
 

State Historic Tax Credits Increase Use of the Federal 

Historic Tax Credits  

After examining all of the state historic tax credit  programs 

to determine their impact on use of federal tax credits, 

researchers found that the presence of an active state tax 

credit program boosts the use of the federal credit on 

average between $15 and $35 million in certified 

expenditures.   

That means the states with active tax credit programs are 

bringing in between $3 to $7 million federal dollars, which 

would not otherwise be available, to the state. 
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Credits by Jeffrey Oakman and Marvin Ward, Washington, DC Office 

of Revenue Analysis, 2012.  
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Introduction 
 
Today, thirty-three states in the country offer credits against state taxes to provide incentives for the appropriate 
rehabilitation of historic buildings. In most cases these tax credits take the form of the very successful federal 
income tax credit for historic rehabilitation contained in Section 47 of the Internal Revenue Code.  
 
Although the tax credits vary from state to state, most 
programs include the following basic elements: 
 

• Criteria establishing what buildings qualify for the 
credit. 

• Standards to ensure that the rehabilitation 
preserves the historic and architectural character of 
the building. 

• A method for calculating the value of the credit 
awarded, reflected as a percentage of the amount 
expended on that portion of the rehabilitation work 
that is approved as a certified rehabilitation. 

• A minimum amount, or threshold, required to be 
invested in the rehabilitation. 

• A mechanism for administering the program, 
generally involving the state historic preservation 
office and, in some cases, the state department of 
revenue or the state department of economic 
development. 

 

Why Do Some State Tax Credits Work Better Than Others? 
Not all state tax credit programs are created equal. Some state programs have been extraordinarily productive in 
stimulating rehabilitation activity. Many others have produced mixed or minimal results. 
What causes these programs to fall short? In general, two factors greatly influence the effectiveness of the state 
historic tax credits: a limit or cap on the amount of credit and a lack of transferability. 
 

Annual Aggregate Caps 

 
A well-thought-out and skillfully drafted tax incentive for historic preservation cannot achieve its objectives if the total 
amount of credits that can be awarded annually is subject to a statutory limit, particularly if the limit is fixed at a low 
figure. For example, Kentucky has a 20% credit for commercial buildings and a 30% credit for owner-occupied 
residences, but only a $5 million annual cap.  
 
Even if the annual limit is relatively high, the very act of imposing a cap alters the nature of the program and can 
produce a perverse result, rewarding projects that do not require an incentive while excluding projects that cannot 
proceed without the state incentive. 
 
Where demand for credits exceeds the amount permitted by law, applicants either must compete for credits or 
participate in a lottery or other arbitrary allocation system. Projects that truly require the state credit to be financially 
feasible have tended to be discouraged from participating because of the lack of certainty as to the outcome, the 
cost of preparing a competitive application that nonetheless may be unsuccessful, and the difficulties of keeping 
financing commitments in place during the evaluation process. 



 

Individual Project Capping 

 
Some states have sought to ease concerns about the costs of the credits to the state treasury by imposing caps on 
the dollar amount of credits that can be awarded to individual projects, while avoiding the pitfalls of annual 
aggregate caps. The effectiveness of the credits in providing incentives to developers is likely to be a function of 
how high the limit is set. Some states have experimented with project credits as high as $5 million per project (e.g., 
Connecticut and Maine). 
 
However, given the present state of the economy, and in particular the difficulty in obtaining financing for 
construction projects, it is difficult to assess the effectiveness of the incentives provided by credits limited in this 
fashion. Clearly, however, limits as low as that allowed under Colorado law, which is presently set at $50,000, are 
inadequate to provide an incentive for the rehabilitation of large commercial buildings. 

 

Transferability 

 
A state tax credit has value only to the extent that the credit holder has sufficient liability for state taxes that the 
credit can be used to offset. Although state tax rates vary, they are far lower than federal income tax rates. As a 
consequence, an apparently valuable state tax credit may wind up in the hands of a party unable to use it. There are 
several remedies to solve this problem, but many state statutes do not provide for them. 
 

What Makes a State Tax Credit Good? 
 

Eligible Buildings 

 
The scope of eligible buildings should include: 
 

1. Buildings individually listed in the National Register of Historic Places,  
2. Buildings located in historic districts listed in the National Register that contribute to the historic character of 

the district or in districts certified as eligible for listing,  
3. Individual buildings that have been locally designated as landmarks, and  
4. Buildings located in local historic districts that contribute to the historic character of the district. 

 

Standards for Rehabilitation 

 
The state should adopt the Secretary of the Interior’s Standards for Rehabilitation, as interpreted by the state 
historic preservation officer. 
 
Availability for Homeowners 
 
The credit should be available for owner-occupied residences as well as commercial property. This is particularly 
important because there is no federal credit for owner-occupied residences.  
 
Appropriate Rates 
 
The percentage rate of the credit should be fixed at a level high enough to constitute a meaningful incentive, 
typically in the range of 20 percent to 30 percent of qualified rehabilitation expenditures. 
 
Rates that are significantly lower don’t provide enough incentive to make a difference in a developer’s decision to 
undertake a historic preservation project. As a negative example, Montana provides only a 5 percent tax credit for 
the rehabilitation of commercial structures when the federal 20 percent credit is used.  

 

Transferability 

 
As mentioned earlier, there needs to be a workable mechanism to put the credit in the hands of the party that can 
use it. States have solved this problem in one or more ways: 
 



1. The tax code may permit the party that earns the credit to sell it outright to a third party with adequate tax 
liability to use it. For example, Kansas, Kentucky, Oklahoma, and Missouri permit the taxpayer to sell or 
convey the tax credits in this manner.  

2. The code may permit a partnership that owns the property to make a disproportionate distribution of the 
credit, so that a local taxpayer can acquire the state tax credit while a national corporation not doing 
business in the state acquires the federal tax credit. Virginia, Kansas, and Delaware, for example, allow the 
credit to be passed through and allocated to partners or shareholders in this way.  

3. The code may allow a tax credit not fully usable in the current year to be carried back to offset taxes 
previously paid for prior tax years. This provision appears to be unique among the states to Missouri and 
West Virginia, although it is a feature of the federal program.  

4. The tax credit may be refundable, so that any amount not used to offset current-year taxes is paid in cash to 
the holder of the credit. Since homeowners earning credits are effectively precluded from using the more 
complex techniques for transferring credits, the most practical solutions for them are to allow the unused 
credit to be either refunded or sold outright. Maryland, Ohio, Iowa, and Louisiana provide a refundable tax 
credit, which is of particular value to lower-income homeowners. 

 

Annual Aggregate Caps 
 

Although state legislatures and their fiscal analysts prefer to keep a tight grip on the award of tax credits, those 
states that have resisted capping have had an economic advantage in attracting capital for historic preservation. 
 
Eligible Claimants 
 
In a number of states entities such as insurance companies, banks and public utilities are not taxed under the state 
corporate income tax law, but are subject to tax laws that are specific to their industries. Where this is the case, 
provision should be made to permit the credits to be used under these laws, so as to enable sales of tax credits to 
these companies. 
 

Geographic Distribution and Targeting 
 

In order to make sure that the benefits of the credit are felt in all parts of the state, some states have experimented 
with geographical set-asides for rural areas, or limits on the percentage of the credits that can be claimed for 
metropolitan areas. Another approach would limit the use of the credit to areas of physical deterioration and 
economic distress. These techniques should be evaluated with care to make sure that the limitations do not interfere 
with achieving the goals of the state’s historic rehabilitation program.  
 

 

 



    Dollar Limits on State Tax Credits for Commercial Properties (in alphabetical order) – a/o 7/26/2016 
 

 State Aggregate Per Project Comments 

1 Alabama $20 million annually $5 million  

2 Arkansas $4 million annually $125,000 in credits  

3 Colorado $10 million annually $1 million  

4 Connecticut (a) $50 million over 3 years $5 million per project  
4 Connecticut (b) $15 million annually $2.7 million per project  

5 Delaware $5 million annually None For both homeowners and commercial 

6 Georgia None  and $25 million $5 million (up to $10 
million if meets tests) 

Projects under $300,000 in credits are 
not subject to cap 

7 Illinois None None River Edge Redevelopment Zone only 

     

8 Iowa $45 million annually None  

9 Kansas None None  

10 Kentucky $5 million annually None For both homeowners and commercial 

11 Louisiana None $5 million per taxpayer In development districts 

12 Maine None $5 million per project  

13 Maryland Annual appropriation $3 million per project $10M for 2014 

14 Massachusetts $50 million annually None  

15 Minnesota None None  

16 Mississippi $12 million annually None  

17 Missouri $140 million annually None Projects with eligible costs less than 
$1,100,000 are not subject to cap 

18 Montana None None 5% add-on to federal 
19 Nebraska $15 million annually $1 million in credits  

20 New Mexico None $25,000 outside $50,000 
in Arts & Cultural District 

 

21 New York None $5 million In distressed area 

22 North Dakota None $250,000 In a “renaissance zone” 

23 North Carolina None $4.5 million  

23 Ohio $60 million annually $5 million  

24 Oklahoma None None  

25 Pennsylvania $3 million annually $500,000 Started 2012 

26 Rhode Island $34.5 million None Total; no cap currently set annually 

27 South Carolina None None 10% add-on to federal; 25% for other 
eligible properties 

28 Texas None None Starts Jan 1 2015 

29 Utah None None for residential owner-occupied and 
non-owner-occupied. 

30 Vermont $1.5 million annually None 10% add-on to federal 

31 Virginia None None  

32 West Virginia None None 10% add-on to federal 

33 Wisconsin None None 20% credit 
 

Of the 33 states that offer historic tax credits for income-producing properties, 15 have annual aggregate caps and Rhode Island has a total program 
cap.  

 

Annual Aggregate Caps (in order of amount):  
1. Missouri   $140M (plus no cap on small projects) 
2. Ohio    $60M 
3. Massachusetts  $50M 
4. Connecticut   $50M over 3 years (program a) and $15M (program b) 
5. Iowa   $45M 
6. Georgia   $25M (plus no cap on small projects) 
7. Nebraska   $15M 
8. Mississippi  $12M 
9. Maryland   $10M 
10. Colorado   $10M  
11. Delaware   $5M * covers both homeowners & commercial 
12. Kentucky   $5M *covers both homeowners & commercial 
13. Arkansas   $4M 
14. Pennsylvania  $3M 
15. Vermont    $1.5M 

 

Hele 



COST BENEFIT ANALYSIS IN OHIO  ' 

 

Ohio law requires the state to conduct a cost-benefit analysis for each historic building seeking a tax credit. The state must 

determine whether rehabilitation of the building and awarding of the credit will result in a net revenue gain in state and local 

taxes once the building is used. The Ohio model takes into account tax revenues generated after the building is placed in 

service.  

 

A recent cost-benefit analysis involving The Market Block Building in Warren, Ohio demonstrated that 31% of the state's 

investment of $630,800 in historic tax credits was recovered before the tax credit was awarded. One-hundred percent 

(100%) of the state's investment will be recovered in new revenues by the fourth year of operation. By year 10 the building 

will have generated additional state and local tax revenues of $494,000 in excess of the amount of the credit, or a return on 

investment of 80%, and by year 15 the building will have generated approximately $839,000 in new tax revenues, 

representing a return on investment of 130%. 

 

Heritage Ohio presented its Best Commercial Rehabilitation Award to The Chesler Group for this renovation which created 

new office and meeting space for The Raymond John Wean Foundation. The renovation of these four 1868 buildings along 

the Courthouse Square, helps the Foundation bring together local residents and incubate new businesses. 

                                   

 

About the National Trust for Historic Preservation 

Harry K. Schwartz is a consultant to the National Trust for Historic Preservation on state tax incentives.  
 

Renee Kuhlman in the Government Affairs & Policy Department of the National Trust for Historic Preservation helps 
states expand, improve or put in place a historic tax credit. E-mail:  rkuhlman@savingplaces.org  Phone:   202-588-6234 
 

The National Trust is a privately-funded nonprofit organization chartered by Congress in 1949. We work to save America’s 
historic places to enrich our future. With headquarters in Washington, D.C., 12 field offices, 27 historic sites, and partner 
organizations in 50 states, territories, and the District of Columbia, the National Trust protects significant historic sites and 
advocates for historic preservation as a fundamental value in programs and policies at all levels of government. 
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