
 
 
 
 
 March 17, 2014 
 
 
Mr. Robert Ibanez 
NMTC Program Manager 
Community Development Financial Institutions Fund 
U.S. Department of the Treasury 
1500 Pennsylvania Avenue, NW 
Washington, DC 20220 
 
Re:  Request for Comments on the NMTC Program Allocation Application 
 
Dear Mr. Ibanez: 
 

On behalf of the members of the New Markets Tax Credit (“NMTC”) Working Group, we submit 
the following comments, considerations, and recommendations regarding the NMTC Program Allocation 
Application (the “Application”), which we believe will increase the effectiveness and efficiency in which 
applicants can apply for NMTC allocation.  The members of the NMTC Working Group are participants 
in the NMTC industry who work together to help resolve technical NMTC Program issues and provide 
recommendations to make the NMTC Program even more efficient in delivering benefits to qualified 
businesses located in low-income communities around the country.  Our group includes over 50 
organizations that are allocatees, nonprofit and for-profit community development entities (“CDEs”), 
consultants, investors, accountants and lawyers. 

We appreciate the opportunity to comment on ways to further enhance the good being done by 
the NMTC Program, and we also appreciate the level of commitment, dedication and outreach that has 
been shown and continues to be shown by the CDFI Fund in implementing and managing the NMTC 
Program.  The CDFI Fund has proven to be a capable manager of the NMTC Program.  This is evidenced 
by the tremendous success the NMTC Program has enjoyed since its inception in 2000.  Low-income 
communities across the country have benefitted from targeted investments of more than $36 billion.  We 
applaud the various offices within Treasury that have worked with all of those involved in these 
transactions to ensure that those dollars are invested in highly distressed communities as efficiently as 
possible. 

For your convenience, we have summarized our comments below in order of the questions posed 
in the Application.  While we appreciate being able to make the recommendations below, we believe that 
the NMTC Program is best served by an application process that is stable and transparent.  Applicants, 
including prior awardees, spend a considerable amount of time and money positioning themselves to have 
a business strategy that they believe will ensure a successful application.  Since the application is 
typically released only 60-90 days before it is due, any changes to the application or the process by which 
it is administrated can cause much needed resources to be wasted to accommodate the changes.  
Therefore, we recommend that the CDFI Fund release any changes that it makes to the application well in 
advance of the Notice of Allocation Availability.  The additional time provided will allow all applicants 
to be able to understand and obtain clarification regarding the changes made so that they can develop or 
revise their business strategies to meet the goals of the CDFI Fund and the NMTC Program. 
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COMMENTS ON SPECIFIC QUESTIONS IN THE APPLICATION 
 
QUESTION 14(a) 
 
We recommend that the CDFI Fund provide greater clarification regarding what qualifies for a product 
that has Equity Equivalent terms and conditions.  For example, does the CDFI Fund consider soft loans to 
be equity equivalent? The examples of equity equivalent include “convertible debt” however soft loans 
often don’t convert to equity in the QALICB.  
 
In addition, we recommend that the CDFI Fund consider making Question 14 one question that asks the 
applicant to describe all of the products it will offer QALICBs. The current question separates the answer 
into separate responses for each product offered with each response addressing the same list of flexible or 
non-traditional features that the products will offer. Many CDEs often provide multiple products to the 
same QALICB and the benefits are provided through the aggregate of flexible features. Combining 
Question 14 into one response (with an adequate character limit of at least 10,000 characters) would allow 
applicants to more accurately describe the product or products they provide using their NMTC allocation 
and would reduce redundancy when describing the same flexible features on multiple product types. 
 
QUESTIONS 17 AND 18 

The third TIP for Question 17 of the Business Strategy Section provides:  
 
“An Applicant that has a longer track record of providing similar direct financing will 
generally score higher in this section than an Applicant that primarily or exclusively 
provided indirect financing.” 

 
The NOAA Glossary of Terms contained in the 2013 Application does not define direct or indirect 
financing. However, Question 17, Part B, bullet two, provides an example of direct financing as “its own 
capital at risk.” The same bullet also provides a juxtaposed definition of indirect financing as “loan 
packaging, project development, etc.”  
 
We recommend that the Application provide a definition of “capital at risk” which includes an Applicant 
that holds an ownership interest in a CDE, and administratively manages the CDE, provided that 
Applicant (or its affiliate or Controlling Entity) also guarantees the CDE’s tax credit recapture risk. By 
not including such a factual scenario as constituting “capital at risk” sufficient to satisfy the definition of 
“direct financing”, the CDFI Fund enables an entity that is a Controlling Entity in name and ownership 
percentage, but that does not have any capital at risk (i.e. no recapture risk liability, and it has not 
contributed any more capital to the CDE than the other owner) and does not participate in CDE 
management to benefit from being classified as a “direct financer” when the member of the CDE that has 
capital at risk and manages the CDE is treated as an “indirect financer.” 
 
QUESTION 26 
 
The last bullet point specifically says to exclude the activities of the Advisory Board when describing 
examples of community outreach.  We believe this is exactly the point of how the Advisory Board should 
be used and the activities of the board members as it relates to the Applicant should be allowed in the 
response to Question 26. 
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QUESTION 30(c) AND (e) 
 
Question 30(c) requires Applicants to discuss their three-year history of delinquencies and defaults and 
write-offs with respect to each asset class.  Subpart (e) asks for a similar discussion with respect to the 
Applicant’s prior NMTC history but does not limit the discussion to the same three-year period.  Given 
that prior Allocatees may now have now nearly a decade of NMTC investing experience, many 
Applicants find that subpart (e) provides insufficient space for a full discussion and may also be 
duplicative of much of the response provided in subpart (c).  We recommend that either these questions 
be consolidated and have a 10,000 character space allotment or that subpart (e) be limited to a specific 
time period (such as three years) and/or the most recent allocations received by the Applicant. 
 
QUESTIONS 35 AND 37 AND TABLE E1 
 
The CDFI Fund has indicated that information in Part IV is not scored during the Phase I stage of the 
application review.  Therefore we recommend that the applicant not be required to gather information 
regarding investor interest or commitment nor gather investor letters to be submitted with the application.  
Investors have continuously demonstrated over the history of the NMTC program to have an appetite for 
an amount of tax credits that exceeds the amount of tax credits that are available each year.  We believe 
that it is unnecessary and burdensome for both the applicants and the investors to be required to provide 
this type of information for each application in the narrative responses and charts.  Unlike other types of 
investments that may require a sponsor to raise capital from a myriad of sources, the pool of NMTC 
investors is fairly limited and well known.  We believe that the CDFI Fund will be able to gather enough 
information from other questions, especially those regarding the applicant’s track record, to make a 
determination about an applicant’s ability to raise capital.  We don’t believe that the requirement to gather 
information about investor interest and investor letters provides much value and therefore is an additional 
burden that should be removed. 
 
While we don’t believe that Table E1 should remain in the Application, if the CDFI Fund doesn’t remove 
it, we recommend that the table be changed to only require information that can be provided by both the 
applicant and investor(s) at the time the Application is submitted.  We believe that the following columns 
should remain in the table and the remaining information should be removed: 
 

 Name of Investor 
 Unrelated Entity? 
 Previous Investor 
 Total Funding Provided from 2009-2014 (if previous investor) 
 Dollar amount sought 

 
For most transactions, the structure of the investment fund and the timing of the investor’s investment 
will be determined by the parties involved, including the investor, leverage lender, CDE, and QALICB. 
This allows the parties involved to determine how to deliver the most amount of subsidy to the QALICB.  
Therefore it is difficult to know exactly what that structure will look like at the time the Application is 
submitted.  As stated above, we believe the track record of raising capital is a much better indicator of an 
applicant’s ability to obtain investments from NMTC investors than gathering information regarding 
investor interest or commitment or gathering investor letters to be submitted with the application.   
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GENERAL COMMENTS ABOUT THE APPLICATION 
 
Scoring Process and Preferences 
 
We commend the CDFI Fund for indicating that Parts III, IV, and V will not be reviewed and scored 
during the Phase I review.  However, we believe that the CDFI Fund should provide more information 
related to the scoring process and its preferences in the Application or NOAA.  For example, if 
Applicants know that they will score an additional two points for committing 20% of their QEIs to be in 
invested in small business operations, Applicants can make a more informed decision regarding the 
commitments it makes in the Application. We believe that this quantitative information would allow 
Applicants to better understand the CDFI Fund’s allocation priorities and respond appropriately. The 
CDFI Fund would be able to set clear policy objectives to steer allocations so that CDEs will increase the 
amount of QLICIs that support activities that have not traditionally received large scale financing from 
NMTC investment proceeds.  
 
Although the CDFI Fund has provided TIPs in the Application they do not adequately explain the CDFI 
Fund’s priorities.  Many applicants have tried to infer what the CDFI Fund’s priorities are based upon the 
questions they ask or add in subsequent application rounds.  While this may create a positive effect of 
having CDEs “raise the bar” and strive for greater impacts and more efficient uses of the NMTC, it can 
also have an unintended consequence of inflated or unrealistic promises in the application, or CDEs 
focusing in areas that the CDFI Fund doesn’t intend to emphasize. 
 
We further believe that activities that have not traditionally received large scale financing from NMTC 
investment proceeds is due to statutory reasons.  Due to the complexity of the regulations for the NMTC 
program, the rules favor certain types of investments from a risk perspective.  We believe that risk is a 
major factor in any investor’s decision. So the decision to invest more in other activities will not be 
accomplished until the perceived risk is reduced through statutory changes rather than creating priorities 
through the application process.   
 
We also recommend a debriefing letter that includes the score received for each section and overall 
rankings be sent to each Applicant rather than only being sent to Applicants that don’t receive an 
allocation.  We believe that by revealing more details regarding the scoring process to Applicants the 
administration of the review process will remain manageable for the CDFI Fund while also providing 
more detailed information to the Applicants that will allow them to focus their overall business strategy 
and application content on the priorities of the CDFI Fund. 
 
Incentive to Reduce Transaction Costs  
 
The CDFI Fund should consider adding a TIP to the annual Application Q&A stating that an applicant is 
not penalized for dividing its allocation award(s) among a smaller number of investments. CDEs currently 
may avoid providing larger allocation amounts to individual transactions because of the assumption that 
an applicant is rewarded for participating in a higher number of investments because they can then 
describe more project examples in the application and add up higher impact numbers from this greater 
number of smaller investments. A clear statement to the contrary would complement the CDFI Fund’s 
overall goal of reducing NMTC transaction costs, as a trend away from multi-CDE transactions could 
significantly reduce the amount of upfront fees and ongoing expenses that are borne by QALICBs.  
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Duplication and Overlap 
 
We believe there is significant duplication around the discussion of strategies for identifying potential 
borrowers and criteria for selecting projects, including ensuring community accountability.  We 
recommend the CDFI Fund to combine these questions into one question (with sufficient character length 
and points) in the business strategy section.     
  
The following are the three questions with substantial overlap from the 2013 Application:  

  Q19(c) 
General pipeline of activities: If the Applicant intends to support a general pipeline of activities 
that may or may not yet be identified, provide a narrative below to describe:  

• The number and dollar amount of transactions that have already been 
identified, for which underwriting is completed or underway;  

• Transactions that represent the type(s) of NMTC investments that the 
Applicant intends to make. Be sure to indicate the total project cost and 
provide an estimate of the amount of QLICI investment for each transaction;  

• The Applicant’s strategy for identifying potential borrowers, investees, or 
other customers in Low-Income Communities;  

• The extent to which the Applicant intends to invest interest, dividends or 
other profits received from QLICIs into additional QLICIs, and the timeline 
for doing so. 

  
Q24(b) 
Discuss how the Applicant will target QLICIs to areas marked by the specific indicators of higher 
distress selected in Question #24(a). In particular, please describe: 

• The criteria used to prioritize QLICIs, assuming the Applicant has greater investment 
opportunities than available allocation authority. 

• The outreach strategies that are used to locate potential investments in these areas of 
higher distress. 

• Examples (if available) of how the Applicant has used these strategies to identify 
high impact investments in areas of higher distress. 

  
Q26 
“Please indicate how the Applicant, prior to approving an investment, ensures that an investment 
into a project or business is supported by and beneficial to the community surrounding it.  

• Describe the Applicant’s process for analyzing the potential benefits to 
Disadvantaged Business and Communities and the extent to which the 
Applicant’s Advisory Board and/or members of LICs participate in this process. 

• Discuss the Applicant’s process for determining if a proposed investment aligns 
with community priorities and how this process affects investment decisions. 

• To the extent possible, provide examples of the Applicant’s track record of 
community engagement (excluding the activities of the Advisory Board).” 

 
In addition, as noted above the subparts (c) and (e) from Question 30 have substantial overlap for 
Applicants who have substantial prior NMTC experience.  We would recommend consolidating these 
subparts into a single question with space for a thorough discussion of delinquencies and defaults, as 
applicable to the Applicant’s track record. 
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Potential Separation of QEI Deadlines from Traditional Fiscal Year End  
 
The NMTC industry typically sees a significant increase in transaction activity towards the end of each 
calendar year. This spike in transaction volume appears to be primarily driven by two factors: the need for 
CDEs to satisfy benchmarks for the deployment of their allocations, and the general desire of most 
transaction parties to close prior to a December 31 fiscal year end. We believe that there would be some 
benefit to exploring an allocation deployment deadline that is separated from the traditional December 31 
fiscal year end. The CDFI Fund deadlines can cause undue stress among industry participants and 
therefore we recommend disconnecting those deadlines from already existing drivers of transaction 
volume.      
 
 
Conclusion: 

We are excited about the positive impact that the New Markets Tax Credit Program is having on 
the nation’s low-income communities and low-income persons.  We appreciate the opportunity to submit 
our comments on the 2014 NMTC Allocation Application.  Thank you in advance for your time and 
consideration.  Please do not hesitate to contact us if you have any questions regarding our comments or if 
we can be of further assistance. 
 
 
   Yours very truly, 
 Novogradac and Company LLP 
 
 
 
 by 
       Brad Elphick 
 
 


