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NEW MARKETS TAX CREDIT COALITION
 
July 6, 2007 
 
 
 
Mr. Matthew Josephs 
New Markets Tax Credit Program Manager 
Community Development Financial Institutions Fund 
U.S. Department of the Treasury 
601 13th Street, NW 
Suite 200 South 
Washington, DC 20005 
 
 
Dear Mr. Josephs: 
 
I am writing on behalf of the New Markets Tax Credit (NMTC) Coalition, in response to the 
Community Development Financial Institutions (CDFI) Fund’s request for comments on how to 
implement the new statutory requirement that non-metropolitan counties receive a proportional 
allocation of Qualified Equity Investments (QEI) as authorized by Section 102(b)(6) of the Tax 
Relief and Health Care Act of 2006 (PL-109-432).  
 
We encourage the Fund to implement this new requirement in a manner that increases NMTC 
investments in non-metro businesses and encourages participation from CDEs serving non-metro 
communities. These communities have historically lacked adequate capital for housing, 
community and business development projects and to date have been underserved by the Credit.  
 
Congress included the non-metro proportionality language in the 2006 tax bill in order to alter 
the NMTC market to ensure that additional Credits are directed to non-metro communities. We 
look forward to working with the Fund to see that this goal is realized. 
 
  Background and Intent of the NMTC Non-Metro Proportionality Provision  
 
Over the last several years, the NMTC Coalition has worked to educate Members of Congress 
and their staff on the NMTC, briefing them on successful NMTC projects, and building support 
for the NMTC reauthorization effort.  As we met with House and Senate staff we became 
increasingly aware of concerns regarding the lack on NMTC activity in rural areas.  Though we 
could point to several strong rural-based CDEs as well as national and regional CDEs investing 
in rural communities, Members of Congress representing rural States and districts indicated their 
concern that the Credit was not reaching small towns and farming communities. Congressional 
offices were troubled when the CDFI Fund reported that only 9% of the NMTC dollars invested 
in 2004 went to businesses based in non-metro communities.  In addition, there was concern over 
the small number of rural based CDE that were awarded Credits. 
 
Reflecting this concern, the Senate Finance Committee, under then Chairman Charles Grassley 
(R-IA) and Ranking Member Max Baucus (D-MT), took the lead and inserted language in the 
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Tax Relief and Health Care Act of 2006 to address the concerns raised over rural participation in 
the NMTC.  The NMTC statute was amended to change the NMTC market and affirmatively 
drive additional activity into non-metro areas. 
While the legislative language included in the 2006 tax bill does not dictate how Treasury should 
go about influencing the market to ensure that non-metro counties reap a proportional share of 
the NMTC benefits, Congress clearly intended to generate more NMTC activity in non-metro 
areas and participation by CDEs based in and serving non-metro markets. 
 
Recommendations on Implementing the Non-Metro Proportionality Provision 
 
The non-metro targeting should focus on census tracts and not counties. While the language in 
the tax bill references “non-metropolitan counties,” the NMTC program is targeted to qualified 
low income census tracts.  We recommend that Treasury stay within this existing NMTC 
framework in implementing the non-metro provision by targeting a proportional allocation of 
NMTC investments to qualified non-metropolitan census tracts.  
 
The CDFI Fund should ensure that non-metro QLICIs are the recipients of the NMTC financing. 
While the tax bill directs Treasury to see that a proportional allocation of QEIs are directed to 
non-metropolitan areas, the CDFI Fund does not allocate QEIs to geographic areas, but rather 
allocates Credits to CDEs which in turn issue QEIs to investors and deploy QLICIs in low 
income communities.  The legislative intent of the non-metro language is to direct a greater share 
of NMTC financing to non-metro communities.   
 
Therefore, in order to ensure that the end beneficiaries of the QEI investments are in fact 
businesses or development projects in non-metro census tracts, the Fund will need to develop a 
rule to ensure that a proportional allocation of Credits are issued to CDEs to finance QLICI in 
qualified, low income, non-metro census tracts.  
 
Proportionality should be based on the non-metro population. The Coalition recommends that 
the measure for non-metro proportionality be based on the number of people living in non-
metropolitan areas and we suggests that the CDFI Fund look to the USDA Economic Research 
Service, which in data drawn from the 2000 Census[1] reports that 21 percent of the U.S. 
population resides in rural areas.  
 
We suggest that the CDFI Fund establish the non-metro proportionality threshold as a goal and 
not a percentage set-aside written into a final rule. The rural population will change over time 
and the CDFI Fund should reserve the right to be flexible in how it pursues its goal to better 
serve non-metropolitan communities. 
   
The proportionality threshold should be measured in dollars not deals.  The Congressional intent 
behind the non-metro proportionality provision was to ensure that qualified businesses and 
developments located in non-metropolitan areas secure a greater share of the financing being 

                                                 
[1] www.ers.usda.gov/Briefing/Rurality/WhatisRural 
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generated by the Credit. As we already noted, the current rate, as indicated by both CDFI Fund 
reports and the NMTC Coalition’s own surveys, is too low.  
 
The NMTC Coalition’s 2007 NMTC Progress Report surveyed a cross section of Allocatees 
from Rounds I, II and II, and found approximately 15 percent of qualified investments and 12 
percent of total dollars went to rural areas. The average rural QLICI reported was $2.4 million 
while the average size of an urban QLICI was $3.1 million which explains the difference 
between the deals and dollar percentages for rural. 
 
The Fund should not establish a separate application or set-aside for non-metro. The Coalition 
does not support establishing a set-aside for ‘rural only’ CDE Applicants as was done for the GO 
Zone allocations. Instead, we recommend that the Allocation Application provide incentives for 
applicants that have a targeted plan for directing NMTC investments to non-metro communities 
and for CDE applicants based in and serving non-metro communities.   
 
Geographic targeting goals established in an Allocation Application must be included in a 
CDE’s Allocation Agreement.  CDE applicants that commit to making investments in rural 
communities should be required to identify specific, measurable and enforceable goals in the 
application. Applicants should understand that they when they sign an Allocation Agreement 
with the Fund they will be held to the rural targeting goals, as well as the urban targeting goals, 
as set forth in the Allocation Application.   
 
A plan for implementing the non-metro proportionality provision should be in place in time for 
the 2008 Allocation Application. The Coalition urges the Treasury Department to implement the 
non-metro rule before the 2008 Allocation Application is released.  We strongly encourage the 
Fund to use the Allocation Application as the vehicle for implementing the non-metro 
proportionality provision.  
 
Creating a Level playing Field for CDE Applicants Serving Non-Metro Areas 
 
The Coalition recommends that the Allocation Application be amended to offer priority points to 
CDEs that can significantly advance the goal of the non-metro provision in the 2008 allocation 
round.   
 
We suggest that the Fund establish the following three priority categories in the Allocation 
Application.  By meeting the eligibility requirements in at least one of the three categories, and 
applicant would receive five priority points.  An applicant would only be eligible to secure points 
under one of the three categories. 
  
Priority categories: 
 

- The Applicant and its Controlling Entity are headquartered in a non-metro census 
tract and substantially all of the Applicant’s service area, and the service areas of its 
Controlling Entity, is non-metro; 
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- The Applicant commits at least 40% of its allocation to finance QLICIs in non-metro 
census tracts;  

 
- The Applicant commits at least 20% of its allocation to making loans or investments 

in, or purchasing qualified loans from, CDEs that are headquartered in a non-metro 
census tract and have a non-metro service area. 

 
A CDE that receives points under one of the priority categories and is awarded Credits will be 
held to the commitment made in its application by having those commitments spelled out in its 
Allocation Agreement.   
   
We intentionally set high targeting goals for each of the priority categories.  These are not 
priority points that all CDE applicants should feel compelled to compete for.  These points are 
intended to give applicants with a strong rural commitment and track record a boost in the 
application scoring.   
 
In addition to adding priority points for non-metro, we recommend that a chart be added to the 
Allocation Application to record an applicant’s track record working in non-metro census tracts.  
This chart will require a CDE to document a track record of lending and investing in non-metro 
census tracts.  The non-metro track record chart could be modeled after the chart in the current 
application that documents an applicant’s track record financing QLICIS in low income 
communities. 
 
Additional Recommendation to Facilitate Participation from Non-Metro CDEs 
 
The Coalition recognizes that CDEs working in largely rural communities face a number of 
challenges that can be attributed to the size and isolated nature of the markets they serve.  The 
Coalition has several recommendations for how the CDFI Fund can address these challenges as 
they work to facilitate more CDE activity in non-metro areas. 
 
Flexibility for CDE Serving Non-Metro Service Areas:  
While the Coalition believes that all Allocatees should be held to the geographic targeting goals 
set out in an Allocation Application, we recognize that CDEs committing to serve largely non-
metro markets may not be able to issue QEIs or deploy QLICIs at as fast a pace as their 
counterparts working in metropolitan communities. For now at least, deal flow in rural areas is 
slower, it is often more difficult to secure investors for smaller, rural deals, and many small rural 
CDEs lack on-staff NMTC expertise.  Therefore, it may be that rural CDEs or CDEs with non-
metro allocations will need additional time to work through their rural deals as compared to their 
urban counterparts. We recommend that the CDFI Fund take this into consideration when 
establishing QEI commitment thresholds for CDEs seeking to apply for an additional allocation 
of Credits.   

 
Weakness of Current CDFI Mapping System:  The current CDFI mapping system that CDEs are 
required to use to qualify project locations does not recognize all rural addresses.  CDEs serving 
low density rural communities have complained that address inquiries are often not recognized.  
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If a CDE is unable to confirm a project’s eligibility through the CDFI website it leaves them 
unable to confirm the project’s eligibility with the investor. Therefore, the CDFI Fund needs to 
refine the existing mapping system to pick up these rural addresses or identify specific 
documentation that the IRS will accept in lieu of the CDFI Fund’s mapping system.  
 
I hope that these comments and recommendations are helpful as the Fund looks to implement the 
non-metro proportionality requirement.  I would welcome the opportunity to meet with you and 
your colleagues to discuss these recommendations further.  
 
Sincerely, 

 
Robert A. Rapoza 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 


