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Many of the region’s most visible 
revitalization efforts, including East 4th 
Street, the Tudor Arms Hotel, United 
Bank Building and the CIA-McCullough 
Building, can tie their success directly 
to Historic Rehabilitation Tax Credits 
(HTCs) programs at both the federal 
and state level. Despite being integral to 
the redevelopment of Cleveland, how-
ever, HTCs face an uncertain future due 
to legislative and judicial challenges.

HTCs encourage private investment 
in rehabilitation and re-use of historic 
buildings by providing a tax credit on 
“qualified rehabilitation expenses.” At 
the federal level, HTCs are admin-
istered by the National Park Service 
(NPS) and the Internal Revenue 
Service, in partnership with the State 
Historic Preservation Office (SHPO). 
The program provides a 20% tax credit 
for the rehabilitation of “certified his-
toric structures” as determined by the 
NPS; or a 10% credit for the rehabilita-
tion of non-historic buildings placed in 
service before 1936. The SHPO serves 
as a first point of contact to assist in 
determining a building’s eligibility for 
the rehabilitation incentives.

Recognizing the tremendous potential 
economic impact of the program, Ohio 
enacted its own HTC program in 2006 
and has already provided $290.5 million 
for 142 projects spread out over 34 cities.

The economic impact of the HTC 
program is quite simply astounding. 
Nationally, the program is credited with 

creating 2.2 million jobs and leveraging 
$100 billion in investments, all while 
rehabilitating more than 38,000 exist-
ing buildings. In 2011 alone, HTCs 
generated roughly 64,000 jobs and were 
responsible for adding $3.7 billion to 
GDP, according to the National Trust 
Community Investment Corporation.

Locally, the impact has been even 
greater than in most other cities since 
Cleveland has the third highest number 
of historic structures in the country 
(according to the Cleveland Restoration 
Society). On a statewide basis, the 
program’s impact is equally startling as 
Ohio annually finishes among the top 
10 states with regard to the amount of 
money leveraged, the number of proj-
ects funded and the amount of certified 
expenses recognized through the HTC 
program (based on the NPS’s annual 
program report). 

In the last decade there have been 
almost 100 HTC-supported projects in 
Cleveland – projects that likely would 
not have proceeded without tax credit 
incentive. More importantly the pro-
gram is a proven job stimulant, as those 
100 generated 15,000 total jobs, includ-
ing 8,700 permanent jobs. The $150 
million invested in HTCs resulted in 
total project expenditures of approxi-
mately $920 million. That’s an amazing 
return by anyone’s standards.

Unfortunately the program faces 
significant potential challenges going 
forward. With wide-scale tax reform 
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From the casino to the health care corridor, signs of growth 
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prospectively in the offing, tax credit 
and other tax revenue impairment 
programs could face a significant 
shortage of legislative support as poli-
ticians of all stripes look to streamline 
budgets and increase revenue with-
out raising tax rates. Even though 
HTCs have a permanent place in the 
Internal Revenue Code, unlike many 
other tax credit programs beneficial 
to Cleveland’s redevelopment, HTC’s 
remain equally susceptible to reduc-
tion and elimination.

Although tax credits may decrease 
tax revenues in the short term, total 
project investments, coupled with 
resulting income and revenue growth 
in the long term, typically outweigh 
such short-term losses. For example, 
over the lifespan of the Federal HTC 
program, the $19.2 billion in tax cred-
its (i.e. lost revenue) have generated 
projects resulting in more than $24.4 
billion in federal taxes. The arithmetic 
makes clear that the program is tax rev-
enue positive over the long term. 

HTCs challenges are not only leg-
islative, but judicial as well. A recent 
ruling by the Third Circuit Court of 
Appeals in Historic Boardwalk Hall 
v Commissioner has tax credit-struc-
tured transactions potentially facing 
greater scrutiny. In reversing the US 
Tax Court, the Third Circuit found 
that the project’s tax credit investor 
did not incur sufficient risk in the 
overall transaction and, therefore, 
should not have been allocated nor 
could it make use of the tax credits. 
In time the ruling may serve as an 
indictment of one poorly structured 
transaction, rather than of tax credit 
structures generally. However, the 
short-term result has been a sig-
nificant reevaluation of all structures 
and a reassessment and possible real-
location of risk tolerance among all 
parties involved in these types of 
transactions. 

Our region has a proven track record 
of successfully using HTCs to finance 
growth. Any restraints or restric-
tions placed on HTCs would threaten 
the success of future projects. At a 

minimum, changing laws and judi-
cial attitudes add more complexities 
and create greater need for experi-
enced legal counsel to help properly 
structure transactions from the start. 
Counsel and accounting professionals 
will ensure that the often multiple 
layers of financing are designed to 

maximize leverage while still comply-
ing with the ever growing myriad of 
statutory, regulatory and judicial stan-
dards and requirements.

Attorney Geoffrey S. Goss is a partner in the Real 
Estate Practice Group of Cleveland-based Walter 
& Haverfield (www.walterhav.com).
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