures made by a community development entity to provide financial 
counselmg and certain otiier services to busmesses located in, and residents of, low-income 
communities would also be n-eated as "qualified low-income community investtnent." 
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RPOTilatnrv autiionty -Tbe Treasury Department would be granted authonty to prescnbe 
such resuiations as maybe necessary or appropnate to cany out tiie purposes of tiie pronosal, 
includmg regulations limiting tiie benefit of tiie proposed tax aedit in circumstances where 
invesnnents ^e dfrectiy or mdirectiy bemg subsidized by odier Federal programs (e.g., low-mcome 
housmg aedit and tax-exempt bonds), and regulanons preventing abuse of tiie aedit tiu-ough tiie use 
of related parties. The Treasury Departtnent would issue regulations describing die certificanon 
process for commumty development entities, annual reporting requirements for such entities, and 
application of die low-income community invesnnent requirements to start-up entities. 

Effeaive date -The proposal would be effective for qualified invesnnents made after 

December 31, 1999. 
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New Markets Tax Credit: 
Spurring Investment for Business Growth in Urban and Rural Communities 

President Clmton's FY 2000 budget mcludes a "New Markets Tax Credit" to help spur $6 bUUon 
in private sector investinent for business growdi m low and moderate income mral and urban 
communities. Businesses in our nation's inner cities and isolated mral communities often lack 
access to equity capital to grow and succeed. To help attract new capital to tiiese businesses, 
President CUnton is proposmg a new tax credit for equity investtnents m tiiese communities. 
Uivestors would be able to claim a tax credit worth 25 percent of die amount invested, in present-
value terms. Investtnents in a wide range of invesnnent vehicles focused on serving tiiese 
communities would be eligible for die credit. Over die next five years, tiiese fimds would be able 
to attraa an aggregate of $6 biUion in new equity capital eUgible for die tax credit. 

What investment funds can use the tax credit? To provide flexibiUty and attract a range of 
investors, investtnents m a wide range of vehicles would qualify. Under die proposal, die 
Treasury Department would aUocate tax credits to mvesttnent vehicles whose primary mission is 
to serve low and moderate income communities. These might mclude community development 
banks or venttire fimds, commumty development corporations (mcludmg for-profit subsidiaries 
of nonprofits), small busmess mvesttnent corporations focused on low and moderate uicome 
commumties, fimds estabUshed under SBA's new programs - America's Private Uivestinent 
Companies and New Market Venttire Capittd Firms - or otiier investtnent fimds set up to serve 
low and moderate mcome commumties. Tax credits could also be provided for mvesttnents m 
designated national or regional fimds tiiat, in ttira, mvest in local community development fimds. 
Sunilarly, tax credits could be provided for secondary market mvesttnents for quaUfied purposes. 

What businesses would qualify? The designated mvesttnent entities would make tiiefr own 
decisions, based on local knowledge and expertise, about what mvestinents or loans to make to 
help create and grow busmesses m low and moderate income communities, subject to certam 
rules designed to ensure tiiat tiie businesses are operating m tiiese communities. A wide range of 
busmesses could be fimded by tiiese mvesttnent entities, from smaU technology firms to inner 
city shoppmg centers, from manufacttirers witii hundreds of employees, to retail stores. 

How would the tax credit work? Uivesttnent fimds would apply for designation. Designated 
entities would be given die autiiority to allocate a given amount of tax aedits to mvestors. The 
entities would use tiie tax credits to attraa mvesttnent capital, and tiien provide tiie mvestors witii 
tax credit audiorizations, wortii approximately 25 percent of tiieir mvesttnent (in present-value 
tenns). On tiiefr tax rettims, tiie investors would claim a 6 percent tax credit for each of five 
years of a mandatory mUumum holdmg period on tiieir mvesttnent The mvesttnent fimds would 
report to tiie Treasury Department on tiie tax credit allocations made and on die use of tiie 
mvestment for qualified purposes. 

"The New Markets Tax Credit is die most sigmficant proposal for the economic development 
of disfressed urban and rural communities m a generation." Michael Rubmger, President and 
CEO of Local Initiatives Support Corporation (LISC) 



entity in exchange for cash.' The stock or odier equity mterest must not be redeemed (or odierwise 
cashed out) by die seleaed aimmmnty developmem entity for at least five years. Substannal'v all 
of tiie proceeds of die invesnnem must be used by die community developmem ennty to make 
"qualified low-mcome community invesnnents," meamng equity invesnnents m, or loans to, 
quaUfied aoive busmesses located m low-mcome commumties.' Qualified low-mcome osmmumty 
mvesttnents could be made dUectiy by a seleaed commumty developmem ennty, or could be made 
mdirectiy dirough anotiier community development entity.' 

Community developmem entities.-'Community developmem entities" tiiat could apply for 
credit allocauons would mclude (but would not be hmiied lo) Commumty Developmem Fmanaal 
Uisnmtions Commumty Development Corporanons, SmaUBusiness UivesnnemCorporanons-LMIs, 
New Market Venmre Capital Finns, Amenca's Pnvate Uivesttnent Corporanons, or otiier mvesttnent 
fimds (including for-profit subsidiaries of nonprofit organizations). To be seleaed for a aedit 
allocation die commumty development ennty's primary mission must be servmg or providing 
mvesnnem capital for low-mcome commumties or low-ina>me persons, tiie ennty must mamtam 
accountability to residents of low-income commumties (tiirough representanon on govenung or 
advisory boards, or odierwise), and at least 60 percent of die aggregate gross assets of die ennty must 
be mvested m "qualified low-mcome commumty mvesnnents" or residennal property located m low-
mcome communities.'" 

As part of tiie credit aUocation process, tiie Treasury Department would certify entities as 
eligible "commumty development entities " Certified entities would be required to file annual 

' To ensure tiiat aedits are available only for new equity mvesnnents in selected 
commumtv developmem entities, die tenn "quaUfied mvesnnent" would not include any stock or 
odier equiw mterest acquUed from a rommumty developmem entity which made a substannal 
stock redemption or disttibution (widiout a bona fide busmess purpose tiierefor) m an attempt to 
avoid the purposes of the proposal. 

' If at least 85 percent of die aggregate gross assets of tiie community development entity 
are mvested (directiy or indfrectiy) m equity interests m, or loans to, quaUfied active business^ 
located m low-income commumties, tiien tiiere would be no need to ttace tiie use of die proceeds 
from tiie particular stock (or otiier equity ownership) issuance witii respea to which tiie oedit is 
claimed. 

' A commumty development entity would be tteated as indfrectiy making "quaUfied low-
mcome commumty investtnent" when it purchases loans previously made by anotiier commumty 
development entity which, in mm, uses tiie proceeds fi^m tiie ttansaction to provide additional 
capital to qualified active businesses located in low-mcome communities. 

'° Expendittires made by a community development entity to provide financial 
counselmg and certain otiier services to busmesses located in, and residents of, low-income 
communities would also be tt-eated as "quaUfied low-mcome community investtnent." 
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Rpmihrnrvautiiontv.-The Treasury Department would be granted authonty to presoibe 
such regulations as maybe necessary or appropnate to cany out tiie purposes of die pronosal, 
includkg regulations limiting tiie benefit of tiie proposed tax aedit in cfrcumstances where 
investtnents ^e dfrectiy or mduealy bemg subsidized by odier Federal programs (e.g., low-mcome 
housmg creditand tax-exempt bonds), and regulanons preventing abuse of tiie credit tiu-ough die use 
of related parties. The Treasury Department would issue regulations describing die certificanon 
process for community development entines, annual reportmg requfrements for such entities, and 
application of die low-income commumty mvesnnent requirements to start-up entities. 

Effective date -The proposal would be effective for qualified invesnnents made after 

December 31, 1999. 

36 


