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The New Markets Tax Credit: Opportunities for investment in healthy foods and physical activity

Executive summary

The Campaign to End Obesity asked Ernst & Young (EY) to analyze the impact of the New
Markets Tax Credit (NMTC) on health outcomes associated with access to healthy foods and
opportunities for physical activity. The NMTC, which is administered by the US Department of
the Treasury, was established in 2000 to encourage new and increased investment in low-
income communities.

Since the programds i $30.8lylion infederal tax cheditsautrobritys t r i but ed
matched by private sector investments in qualifying locations. By statute, NMTC investments

are targeted at low-income areas, which are often characterized by limited access to healthy

food, limited opportunities for safe physical activity, and poor health outcomes.

Supermarkets and recreation and fitness facilities are examples of NMTC projects that may
provide positive health impacts in low-income communities. Changing the community
environment to add more supermarkets, grocery stores and recreation and fitness facilities
cannot make anyone eat healthy foods or become physically active. However, it can remove
significant obstacles for people in lower-income communities who wish to make healthy choices.
There is evidence that this type of intervention is effective at improving health outcomes. For
example, living closer to a supermarket or grocery store is associated with increased
consumption of fresh fruits and vegetables. Similarly, counties with more recreation and fithess
facilities have lower rates of obesity and diabetes."

By providing low-cost financing, the NMTC allows businesses to be built in low-income
communities that otherwise would not provide a large enough market to support one. For
example, one detailed case study shows that a NMTC-funded supermarket could support itself
financially on only 89% of the sales needed to support a typical supermarket. This allows
supermarkets and other businesses to offer their services in low-income neighborhoods that
they otherwise might have passed over as unprofitable.

While the NMTC has potential to improve access to healthy foods and provide opportunities for

physical activity outcomes in targeted communities, supermarkets, grocery stores and

recreation and fitness facilities are often not directly supported by NMTC-funded projects. The

NMTC helped finance 49 supermarket and grocery store projects between 2003 and 2010 that

improved healthy food access in low-income communities for more than 345,000 people,

including 197,000 children. However, these projects represented less than 2% of total NMTC
allocations during that time period. The NMTC6s contri bution twas i mpr ovi
even more limited during this time period, funding only seven projects primarily focused on

recreation and fitness facilities.

For NMTC projects funded from 2003 to 2010, 57% of supermarket and grocery projects and
69% of total NMTC funding for such projects went to counties with adult obesity rates higher
than the national average (Figure 1). Similarly, four of the seven recreation and fithess projects
funded by NMTC were in counties with obesity rates higher than the national average.

EY|i



The New Markets Tax Credit: Opportunities for investment in healthy foods and physical activity

Figure 1. Obesity rates with NMTC-funded grocery and recreation and fitness projects
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Note: Blue markers indicate the locations of NMTC-funded supermarket, grocery, and recreation and fitness projects
funded from 2006 to 2010. County-level obesity rates are from 2009.

Source: US Department of Agriculture (USDA) Food Environmental Atlas, Community Development Financial
Institutions (CDFI) Fund, EY analysis.

This report draws the following conclusions about the current NMTC program:

3 The NMTC has the potential to increase food and recreation facility access in low-
income communities. Access to healthy foods and recreation facilities within
communities can influence diet, body weight, and other health outcomes. Low-income
people are less likely to have access to recreation and fitness facilities, and more than
38% of low-income people have limited access to healthy food. The NMTC can be used
to help alleviate barriers to healthy food and physical recreation.

3 Program take up is limited for projects that promote healthy choices. Until recently,
the application process for NMTC allocations included no criteria related to healthy food
access and still include no criteria related to recreation and fitness access.

3 Small projects benefit less. NMTC transactions are complex and costly, which limits
the benefit to smaller projects like supermarkets and community centers.

3 Opportunity exists for projects that promote healthy choices. The NMTC6 s -tost w
financing can help businesses expand into underserved areas by allowing them to
support themselves on less revenue in smaller markets. A NMTC-funded supermarket
could support itself financially on only 89% of the revenue required by a typical
supermarket of the same size.
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The New Markets Tax Credit: Implications for health outcomes
[. Introduction

Enacted as part of the Community Renewal and Tax Relief Act of 2000, the New Markets Tax

Credit (NMTC) is a targeted program designed to increase private sector equity investment and

access to capital in low-income and underserved communities. The program is intended to

encourage investment in order to provide jobs and other opportunities to communities that

otherwise might not be able to attract outside investment. Si nce t he pr ogtheamds i nce
NMTC has awarded $39.5 billion in tax credit authority.?

The focused nature of the program ensures investments are made in communities with
vulnerable populations. In addition to high poverty rates, the areas targeted by the NMTC
program often face significant challenges such as limited access to healthy food, lack of basic
transportation, and poor health outcomes. NMTC projects that address one or more of these
challenges while also attracting new investment to a community may be effective not only with
respect to economic development but addressing health and obesity challenges in these areas
as well.

The US Department of Agriculture reports that more than 38% of low-income people have
limited access to supermarkets.® Supermarkets and grocery stores not only stock healthy and
nutritious food, but the prices they charge are often more affordable than a corner market or
convenience store.* As such, access to healthy foods is one of 15 criteria currently used to
evaluate NMTC project applications. By providing financing for supermarkets and grocery
stores, the NMTC helps alleviate both economic and physical barriers to food access.

Figure 2. Annual NMTC allocations since enactment
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Source: CDFI historical award documents, various years.
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Access to supermarkets and grocery stores can play a role in reducing obesity and improving
long-term health outcomes. People who live closer to supermarkets tend to consume more fresh
fruits and vegetables, which can contribute to a healthy diet.”

How the NMTC program is administered

The Community Development Financial Institution (CDFI) Fund within the US Treasury
Department administers the NMTC program. Tax credit authority is allocated from the CDFI to
Community Development Entities (CDES) that use it to attract equity investment to finance
projects located in eligible low-income communities. The equity funds are used to finance
Quialified Low-Income Community Investment (QLICI) loans, which are then made to local
businesses and projects.

Communities are eligible for NMTC-funded projects if they are located in a population census
tract where:

Thet r a powvedtysrate is at least 20%, or
The t r a medi@rsfamily income is 80% or less of the statewide median family income,
or

3 Thetract is in a metropolitan area and median family income is 80% orlessof t he
median family income.®

Under these criteria, approximately 38% of the US population lives in a qualifying census tract.
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[I. Summary of research

Obesity and other health outcomes are driveninpartby i ndi vi dual sé behavior al
to diet and exercise. That said, those choices are influenced in part by environmental factors

such as access to healthy food and opportunities for healthy physical activity, and social and

economic factors, such as income, family history, and education level.

Access to healthy foods and recreation and fitness facilities within communities can influence
diet, body weight, and other health outcomes.” Limited access to fresh fruits and vegetables is
thought to be one of the root causes of obesity.? In many cases, limited access to healthy food
and exercise is accentuated for people living in low-income areas.

Low-income census tracts, similar to those eligible for NMTC projects, generally have less

access to healthy food, fewer supermarkets, and fewer recreation and fitness facilities than

wealthier areas.® Studies find that when residents live in close proximity to supermarkets and

grocery stores that sell healthy foods, diet, obesity rates, and other diet-related health outcomes
improved.®Si mi | arly, proximity to recreation and fitne
activity levels and also reduces obesity rates.™

The food environment and diet

Table 1 summarizes research on the link between food environment, diet, and health outcomes.

As obesity rates continue to remain high, more effort has gone into understanding ways in which

diet choices and access to healthy food can be improved. Accor ding to the USDA, /
diets do not meet recommended nutrition guidelines, contributing to the rise in obesity, diabetes,

and other diet-related ailments.*?

In response to high obesity rates, attention has shifted towards identifying factors that influence
food choice T particularly among populations with poor health outcomes or limited incomes.
Some researchers have concluded that populations with better access to supermarkets have a
lower prevalence of obesity, while the opposite is found in neighborhoods where food options
consist only of convenience or corner stores.™
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Table 1. Review of selected literature

Impact of healthy food access on diet, health, and obesity

Study

Objective/Question

Data

Method

Findings

Zenk, Shannon N., Amy J. Schulz,
Srimathi Kannan, Laurie L. Lachance,
Graciela Mentz, and William Ridella,
AiNei ghborhood Ret a
Environment and Fruit and Vegetable

Examines the relationship
between food environment and
fruit and vegetable consumption
among multiethnic urban
populations.

Community survey of urban
adults collected in 2002, from
three areas around Detroit,
and an in-person audit of food

stores located in survey

Estimation of a

weighted multivariate
regression model by
maximum likelihood.

The presence of a grocery store in the
neighborhood is associated with greater
consumption of fruit and vegetables.

intake in a Multiethnic Urban communities.

P o p ul aAmeran Jawrnal of

Health Promotion Vol. 23, (2009) pp.

255-264.

Drewnowski, Adam, Anju Aggarwal, Examines whether physical Seattle Obesity Study, Poisson regression Most survey respondents did not shop

Philip M. Hurvitz, Pablo Monsivais,
and Anne V. Moudon. "Obesity and
Supermarket Access: Proximity of

P r i cAen@ridan Journal of Public
Health Vol. 102(8), (2012) pp. 74-80.

proximity or supermarket prices
are more strongly associated with
obesity risk.

collected in 2001 from King

County, Washington.

model to test the
association between
obesity and
supermarket variables.

at the physically nearest supermarket.
Supermarket price was inversely related
to obesity risk, with shoppers of low-
price supermarkets more likely to be
obese than shoppers at high-price
supermarkets.

US Department of Agriculture,
Economic Research
to Affordable and Nutritious Food:
Measuring and Understanding Food
Deserts and Their Consequences:
Report to Congress

Assesses the extent of areas with
limited access to affordable and
nutritious food, identifies
characteristics and causes of such
areas, considers how limited
access affects local populations. It
concludes by outlining
recommendations to address the
problem.

Multiple sources including:
American Time Use Survey,
National Food Stamp Program
Survey, 2000 US Census,
Current Population Survey,
and the Nielsen Homescan

panel

Kernel densities were
used to define low-
income areas, and
multivariate statistical
analysis to identify
determinants of areas
with low access to
supermarkets.

Access to a supermarket is a problem
for 2.2% of households in the United
States. Supermarkets have lower prices
than smaller stores and low-income
households shop where food prices are
lower, when they can. Access to all food
may be a more important factor in
explaining increases in obesity than lack
of access to healthy food.
Understanding market conditions is
critical to the design of policy
interventions.

Giang, Tracey, Allison Karpyn,

Hannah Burton Laurison, Amy Hillier,
and R. Duane Perry
Grocery Gap in Underserved
Communities: The Creation of the
Pennsylvania Fresh Food Financing

I ni t iJaurnaloféublic Health
Management and Practice, Vol. 14
(2008) pp. 272-279.

Outlines the creation of the
Pennsylvania Fresh Food
Financing Initiative and details its
methods for financing
supermarkets in the Philadelphia
area.

Multiple sources including:

1990 US Census, Trade

Dimensions, Philadelphia
Department of Public Health

The data was analyzed
using GIS map layers.

The Initiative has funded 32 food stores
that represent almost 9,000,000 square
feet of retail space. A portion of the
financing for the food store projects
came from the NMTC.

The Reinvestment F
Markets Tax Credits and Urban
Supermar ket so
Fund (2011).

Repo

Provides a guide to implementing
NMTC financed supermarket
projects in urban areas.

Table 1. Review of selected literature (cont.)

N/A

N/A

Supermarkets are particularly good
targets for NMTC funding because of
their role as community anchors and
relatively stable business model.
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Impact of access to physical activity on health and obesity

Study

Objective/Question

Data

Method

Findings

Gordon-Larsen, Penny, Melissa C.
Nelson, Phil Page, and Barry M.
Popkin. i Il nequal.
Environment Underlies Key Health
Disparities in Physical Activity and

Ob e s Padigtrcs Vol. 117(2),

(2006) pp. 117-224

Using a nationally representative
cohort, this paper assesses the
geographic and social distribution
of physical activity facilities and
how it might affect overweight
patterns

National Longitudinal Study of
Adolescent Health

A logistic regression
was used to test the
relationship between
physical activity facilities
and the socioeconomic
status of the
surrounding location
and the subsequent
association with
overweight outcomes

Higher-socioeconomic areas had
significantly greater odds of having one
or more physical activity facilities.
Increasing the number of facilities was
associated with decreased overweight
outcomes.

Moore, Latetia V., Ana V. Diez Roux,
Kelly R. Evenson, Aileen P. McGinn,
and Shannon J. Bri
Recreational Resources in Minority
and Low Socioeconomic Status

Ar e @Amarican Journal of
Preventive Medicine Vol. 34(1),

(2008) pp. 16-22.

Considers whether differences in
availability of recreational
resources contribute to disparities
in physical activity

Data from 685 census tracts
located in Maryland, North
Carolina, and New York.
Recreation facilities where
measured between 2003 and
2004.

Parametric and non-
parametric methods
including linear
regressions.

Recreational facilities are not equally
distributed. Facilities are significantly
less common in low-income
communities.

Sallis, James F., and Karen Glanz.
APhysical
Environments: Solutions to the
Obesity FErheMilbamii ¢ 0
Quarterly Vol. 87(1), (2009) pp. 123-
154

Investigates physical activity, the

Act i vi t y foodenvironmentand their

contributions to the rapid increase
in obesity.

N/A

Review existing
literature on the food
environment and the
layout and design of
communities, including
nuMerous cross-
sectional and multilevel
studies.

Residents of communities with good
access to recreation facilities are less
likely to be obese. Residents of
communities with access to healthy
food tend to have more healthy diets.
Low-income communities have a
tendency to experience less access
along both dimensions.
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Characterizing poor food environments

Areas with poor access to healthy foods and/or limited local food choice are commonly referred
to as ffood deserts.d* The USDA, which tracks food deserts for Congress, uses the same
population tract income criteria as the NMTC.*® As a result, areas with the greatest need for
improved access to healthy food (food deserts) are also eligible to receive NMTC funding.

The limited food sources in food deserts are typically convenience or corner stores, which tend
to charge higher prices for fresh fruits and vegetables than larger supermarkets.*® Higher prices
can make fresh fruits and vegetables less attainable for low-income populations.*” Both higher
prices and uncertain availability contribute to poor access to fresh food in communities served
primarily by convenience stores.

Many studies find that people in low-income or minority communities tend to face longer
distances to supermarkets and other full-service stores.'® The impact is exacerbated in low-
income communities by limited availability of motor vehicles.*

Policy responses to improve access to healthy food

A variety of policy interventions have been identified as possible tools for improving access to
healthy food options in poor and underserved areas.?® Among them are tax credits that
effectively lower barriers to entry for such businesses.?* The Pennsylvania Fresh Food
Financing Initiative (PFFFI) is a widely-cited example of a successful program that is increasing
investment in food access projects. In combination with state and local resources, PFFFI has
used the NMTC to fund supermarkets and grocery stores in and around Philadelphia.?? As of
2008, the PFFFI has helped fund 32 stores through $26.8 million in grants and loans, with some
of the loanable funds secured by the NMTC. Research estimates the PFFFI impacted 320,000
residents who have access to healthy food as a result of the 32 stores.

In its 2009 report to Congress on food deserts, the USDA stressed the importance of tailoring
policy responses to market characteristics. The report states that if high development costs and
other barriers to entry are keeping supermarkets out, then zoning, tax credit programs, and
other subsidies may be useful.?® On the other hand, if inadequate consumer demand is the
cause of poor supermarket access, then public health campaigns and educational programs
may be a preferred strategy.

Others have observed that effective strategies for alleviating inadequate food access often
include a combination of local, state, and federal efforts.?* While this is true for a variety of
community development projects, supermarkets and grocery stores can serve as community
anchors, making them particularly attractive catalysts for economic development and improving
public health.?

Access to recreation and fitness facilities

Variation in the availability of safe and accessible recreational and fitness facilities may
contribute to the disparity in healthy physical activity levels across locations. There is substantial
evidence that people who have more access to recreation and fitness facilities are more
physically active overall.”® Research has identified that recreational and fitness facilities are not
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equally distributed among different ethnic and income groups.?’ The relative probability of not
having a recreational facility is significantly higher for low-income and predominately ethnic-
minority neighborhoods. This could help explain why people who live in neighborhoods with
these characteristics are also more likely to be obese.

Several other non-recreation domains of physical activity have been studied. For instance,
research has found that the walkability of a neighborhood, the design of the stairs in buildings
and the design of school infrastructure all have an impact on physical activity levels and the risk
of individuals being obese. A review of the studies on physical activity environments suggests
that higher levels of physical activity are associated with a lower risk of individualsdbeing
overweight or obese.?® However, low-income individuals and ethnic minorities in the United
States generally have less access to environments that promote physically active lifestyles and
that reduce obesity rates and other negative health outcomes.
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[ll. Impact of the NMTC

Projects funded by the NMTC may have an impact on reducing obesity rates and improving
other health outcomes. The NMTC was designed, in part, to encourage investments that
facilitate healthy food access and physical activity.

Food access and health outcomes

More than two million households in the United States, or roughly 5 million people, live in areas
with no nearby supermarket and no vehicle.?® As shown in Figure 3, counties where a high
percentage of the population has no vehicle and limited healthy food access are spread across
all 50 states.

The USDA measures household food access based on distance to the nearest supermarket that
offers all of the standard food departments and has sales of at least $2 million annually.** A
store of this size is small by industry standardsd the average US supermarket had sales of
nearly $16 million in 2011.3" Urban households that are more than one mile from the nearest
supermarket and rural households that are more than 10 miles from the nearest supermarket
are classified by the USDA as being in food deserts. Figure 3 shows the share of households in
each county that were in food deserts and had no vehicle in 2010; it also shows the locations of
NMTC-funded grocery projects.*

Figure 3. Households with no vehicle and low food access, by county, and location of
NMTC-funded grocery projects, 2010

_ Legend

o [Jo.0%-1.5%
[ 1.6% - 2.5%
"Ny  [26%-50%

C W s-10%
" NMTC-funded
grocery projects

Note: Blue markers indicate the locations of NMTC-funded supermarket and grocery projects funded from 2006 to
2010.
Source: USDA Food Environment Atlas, CDFI Fund, EY analysis.
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Households with no vehicle face an additional obstacle to healthy food access. Without a
vehicle, people in the household must walk, use public transportation, or borrow or rent a
vehicle. Travel times to and from a grocery store are likely to be longer without a vehicle. The
volume and weight of groceries that can be transported is likely to be lower without a vehicle. In
summer months, transporting perishable foods may be difficult without a vehicle. All of these
factors make the healthy food access issues associated with food deserts more challenging for
those households that also lack vehicles.

The scatterplot in Figure 4 shows the positive correlation between the geography of US
households without vehicles in food deserts on one hand, and the obesity rate, by county, on
the other. As discussed in Section Il of this report, identifying the precise causal relationships
between food access and health outcomes is methodologically challenging. Nevertheless, the
correlations between food access and health outcomes are at least suggestive. A line fitted to
the data in Figure 4 shows that a one percentage point decrease in households that are both in
a food desert and lack a vehicle is associated with a 0.88 percentage point decrease in the
obesity rate in that county. For an average county, that would mean 875 fewer obese
individuals.*

Figure 4. Households both in a food desert and lacking a vehicle vs. obesity rates
50

45

40

35

30

25 -

20

15

10

Percent of adults who are obese

O T T T T T T T T 1
0 2 4 6 8 10 12 14 16

Percent of households with low access and no vehicle

Note: The percent of households in each county both in a food desert and lack a vehicle in 2010 are plotted against
the percentage of adults in that county who are obese (BMI greater than 30) in 2009.
Source: USDA Food Environment Atlas, EY analysis.

Setting concerns about causality aside, the relationship between food access and diabetes
displayed in Figure 5 suggests that every one percentage point decline in households both in a
food desert and lacking a vehicle is associated with a 0.56 percentage point decline in the
percent of adults with diabetes. For an average county, that would mean 554 fewer cases of
diabetes.
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Figure 5. Households both in a food desert and lacking a vehicle vs. diabetes rates
25 -
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Percent of adults with diabetes

0 T T T T T T T T 1
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Percent of households with low access and no vehicle

Note: The percent of households in each county both in a food desert and lacking a vehicle in 2010 are plotted
against the percentage of adults in that county who have diabetes in 2009.
Source: USDA Food Environment Atlas, EY analysis.

One explanation for the relationship between food access and health outcomes discussed in
Section Il is that access to supermarkets lowers the cost of healthy foods, encouraging their
consumption over less healthy alternatives, and thereby improving health outcomes.
Investments in lowering the distribution costs of perishable healthy foods may improve health
outcomes.

The ability of the NMTC or similar programs to improve health outcomes depends on the degree
to which projects are successfully targeted at areas in greatest need. Projects that improve
healthy food access for communities where a high percentage of households are both in food
deserts and lack vehicles are likely to have the largest impact.

Success of the NMTC at targeting food projects to areas with the poorest health
outcomes

The NMTCO s r éc¢ametidg areas with high rates of poor health outcomes can be assessed
by examining the allocation of projects and funding. Table 2 shows each grocery project funded
by the NMTC from 2006-2010 and the rate of obesity in that county. Obesity rates in each
county can be compared to the national average of 35.7%.>* Table 2 indicates that 57% of
NMTC-funded grocery projects and 69% of total funding went to counties with obesity rates
higher than the national average; that is, more than 40% of grocery projects and nearly one-
third of funding went elsewhere.
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Table 2. NMTC-funded grocery projects in counties with higher rates of obesity

QLICI
Number of stores ($ millions)
Projects in counties with obesity rates
higher than national average (35.7%) 29 $182
% of total projects 57% 69%

Note: Projects data is cumulative from 2006 to 2010. Obesity data is for 2009. QLICI is an
acronym for AQualmef iCodnmumwty | nvestments,
authorized under the NMTC program and eligible to receive a tax credit.

Source: Centers for Disease Control (CDC), CDFI Fund, USDA, EY analysis.

Table3shows that the NMTC pr ogareaswittshigseuratesefs s i n t ar ge
diabetes is somewhat greater than it was for obesity. Of the grocery projects receiving NMTC

support, 61% were in counties with diabetes rates above the national average of 11.9% and

74% of total NMTC funding went to counties with higher than average diabetes rates.®

Table 3. NMTC-funded grocery projects in counties with higher rates of diabetes

QLICI
Number of stores ($ millions)
Projects in counties with diabetes rates
higher than national average (11.9%) 31 $198
% of total projects 61% 74%

Note: QLICI is a Qualified Low-income Community Investment, which is the sum of money
that a project eventually gets.

Source: CDC, CDFI Fund, USDA, EY analysis.

From 2006 to 2010, as shown in Table 4, the NMTC helped fund investments in grocery
projects that improved healthy food access for 345,000 people, including 197,000 children.
Table 4 shows the number of people meeting food desert criteria as of 2006 and who lived in a
ZIP code that received a NMTC-funded grocery store project between 2006 and 2010.

Table 4. Food desert residents of ZIP codes receiving NMTC-funded grocery projects

Residents
Children 197,000
Seniors 88,000
All residents 345,000

Source: CDFI Fund, USDA, EY analysis.
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NMTC impact on physical activity

As discussed in Section Il of this report, physical inactivity is an important determinant of
obesity, diabetes, and other health outcomes. As with obesity and limited grocery store access,
physical inactivity is a national problem. Figure 6 shows the share of the population that is
physically inactive in each county.*® Comparing Figure 6 to Figure 1 shows a similar geographic
pattern for physical inactivity and obesity. Table 5 compares the rates of physical inactivity and
rates of obesity at the county level. The counties with the highest rates of physical inactivity also
have the highest rates of obesity. The counties with the most physical inactivity have obesity
rates approximately 1.3 times higher than the counties with the least physical inactivity.

Figure 6. Leisure-time physical inactivity as a percentage of the population, 2010

AN

v

Percent of population

1 10.4% - 23.5%
[ 23.6% - 26.8%
] 26.9% - 29.3%
= 29.4% - 32.2%
Hl 32.3% - 44.9%
[ No data

Note: The shading shown on the map is organized so that one fifth of counties falls into each category (i.e., quintiles).

Source: CDC Division of Diabetes Translation.

Table 5. Average county obesity rates by average county physical inactivity, 2010

Physical inactivity (Percent

Average county

Quintile of county population) obesity rate
1 10.4% - 23.5% 25.9%
2 23.6% - 26.8% 29.6%
3 26.9% - 29.3% 31.0%
4 29.4% - 32.2% 32.0%
5 32.3% - 44.9% 34.3%

Source: Centers for Disease Control (CDC)

Figure 7 suggests that the availability of recreation and fitness facilities is related to the
prevalence of obesity and diabetes at the county level. The simple relationship is non-linear; the
incremental effect of additional recreation and fitness facilities on either obesity or diabetes
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appears to be negligible beyond two per 10,000 inhabitants. As shown in Figure 8, recreation
and fitness facilities show a similar relationship to diabetes rates by county.

Figure 7. Recreation and fitness facilities (per 10,000 people) and rate of adult obesity
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Note: Recreation and fithess facilities by county per 10,000 people in 2010 plotted against the adult obesity rate in
2009.

Source: USDA Food Environment Atlas, EY analysis.

Figure 8. Recreation and fitness facilities (per 10,000 people) and rate of adult diabetes
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Note: Recreation and fitness facilities by county per 10,000 people plotted against the adult diabetes rate in 2010.
Source: USDA Food Environment Atlas, EY analysis.
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The methodological challenges associated with showing a causal relationship between the
availability of recreation and fitness facilities and either obesity or diabetes are significant, but
the literature reviewed in Section Il of this study provides evidence that there is a causal
relationship.

Taken at face value, the relationship between the availability of recreation and fitness facilities
and obesity or diabetes, as shown in Figures 7 and 8, suggests that increasing the availability of
these facilities would reduce the prevalence of these conditions. The data suggest that an
increase in the number of recreation and fitness facilities in a county from one per 10,000
people to two per 10,000 people would lower the obesity rate from 29.8% to 27.8% in an
average county and lower the diabetes rate from 10.0% to 9.1%. For an average county, that
would result in nearly 1,000 fewer obese individuals and nearly 450 fewer cases of diabetes.

Like consumption of healthy foods, healthy levels of physical activity are influenced by the fbuilt
environment.0Encouraging the construction of new recreation and fitness facilities through the
NMTC in communities that have relatively few of them could be associated with positive health
consequences. NMTC program requirements have led to the funding of only a small number of
projects that were clearly dedicated to recreation and fithess. Table 6 provides the locations and
descriptions of these projects.

Table 6. NMTC-funded recreation and fithess projects

Year City State QLICI Description of project

2004 Caldwell ID $ 5,000,000 15,000 square foot YMCA - gymnasium, youth activity center
2008 Pittsburgh PA $ 4,950,000 Mixed use - Residential, retail, commercial space, and YMCA
2009 Belle Chasse LA $ 6,000,000 New YMCA in area severely damaged by Hurricane Katrina
2009 Crookston MN $ 10,925,000 Hockey & Sports Complex

2010 Bay City MI $ 19,500,000 YMCA - fitness and recreational sports

2010 New Orleans LA $ 11,613,000 Expansion to include new gym, art, athletic facilities for private
middle/high school

2010 New York NY $ 3,200,948 Recreational sports and special events facility in a renovated
warehouse

Source: CDFI Fund, US Treasury Department
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IV. Case studies: Using the NMTC to finance healthy food options

Under the NMTC program, investors who make qualified investments in targeted areas are
eligible to claim a tax credit equal to 39% of the value of their investment. Each year the CDFI
Fund awards tax credit allocations to CDEs through a competitive process. CDEs are
responsible for identifying eligible investment projects located in qualifying low-income
communities. CDEs then use their tax credit allocation to attract equity from investors, which is
then invested, typically in the form of low interest rate loans to the qualifying project or business.

Figure 9 depicts the structure of a typical NMTC-supported project. Investors contribute equity,
often in combination with additional leveraged funds, to the CDE in the amount of the allocation
received from the CDFI Fund. In exchange, the investor is eligible to claim a tax credit equal to
39% of the total allocation. For example, a $10 million allocation awarded to a CDE will be
matched by a $10 million investment in the local project and entitle the investor to a $3.9 million
tax credit. The credit is claimed by the investor over a seven year period: 5 percentage points of
the credit for each of the first three years, and 6 percentage points for the remaining four
years.”’

Figure 9. lllustrative NMTC transaction

Make a qualified equity | N Claim tax credit and
investment | receive return on
I investment
Communi Communi ty
Devel o —_— Devel
Fi nan 5 i Allocates tax
. credit rights
Il nstitu
Issues low- /I\ _
interest Qualified Service loan
Low-Income | debt, fees, and
Community I provide return
Investment v I on investment

(OLICI Loans

Investments are usually made in the form of loans to a qualifying local business entity. The
business will typically receive two loans, one consisting of the equity paid by the investor and
another consisting of funds borrowed by the investor for the purpose of loaning them to the

gualifying local business.
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This report highlights two NMTC projects i an urban supermarket and a rural grocery store i to
illustrate how the NMTC benefits these types of projects.

Large urban supermarket

In 2009, a NMTC-financed supermarket was built in a part of St. Louis, Missouri classified as a
food desert.*® St. Louis is home to more than one million people, 9.7% of whom are below the
federal poverty level.** According to the USDA, 15% of the local census tract population was
deemed low-income and lived more than one mile from the nearest supermarket. The NMTC
helped attract a new supermarket to this area, which improved access to healthy food for
18,000 low-income people, including over 9,000 children and 4,000 seniors.*

In this example, a national supermarket chain similar to the one built in St. Louis is used to show
how the NMTC increases investment in the low-income community (Table 7). The NMTC
allocation for this project was $15 million. The project involved building a supermarket with
50,000 square feet of sales space and anticipated yearly sales of $25 million.

Table 7. Summary: urban supermarket

Square feet of sales space 50,000 sq ft
Annual sales $25,000,000
NMTC allocation $15,000,000
Present value of fees as a share of QLICI loans 6%

Present value benefit of NMTC to the supermarket $3,000,000

Note: Present value calculations assume a 10% discount rate.
Source: EY Tax Credit & Incentives Advisory Services (TCIAS) NMTC model
calculations.

In this type of NMTC transaction, depicted in Figure 10, the national chain (i.e., parent
company) can typically act as the source of the leveraged loan for the new supermarket. The
outside investor combines its funds with the loan from the parent company in order to make a
gualified equity investment (QEI) in the new supermarket. The funds received from the investor,
which were drawn to the project by the NMTC, can be the difference between the parent
company deciding to locate a new store in a low-income community or in an alternative location.

In exchange for its equity investment, the outside investor is entitled to claim $5.85 million in tax
credits over a seven-year period. The outside investor benefits by claiming the tax credit in
exchange for its investment, while the project benefits when a portion of the loan is converted to
equity at the end of the period. After seven years, the loan consisting of the equity investment is
converted from debt into equity for the new supermarket. Using industry average data, the net
benefit of the NMTC program for this supermarket was calculated at approximately $3 million.**
The net benefit of the NMTC enabled the construction of the supermarket in the low-income
area which otherwise may not have been able to support a traditional supermarket.
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Figure 10. Urban supermarket NMTC transaction
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Note: Present value calculations assume a 10% discount rate.

Source: EY Tax Credit & Incentives Advisory Services (TCIAS) NMTC model

In this case, the NMTC benefitted the supermarket in
on the project by providing financing at below-market

two ways: first, it reduced the debt burden
interest rates; and second, it delivered an

equity contribution to the project at the end of the seven-year period. Ultimately the benefit

BN

provided by the NMTC lowered the fhurdle rate, 0
meet to justify its investment (Table 8).

Table 8. NMTC comparison:

or r a tthat amymhewrpmjecunmust ,

urban supermarket

With NMTC Without NMTC
Average annual debt burden $688,000 $886,000
Interest rate on loan(s) 1.3% 7.3%
Project rate of return 12.4% 9.8%
Meets 10% hurdle rate? Yes No
Actual weekly sales per sq ft $9.62 $9.62
Weekly sales per sq ft needed to meet the
hurdleyrate (1(;)%) ) $8.52 $9.78
Change in the hurdle rate -23.6% 0.0%

Source: EY Tax Credit & Incentives Advisory Services (TCIAS) NMTC model calculations.

Without NMTC funding, the urban supermarket chain must obtain conventional financing to
build a new store. Conventional financing requires higher debti to-equity ratios and carries
higher interest rates than NMTC financing, which would increase the cost of building the new
store. Due to the additional risks associated with locating in a low-income community, the
supermarket might decide to locate elsewhere absent the NMTC.

With NMTC funding, the value provided by the NMTC allows the new supermarket to be
profitable even if it locates in a market that is otherwise too small to support a supermarket

EY |17



The New Markets Tax Credit: Opportunities for investment in healthy foods and physical activity

through conventional financing. In this case, if the parent company was to require a 10% hurdle
rate on each new store, NMTC financing would allow the supermarket to generate sales equal
to only 89% of a typical store and still remain profitable.

Small rural supermarket store

Food deserts also exist in rural areas where, for example, getting to a grocery store may require
significant travel. In rural settings, vehicle transportation is critical to food access.

Pasco is a rural town located in an agricultural area of south-central Washington State. In 2012,
according to the US Census Bureau, its population was 65,398, with more than 22% of
residents living below the poverty level.* Multiple census tracts in Pasco are NMTC-eligible and
designated as food deserts by the USDA. In 2010, a NMTC-financed grocery store was built in
one of the food deserts around Pasco, improving food access for over 13,000 low-income
people, including 10,000 children and 3,000 seniors. The project had a total cost of
approximately $3.5 million.*

The major features of this illustrative example are depicted in Table 9 and Figure 11. Rural
grocery stores are often smaller and have lower sales per square foot than urban stores. Using
industry average data, the net benefit of the NMTC to this grocery store was calculated at
$408,958.*

Table 9. Summary: rural grocery store

Square feet of sales space 8,500 sq ft
Annual sales $3,000,000
NMTC allocation $3,000,000
Present value of fees as a share of QLICI loans 13%
Present value benefit of NMTC to the grocery store $410,000

Note: Present value calculations assume a 10% discount rate.
Source: EY Tax Credit & Incentives Advisory Services (TCIAS) NMTC model
calculations.

For smaller, locally-owned grocery stores, opening a new location usually requires securing
financing from a bank. The NMTC offers more flexible and affordable financing terms than
conventional funding sources. Figure 11 shows an illustrative rural grocery store NMTC
transaction. In this type of transaction, the outside investor combines its equity with leveraged
funds to make a QEI through the CDE to the local grocery store. The investor receives the tax
credit in exchange for its investment, which is claimed over the seven-year period the NMTC
financing is required to remain in place. After seven years, the loan consisting of investor funds
is converted to equity.
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Figure 11. Rural grocery store NMTC transaction
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Note: Present value calculations assume a 10% discount rate.
Source: EY Tax Credit & Incentives Advisory Services (TCIAS) NMTC model.

The NMTC has the effect of lowering the rate of return that the project must generate to remain
viable, thereby enabling investments in areas with increased risk or higher costs (like a low-
income community). This means that a grocery store built with the support of the NMTC may be
able to have a smaller sales area or realize lower sales than a store built without the NMTC
(Table 10).

Table 10. NMTC comparison: rural grocery store

With NMTC Without NMTC
Average annual debt burden $107,000 $131,000
Interest rate on loan(s) 1.7% 7.3%
Project rate of return 5.2% 4.2%
Meets 5% hurdle rate test? Yes No
Actual weekly sales per sq ft $6.79 $6.79
Weekly sales per sq ft needed to meet the $6.70 $7.17

hurdle rate (5%)
Change in the hurdle rate -3.4% 0.0%
Source: EY Tax Credit & Incentives Advisory Services (TCIAS) NMTC model calculations.

Without NMTC funding, the grocery store must obtain conventional financing to underwrite the
project. Using an industry standard debt-to-equity ratio for a project of this size, the local
business owner would be expected to supply $1.2 million of cash or other equity to secure a
conventional bank loan. Conventional debt traditionally has more rigid financing terms than
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those found in a NMTC transaction. With conventional financing, the rate of return generated by
the grocery store is 4.24%. For an investor with a 5% hurdle rate, this project would not justify
an investment and therefore would not be built.

With NMTC funding, the financing of the grocery store still involves a bank loan. However, now
an equity investor acts to secure the initial loans instead of placing this burden on the business
owner. As illustrated in Figure 11, after the CDE is awarded the NMTC allocation, they
exchange the credit with an investor in return for an investment in the grocery store. With NMTC
funding, the rate of return generated by the grocery store is 5.17%, which is above the required
hurdle rate of 5% (see Table 10).
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V. Program challenges

The goal of the NMTC program is to encourage new or increased investment in low-income
communities by offering a tax credit to investors who make qualified investments in designated
areas. As with other programs of its size i more than $39.5 billion in total allocations to date i
there are features of the credit program that limit its realized impact, particularly in terms of
driving investment in projects that enhance healthy food and safe recreation opportunity.

Limited benefit to smaller projects

NMTC transactions are complex. Due to program-mandated oversight requirements, legal fees,
and investor due diligence, the fees associated with each project are relatively fixed.*> As shown
in the two case studies above, a typical NMTC transaction fee can be 20% of the equity portion
of the QEI. For smaller projects, fees may consume more than 40% of the of the equity portion
of the QEI.

Projects with larger allocations are able to absorb these fees while maintaining an attractive rate
of return for the business and investor. Smaller projects T considered to be anywhere from $5
million to $8 million i can be made unworkable by the complexities of a NMTC transaction and
the associated fees.

A typical supermarket project will have little trouble meeting the feasible size of a NMTC
transaction, but that may not be the case for smaller grocery stores, farmersémarkets, co-ops,
or safe recreational facilities. Smaller-scale projects may have a difficult time attracting NMTC
financing despite their potential to alleviate inadequate food access or provide physical activity
opportunities in their local communities.

In addition to the high transaction costs, NMTC projects also require additional reporting and
oversight compliance. The oversight can be materially different from what business owners are
familiar with when securing traditional financing.*°

Length requirements increase risk of losing tax credit

The financing for NMTC projects is required to stay in place for seven years. Due to the length
of time the financing relationship must remain in place and the location-specific nature of the
NMTC, real estate projects are particularly attractive.*” Many types of non-real estate capital
have difficulty supporting amortization over seven or more years (e.g., the tax lives of the
investment are shorter than seven years). Additionally, program requirements mandate that
CDEs are required to reinvest any returns received from the business within the seven-year
period, though this was alleviated somewhat by the IRS in 2012 when the NMTC regulations
were modified to address early repayment.*®

Credit recapture and length requirements are disproportionally burdensome for small and non-
real estate projects. Many smaller businesses such as manufacturers or grocery stores
generally use types of capital assets that are difficult to underwrite for the required seven-year
period. Length requirements may be another factor that contributes to the challenges faced by
smaller projects in obtaining NMTC financing.
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Lack of clarity in project evaluation

NMTC allocations are awarded annually following a competitive review of CDE applications. In
its most recent round, the CDFI Fund received applications for projects totaling $22 billion but
only granted $3.5 billion of allocations. The CDF | F u evéldasion priterdajtherefdre
play an important role in determining which projects are funded out of the large applicant pool.*
In their applications, CDEs submit information on their expected use of the tax credit and the
benefits conveyed to local communities by their planned projects. CDEs are asked to identify
which of 15 possible target areas will likely be served should they receive an allocation. Both the
CDFI Fund and CDEs use this list to evaluate the community outcomes of CDE projects. There
are two challenges for applicants who desire to fund projects that will increase healthy
behaviors.

1. Relative importance of size versus scope in project impact. The NMTC application
asks CDEs to identify which of 15 possible areas they will target for investment (See
Appendix B). Applicants are asked to check all areas that apply and the application itself
notes that applicants who check more than one box are more likely to receive an
allocation. Measuring community outcomes can be difficult.>® Projects designed to check
as many boxes as possible may be increasing their scope at the expense of making a
significant impact in any specific area. The NMTC program is intended to encourage
lasting, impactful investments in communities, as evidenced by its requirement that
projects stay in place for seven years. Long-term effect is particularly important for
projects designed to improve food access and reduce physical inactivity since
measureable health outcomes are best evaluated over time.

For the NMTC program to accomplish its underlying policy objectives, it is important that
the projects that generate the most meaningful community outcomes are chosen. If the
selection criteria create conflicting incentives for CDEs, then there may be a
misallocation of tax credits among projects. It is unclear how successful current
evaluation criteria are at identifying the types of projects most able to deliver measurable
results.

2. Guidance on what constitutes healthy food. The Healthy Food Financing Initiative
encourages CDEs to fund projects that will increase healthy food access in locations
designated as food deserts by the USDA. Applicants are encouraged to demonstrate
that their loan activities will increase access to healthy food; however, the application
only requests information on the project itself. There is a lack of guidance on what
constitutes healthy food or how large a role the healthy food component must play in the
overall project.

Full-scale supermarkets with an abundance of fresh produce and a range of
unprocessed foods will do much more to improve healthy food access than, for example,
a convenience store which begins selling bananas. Uncertainty about how the food
access components of projects are evaluated could hamper the ability of a supermarket
or grocery store to attract interest from a CDE.
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VI. Study limitations

The discussion of the impact of the NMTC on obesity and other health outcomes in this report is
based on standard methodologies and publicly available data. However, the reader should be
aware of certain limitations with respect to the analysis:

3

Many of the results found in the research reviewed in this study rely on cross-sectional
data and therefore may be unable to distinguish between factors that cause improved
health outcomes and those that are merely correlated with improved health outcomes.
This study has focused on NMTC projects that provided financing to specific businesses
because the services they provide to the communities they are located in are more
obvious. Many NMTC allocations are awarded to real estate projects. Real estate
projects may impact health in multiple ways, such as by creating space for
supermarkets, grocery stores, recreation areas, and fitness facilities.

Possible negative health impacts of NMTC projects were not investigated. Certain
businesses or real estate projects could potentially have a negative impact on health by
making unhealthy foods and activities more available, generating pollution, or other
means.

The case studies use hypothetical stores based on industry average data and other
assumptions. To the extent that each project differs from the average store, results for
any particular NMTC transaction may vary.

This study relies on US government data sources and its conclusions are only as reliable
as the available data. Detailed project level data were available for NMTC transactions
from the CDFI Fund for 2003 to 2010. Transactions that were funded outside those
years were not included in the analysis or conclusions. Specifically, CDFI Fund
participation in the Healthy Foods Financing Initiative began in 2011; and to-date, no
detailed project-level data has been released. The CDFI Fund allocated $2.8 billion
under the HFFI in 2011 but only $470 million went to the healthy food components of
funded projects.

Some observations on health outcomes do not take into account population changes in
areas benefitting from the NMTC. Measured health outcomes could result from people
with different health statuses moving to and from the affected areas and not
improvements in the health status of the same population over time.
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VIl. Summary

While the NMTC has some potential to improve health outcomes in targeted communities,
research suggests that its impact may be limited and supermarkets, grocery stores and
recreation and fitness facilities are often not directly supported by NMTC-funded projects.

Supermarkets and grocery stores can increase access to healthy, affordable food, which has
the potential to improve diet and food choices in the local community. Recreation and fithess
facilities can increase opportunities for healthy physical activity, which has been shown to
reduce obesity, diabetes, and other negative health outcomes.

As obesity and related conditions continue to remain at high levels, policymakers and health
officials are increasingly looking for ways to improve health outcomes, particularly among low-
income populations. Between 2003 and 2010, the NMTC funded 49 supermarkets and grocery
stores which, in turn, improved healthy food access for more than 345,000 people, including
197,000 children. The NMTC also funded seven recreation and fitness facility projects during
that time.

Along with its potential to increase investment and improve health outcomes, the NMTC also
faces challenges. NMTC transactions are complex. Regulatory oversight and fees for a project
are typically 5% to 8% of the investment. Smaller projects with less funds to absorb the costs
may feel this impact most acutely. NMTC transactions are also required to remain in place for
seven years, increasing the cost of compliance over a long period. Certain types of projects may
be poor matches for such a long compliance period, despite their potential to have a significant
impact in the community.

This report draws the following conclusions about the current NMTC program:

3 The NMTC has the potential to increase food and recreation facility access in low-
income communities.Det ai |l ed case studies show the NMTC
for new investment in projects that include healthy choices. The communities targeted by
the program also tend to have limited access to healthy food and recreation facilities.

3 Program take up is limited for projects that promote healthy choices. Until recently,
the application process for NMTC allocations included no criteria related to healthy food
access and still include no criteria related to recreation and fitness access. NMTC
transactions are complex and costly, which limits the benefit to smaller projects like
supermarkets and community centers.

3 Opportunity exists for projects that promote healthy choices. Access to healthy
foods and recreation facilities within communities can influence diet, body weight, and
other health outcomes. Low-income people are less likely to have access to recreation
and fitness facilities, and more than 38% of low-income people have limited access to
healthy food. The NMTC can be used to help alleviate barriers to healthy food and
physical recreation.
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