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Topics

0 New Market tax credit background
O Advantages
0 Example
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Background, NMTC

O NMTC Program permits taxpayers to receive a credit against
Federal income taxes for making qualified equity investments
in designated Community Development Entities (CDEs).

O Investment must be used by the CDE to provide investments
in low-1Income communities.

O The credit provided to the investor totals 39 percent of the
cost of the investment and is claimed over a seven-year credit
allowance period.

O To date, $16 billion in allocation authority.
O >1,000 projects funded
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Requirements

0 Qualified low-income community

m  Census tract with a poverty rate of 20 percent or more or a census tract with a
median income less than 80 percent of the state or region

O Qualified business

®  abusiness must be located in a low-income community,

m  atleast 50 percent of its income must be derived from activity in that
community,

m  asubstantial portion of its property must be held there,
m its employees must perform a substantial portion of their tasks there and
m less than five percent of its assets can be held in unrelated investments
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Who Benefits from NMTC?

0O Businesses

m In the form of low interest funds.
O Investors
m Tax credit return (39%)

0 Communities

m Create jobs, spur economic development
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Why Use NMTC?

O Replace owners equity or high-cost mezzanine
capital

O Below-market interest rate

O 7-year period of interest-only payments

O flexible transfer of control of the debt to the
business after a seven-year compliance period

O Principal may not have to be re-paid, a bit like a
grant
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Challenges

0 Adds complexity to the deal

0 New and thus not completely understood by
most participants
» Learning curve

m Trust
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Project Example

O $25 million biopower project

O

Tribe has limited cash for equity position

O Project structure needs to include “flip” to realize tax
benefits

O Project 1s eligible for BIA and RUS loan guarantees

O Issues
Must include a private entity with tax appetite

Allocation of ownership / risk to simultaneously qualify
for loan guarantees, IRS safe harbor for tax benefits w/o
recapture
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Project Example (continued)

0 Tax credits ($9.75 million, 39%) sold by CDE to
investors at ~$7.3 million)

O NMTC / CDE expenses @ 5% (variable), or
~$365,000

Balance to project, $6.9 million
Repay interest only (@ 1% interest, for seven years

May treat as equity

O O 0O 0O

Year 8, principal amount 1s zero
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Useful Web Sites

O http://www.cdfifund.gov/what we do/programs 1d.
asp?programlD=5

O http:/ www.impactseven.org/NMTC Main.htm

O http://www.travois.com/default.asp?page=newmarke
ts&subPage=1

O http://www.chfainfo.com/business/nmtc/nmtc fags.i
cm
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Thank you

Jack Whittier

McNeil Technologies, Inc.

143 Union Blvd.

Suite 900

Denver, CO 80228

Phone: 303-273-0071 / 505-401-6565
Email: jwhittier@mcneiltech.com
www.mcnetltech.com
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Some NMTC Facts, FY ‘05

O  $2.9 billion disbursed to 686 different Qualified Active Low-Income Community Businesses

O 548 projects (79.88% of total) were located in metropolitan areas. These projects received
$2,666,427,613 in NMTC financing (89.62% of total).

O 138 projects (20.12% of total) were located in non-metropolitan areas. These projects
received $308,766,617 in NMTC financing (10.38% of total).

0  The principal use of funds in 338 projects (49.27% of total) was to support real estate
development/acquisition/rehabilitation. The principal use of funds in 348 projects (50.73%
of total) was to support general business operations (e.g., working capital loans, equipment

loans). These projects received $1,012,860,236 in NMTC financing (34.04% of total).

0o  NMTC investments supported a wide variety of projects, including coal companies, charter
schools, health care facilities, condominiums, timberlands, religious institutions, child care
providers, supermarkets, restaurants, museums, hotels, performing arts centers, pharmacies,
convenience stores, manufacturers, processors, distributors, trucking companies, printing
companies, waste management companies, sporting goods stores, business incubators, office
buildings, shopping centers, substance abuse treatment facilities, car dealerships, florists and
recording studios.
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