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Opportunity zone investors should 
consider state and local tax credits 



Major federal tax reform enacted in 2017 resulted in the 
opportunity for tax savings tied to investment in marginalized 
areas in the form of qualified opportunity zones (QOZs). In 
addition to the benefits laid out in the government’s opportunity 
zone regulations, companies may be able to realize additional 
savings through state tax credits and other incentive programs. 
QOZs encourage investment in qualifying areas designated by 
governors in every state. Generally, these tracts are distressed, 
or present other obstacles to economic growth. There is a high 
correlation between QOZs and those areas eligible for various 
other state, local and federal credits and incentives.

By investing in certain opportunity funds, taxpayers can defer 
and even reduce their state and local tax liability. And with 
proper due diligence, a company may be able to leverage other 
state, local or federal credits and incentives available to QOZ 
projects. A project or business receiving an opportunity zone 
fund investment is not precluded from seeking other credits 
or incentives. In fact, state and local economic development 
agencies may be more likely to direct public dollars toward QOZ 
projects or businesses in the form of income tax incentives, 
hiring incentives, nontax incentives or property tax reductions.

In this article, we will discuss some of the state, local and federal 
tax credits and incentives that businesses should consider 
for projects in QOZs. By utilizing these programs, companies 
may be able to immediately receive cash or other benefits 
associated with their investment.

1. New markets tax credits (NMTC) 
Similar to QOZs, the NMTC program offers incentives for 
investment in distressed areas. Frequently, areas that 
qualify for QOZ credits also qualify for NMTC. The NMTC 
offers third-party, interest-only forgivable loans to 
projects in severely distressed census tracts across the 
United States. This incentive is designed to encourage 

investments that create significant community benefits 
such as job creation, access to healthy foods or medical 
care. The NMTC loan is added to the capital stack, 
reducing a project’s overall investment needs. After 
seven years, the loan to the project is forgiven, resulting 
in a significant back-end benefit to a project. Funds can 
be used for real estate and construction, machinery and 
equipment, and even operating costs. It is available to 
both for-profit and nonprofit businesses. 

2. Tax increment financing (TIF) 
Municipalities use TIF to incentivize property 
development in distressed areas—areas that frequently 
overlap with QOZs. TIF allows municipalities to pledge a 
portion of the property tax increment that results from 
project investment to reimburse the project developer 
for certain eligible project costs. The combination of TIFs 
and QOZs may be particularly attractive to real estate 
investment trusts (REITs) and real estate developers 
who are looking to reduce project development costs.

3. State job and investment credits 
State job credits incentivize companies that create or 
retain jobs. State investment credits incentivize capital 
investment. States frequently offer enhancements to 
these credits for projects in distressed areas—again, 
often overlapping with QOZs. Businesses with significant 
planned investment or job creation may be interested in 
these credits.

4. Work opportunity tax credit (WOTC) 
WOTC is a federal job-creation credit designed to 
incentivize businesses that hire disadvantaged 
employees. For-profit companies that frequently hire 
from lower-income or other disadvantaged groups may 
benefit from using WOTC for QOZ projects to further 
improve a project’s return on investment.
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5. In-kind contributions 
States and municipalities can contribute land or 
infrastructure improvements to projects in order 
to encourage project development. Typically these 
contributions are more likely to occur in QOZ areas. 
These in-kind contributions can benefit a wide range of 
clients and can result in improved project viability.

Opportunity zones are an important addition to the economic 
development toolbox, but they should not be viewed in a 
vacuum. Other state and local incentives can increase the 
total benefits to opportunity zone projects, increasing project 
feasibility and improving return on investment.
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