Historic Tax Credits 




Historic Tax Credits are incentives given to taxpayers that contribute to the preservation of historic buildings by rehabilitating them. The credits are available for the rehabilitation of both income-producing historic properties and owner-occupied historic residences. State and federal tax credits may be used to reduce income taxes. 

What tax credits are available?

Federal Preservation Tax Credits:

· 20% federal tax credit for income-producing certified historic structures provides a dollar-for-dollar reduction in federal income tax owed equal to 20% of the cost of rehabilitation. Federal credits do not apply to non-income-producing properties such as private residences.

· 10% federal tax credit for income-producing non-historic structures built before 1936 and used for non-residential purposes.

North Carolina Preservation Tax Credits:

· 20% state tax credit for rehabilitation of income-producing certified historic structures. This credit is awarded to rehabilitations that qualify for the 20% federal tax credit. The combination of the two credits can reduce the cost of certified rehabilitations by 40%. For income-producing properties, the rehabilitation expense must exceed the greater of the "adjusted basis" of the building or $5,000 within a 24 month period or a 60 month period for phased projects. A phased project rehabilitation consists of two or more distinct stages of development. The adjusted basis of a building is its purchase price plus the amount of previous capital improvements, less previous depreciation deductions.

· 30% state tax credit for rehabilitation of non-income-producing certified historic structures, including personal residences. Qualified rehabilitation expenses must exceed $25,000 in a two-year period. 

Who can qualify for the tax credit? An owner of a potentially “certified historic structure” or a lessee with a lease term of 27.5 years for residential property and 39 years for nonresidential property. 

What buildings qualify for rehabilitation? Buildings which are either: 

· Listed individually, or potentially eligible to be listed as “certified historic structures” on the National Register of Historic Places (NRHP)

· Located within a National Register Historic District and certified as contributing to the district; and

· Located in, and contributing to, a local historic district certified by the National Park Service

The State Historic Preservation Office (SHPO) and the National Park Service make these designations. Rehabilitations must meet with the Secretary of the Interior's Standards for Rehabilitation. 

When can the tax credits be taken? A non-income-producing building must be a “certified historic structure” at the time the state credit is taken. The SHPO must approve rehabilitation of non-income-producing historic structures prior to commencement of work. Owners of income-producing properties are strongly advised to consult with the SHPO before beginning rehabilitation. Taxpayers can claim a credit the tax year the rehabilitated building is placed in service. If all of the credit cannot be used, the excess can be carried back three years and then forward 15 years. 

Do locally designated properties receive tax credits? Locally designated properties located within local historic districts are generally not eligible for federal or state preservation historic tax credits unless the landmark or district is also listed in the NRHP. Exceptions are properties not listed in the National Register but which the National Park Service has certified. 

 How can I find out more information?  Please consult a professional tax advisor, the N.C. Dept. of Revenue, or the IRS for help in determining tax and other financial implications. For information regarding obtaining historic preservation certifications, contact Tim Simmons, N.C. State Historic Preservation Office, N.C. Division of Archives and History, 109 E. Jones St., Raleigh, NC 27601-2807, phone 919/733-6547 and fax 919/715-4801. For information on requirements and procedures for listing on the NRHP, contact Claudia R. Brown at the location above.

How Can Nonprofit Organizations Take Advantage of the Historic Tax Credit?


In order for a nonprofit organization to receive the federal or state tax credits, they must be paying income taxes. In addition, when all or portions of the rehabilitated property are used by governments or nonprofit organizations, there may be a limitation on the use of the tax credit.

Nonprofit organizations may qualify as long as a portion of the expenditure is not attributable to space occupied under a “disqualified lease”. A disqualified lease occurs when:

· the lease term exceeds 20 years

· the lease occurred after the tax-exempt entity sold or leased the property (sale-leaseback situation)

· the lease included an option to purchase or sell the property at a fixed or determinable price or;

· part or all of the property was financed, directly or indirectly, by a tax-exempt obligation, and the tax-exempt entity (or related entity) participated in the financing.

A disqualified lease covering more than 35% of the building precludes the credit expenses allocated to that space. Costs attributable to the balance of the building are still eligible for the credit.

In order for a nonprofit residential facility (i.e. group homes, etc.) to qualify for the 30% state tax credit for rehabilitation of non-income-producing certified historic structures, the fee simple owner must be paying state income taxes. A lessee can apply for the credit only if paying state income taxes and submitting a letter of permission from the owner.
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