
Introduction

The New Markets Tax Credit (NMTC) Program is a federal financial program in the United States established in 2000. It
permits individual and corporate taxpayers to receive a credit against federal income taxes for making Qualified Equity
Investments (QEIs) in qualified community development entities (CDEs). Certain states have also adopted the structure
of federal financial program and thereby offer state tax credits.

Post its recent expiry in December 2020, the Consolidated Appropriations Act of 2021 included a five-year, $25 billion
annual extension of the federal NMTC, the largest extension in the history of the Credit.

This newsletter aims to highlight the purpose, key aspects of the program and breakdown the working of the New
Markets Tax Credit.

Purpose of NMTC

Investments in low-income communities are less likely to generate attractive returns. Low-income persons and
communities generally lack adequate access to loans and equity investments. The purpose of the credit is to encourage
investment in “qualified active low-income community businesses” or “QALICBs”, while also effectively reducing the
borrowing or financing costs to the businesses. These investments are expected to result in the creation of jobs and
material improvement in the lives of residents of low-income communities while also providing return in form of tax
credits to the investor equaling 39% of the investment.

Key Players in NMTC

CDE : CDEs are domestic partnerships or corporations having a primary mission of investing in low-income communities
and people and act as intermediaries in NMTC transactions.

CDFI Fund : CDFI Fund is authorized by IRS to allocate a portion of the NMTC limitation to the CDE, which means that
the CDFI Fund allocates equity eligible for the NMTC to each CDE. The CDFI Fund is responsible for establishing the
credit application process, eligibility guidelines, and a scoring model for ranking applicants requesting allocations of
NMTC. The CDFI Fund grants credit authority to the CDE; i.e., the ability to issue a specific amount of NMTC in exchange
for equity investments.

Investor : Individuals or corporations who make cash investments – QEIs to the CDE.

QALICB : Any corporation or partnership (for profit or not for profit) engaged in the active conduct of a qualified
business in a Low Income Community meeting standards pertaining to gross income, use of property, and services
performed.
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How does NMTC program work?

₋ The investor making the QEI will receive tax credits which is spread out over seven years computed as per
instructions to the Form 8874 which is to be file annually along with the tax return.

₋ The CDE, if not affiliated with the tax credit investor, will earn fees from the use of its allocation and management
of the selected investments.

Figuring the tax credit

A credit is generally allowed to the holder of the QEI on each of 7 ‘credit allowance dates’. The credit allowance dates
are the date of the initial investment (qualified as QEI) and each of the next 6 anniversary dates. The credit each year is
equal to the QEI multiplied by 5% (6% for the fourth through seventh years).

Disposition of QEI by Investor – NMTC allowed or not?

If the investor disposes of the QEI before the credit allowance date for the taxable year, the investor will not be
entitled to the NMTC for that taxable year whereas if the investor disposes of the QEI after the credit allowance date
for the taxable year, the investor will be entitled to the NMTC for the taxable year. Gain or loss upon disposition of the
QEI is computed using the adjusted basis of the investment reflecting the annual adjustments required under IRC
§45D(h) for the prior years (including current year if applicable)

The investor is entitled to claim carryforwards of unused NMTC from prior tax years to reduce federal income tax
liabilities in years after the disposition. The investor cannot transfer the unused NMTC to the new owner of the QEI. For
the new owner, the credit allowance date continues to be the date of the original investment (not the date the
subsequent holder purchased the investment).

Recapture of Credit

There is a recapture event with respect to any QEI if one of the following three events occurs:

1. The CDE ceases to be a CDE, or

2. The taxpayer’s investment ceases to meet the substantially-all requirement, which involves investments in qualified
low-income community investments (QLICIs) and is not corrected within the one-time 6 month cure period, or

3. The investment is redeemed or otherwise cashed out by the CDE

If, at any time during the 7 years of the credit life, there is a recapture event with respect to the investment, then the
tax imposed for the taxable year in which the recapture event occurs is increased by the credit recapture amount. The
recapture applies to credits allowed to the taxpayer who purchased the equity investment from the CDE at its
original issue and to all subsequent holders of that investment.



IRS Adjustment to NMTC

IRS may adjust NMTC claimed on return if the amount of the investment, credit allowance date or applicable
percentage is incorrect. However, this adjustment can be made to the credit in the particular year return which IRS is
auditing – i.e., IRS can rectify only the ‘current year’ credit claimed in each tax return open by statute.

An adjustment to the current year credit is not a recapture event, and the recapture provisions cannot be used by IRS
to correct NMTC on tax returns otherwise closed by statute.

NMTC programs – State

The success of federal NMTC program has led to many states having adopted or in process of adopting the New
Markets Tax Credit Programs, with some modifications to the federal program.

In general, all the state programs follow the general structure of the federal NMTC Program and all of the programs
limit applicants for state credits to community development entities with current allocation agreements with the
Community Development Fund (CDFI Fund), located within the U.S. Treasury.

Active/Proposed State New Market Tax Credit Programs

State Year Enacted
Credit Rate on 

Investment Value
Term in Years Annual State CAP 

Limit

Florida 2014(Amended) 39% 7 $74.14 million

Illinois 2021(Amended) 39% 7 $20 Million

Kentucky 2018(Amended) 39% 7 $5 million

Maine 2018(Amended) 39% 7 Not Applicable

Nebraska 2016(Amended) 39% 7 $15 Million in QEI

Nevada 2019(Amended) 58% 7 $200 Million in QEI

Ohio 2021(Amended) 39% 7 $10 Million

Further, California, Georgia, Minnesota & Mississippi states have not yet finalized all aspects of adoption of the NMTC
programs but intend on doing so.

How can KNAV help you –

₋ Assist the client in identifying opportunities in states with eligible credit programs, computation of the federal &

state credits, computation of adjusted basis of investment, gain/ loss in case of disposition of the QEI

₋ Reporting requirements vary depending upon the entity structures of the taxpayer; KNAV can assist the taxpayers
in claiming credit and complying with such reporting requirements

₋ Entities anticipating investments that benefit the qualified communities can reach out to KNAV to learn more
about this program and whether it can be used to bridge the financing gaps for these projects in a manner that
benefits all participants.



2 22
2

Founded in 1999, KNAV is a full service global accounting & consulting firm, that offers a complete suite of services including assurance,
taxation, valuation, international transfer pricing, accounting advisory and business advisory services. Today, KNAV is an international
organization comprising of more than 200+ professionals in 6 countries: United States, Canada, United Kingdom, Netherlands, India
and Singapore.

All member firms of KNAV in India, North America, Singapore are a part of the US$ 4.11 billion, US headquartered Allinial Global; which
is an accounting firm association, that provides a broad array of resources and support for its member firms across the globe.

Visit us at: www.knavcpa.com

Headquarters: One Lakeside Commons, Suite 850, 990Hammond Drive NE, Atlanta, GA 30328

If you have any queries, please get in touch with us at tax@knavcpa.com

Disclaimer: This publication contains general information only, and none of KNAV International Limited, its member firms, or their related entities

(collectively, the 'KNAV Association') is, by means of this publication, rendering professional advice or services. Before making any decision or taking any

action that may affect your finances or your business, you should consult a qualified professional adviser. No entity in the KNAV Association shall be

responsible for any loss whatsoever sustained by any person who relies on this publication.
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