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Would this trigger 
credit recapture?

No.
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How about the foreclosure of 
the mortgage on a commercial 
rental real estate QALICB?

Nope.

FORECLOSU
RE
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$1.5 mil Fees
$500k Loan Loss Reserve
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$250k Operating Income

Recapture event?
Y__ N__



Investor

QEI
Reasonable
Expectation

Credit RecaptureCredit Recapture

CDECDE

QALICB

< 50% interest in business

“Control” and
“Reasonable Expectation”

QLICI≥ 50% interest in business
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Reduction of tax 
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QALICB

QEI

QLICI

Lender

LoanEquity

Investor

FundFund

Extraordinary actions potentially 
triggering recapture, etc.:

1.

2.

3.

4.

5.

Loan modifications

Forbearance

Discounted sale of a loan

Foreclosure

IRS ruling request for extension of 
deadlines or waiver of requirements

CDECDE
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CDECDE

QALICB

$ Reinvestment

QALICB

QEI

FundFund
Equity

Pre-
approval

CRA

1 7

Allocation
Agreement

Compliance:
•Eligible activities
•Areas of higher distress
•Investments in unrelated 
entities
•Investment %
•Flexible and non-traditional 
terms

Investor

Reinvestment of 
returned QLICIs



Investor SafeguardsInvestor Safeguards

Cure period for failing the 
substantially‐all test



Investor SafeguardsInvestor Safeguards

CDECDE

Investor

QALICB

QEI

Aware Cure

6 mo

=  1

Cure period begins…
•after end of permitted 12-month reinvestment period?

•on any 6-month testing date for the sub-all test?

•or…on any significant date?

<85%

Cure period for failing the 
substantially‐all test
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LoanEquity
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Investor

FundFund

SponsorSponsor
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Yield MaintenanceYield Maintenance

Investor

QEI

QLICI

CDECDE

QALICB

Yield considerations beyond tax credits:

•Interest income

•Principal repayment

•Put purchase price



Please send additional questions to:
dan.smith@novoco.com


