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Historic Preservation tax credits
Government should not intervene in the historic-property business on 

economic grounds

K E Y  F A C T S :  

• The North Carolina historic preservation tax credits sunset on 
January 1, 2015, yet properties can still use federal tax credits of 
20 percent. 

• There is no justification for compelling state taxpayers to subsi-
dize the preservation of historic properties in particular cities or 
towns.  There is, however, justification for local taxpayers to chip 
in for renovating historic buildings that may, if left abandoned, 
endanger the structural integrity of neighboring properties or 
threaten public health and safety.   

• Our state government should strive to keep the tax code clean. If 
lawmakers choose to enact a program to aid in historic preservation, 

a grant program is a better alternative than a tax credit.

more >>
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t he question of whether our state government ought to subsidize historic preservation is distinguishable from 
the question of how government should deliver those subsidies. Unfortunately, these two issues have been 
lumped together by lawmakers when discussing the recent sunset of the historic preservation tax credits.  

Government at any level should not intervene in the historic-property business on economic grounds.  But keeping 
certain properties from becoming blighted might well be a defensible function of local government. 

Background

January 1st 2015 was the last day for properties in North Carolina to claim the state’s historic preservation tax 
credit, yet properties are still eligible to receive similar federal tax credits.  The federal government began using 
these tax incentives in 1976 as a way to preserve historical buildings and discourage their demolition.  Initially, the 
incentive was a dollar-for-dollar reduction of federal income tax owed, equal to 25 percent of the cost of rehabilitating 
certified historic structures.  Congress overhauled the federal tax code in 1986, and with that the Historic Preservation 
Tax Credit was reduced to 20 percent.1  Between 1976 and 1997, there were 689 projects that were completed using 
the federal tax credit in North Carolina.2  The federal tax credit still exists today, and taxpayers continue to take 
advantage of it.

North Carolina’s historic preservation tax credit was created in 1998 as an addition to the federal subsidy.  If a 
property qualified for the federal investment tax credit, then North Carolina would provide an additional 20 percent 
state tax credit for rehabilitations of income-producing historic properties, for a combined federal-state credit of 40 
percent. North Carolina also offered a state tax credit of 30 percent for qualifying rehabilitations of non-income-
producing historic structures, including owner-occupied personal residences.3  There is no equivalent federal credit 
for such rehabilitations.  Since 1998, there have been 2,146 projects that have taken advantage of the joint state and 
federal tax credits.  

National Register-designated properties eligible for tax credits (as of December 31, 2013)

Source: North Carolina State Historic Preservation Office and North Carolina Department of Cultural Resources
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During the 2000s there was a large number of textile, tobacco, and furniture plant closings across the state.  In 
an effort to encourage reuse of these former industrial sites, lawmakers created a mill rehabilitation tax credit in 
2008 with the intention that it would be used as an economic development initiative.  If a property qualified for the 
federal tax credit, then North Carolina would also offer either 
a 30 or a 40 percent tax credit, depending on the county where 
the project was located.4  Because there is no federal credit for 
non-income producing historic structures, the state allowed a 
40% tax credit if the project was located in the most distressed5 
counties.  The mill rehabilitation tax credit was available in lieu 
of (as opposed to in addition to) the state historic rehabilitation 
tax credit.

Does North Carolina need this tax credit?

There is no justification for compelling state taxpayers to subsidize the preservation of historic properties in 
particular cities or towns.  There is, however, justification for local taxpayers to chip in for renovating historic buildings 
that may, if left abandoned, endanger the structural integrity of neighboring properties or threaten public health and 
safety.  That still doesn’t mean that North Carolina ought to deliver these subsidies in the form of state tax credits.  

The purpose of the tax code should be to raise revenue for core government services. It should not be used as 
a means to redistribute income, favor certain personal behaviors or discourage others, or force taxpayers to be in 
the economic development game.  To the extent that lawmakers include targeted tax incentives in the personal or 
corporate income tax code, they raise the marginal tax rates to levels necessary to raise roughly the same amount of 
revenue.  Higher tax rates discourage work, savings, investment, and entrepreneurship across the economy.   

Taxpayers Credits

Historic Preservation Tax Credit

      Income-Producing 237 $6,319,398

      Non-Income 550 $5,558,453

Mill Rehabilitation Tax Credit

      Income-Producing 20 $6,382,611

      Non-Income 21 $238,631

The owner of the restored Hinton & Son Hardware building in downtown Apex (center building) received a 20 percent state Historic Preservation 
Tax Credit. The owners of the adjacent buildings restored their properties without the tax credit. Cultural Resources Secretary Susan Kluttz 
featured the Hinton building on her tour to promote the restoration of the expired restoration tax credit. (Carolina Journal photo by Don Carrington)
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Moreover, tax credits are less transparent than on-budget grant programs. The public is better served when 
stakeholders compete for funding and objective evaluators can assess the relative merits of proposed historic 
preservation projects.  While cost is the major consideration, they are also able to evaluate the historical significance 
of a project and the willingness of an applicant to seek matching funds or grants from external entities.   In addition, 
on-budget grant programs increase transparency and accountability.   The selection process is an open one.  Spending 
is clearly spelled out in annual budget documents, where it can be evaluated against alternative uses of the dollars, 
such as supporting public schools or building roads.

Recommendations

While the decision to let the tax credits sunset is a good economic one, the McCrory administration and some 
members of the General Assembly feel it is absolutely necessary to replace the state’s historic preservation tax credit 
program with an incentive-like program.   If elected officials choose to do so, then local governments, in cooperation 
with non-profit organizations, the private sector, and other community-based stakeholders, should set up historic-
preservation grant programs at their discretion.  Because virtually all of the potential benefits of a renovation project 
accrue to those who live, work, or sell goods and services in that community, it makes sense for any subsidies to flow 
from local property and sales taxes. 

As a general principle, our state government should strive to keep the tax code clean, even at the expense of 
cluttering up the budget with grant programs. They should ensure that the process of filing and paying taxes is as easy 
as possible. Obtaining government grants, on the other hand, should be challenging enough to separate the wheat from 
the chaff — and fully transparent from application to final report.

Sarah Curry is Director of Fiscal Policy Studies at the John Locke Foundation. 
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