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Angel Investment Tax Credits (AITCs)
The Quiet Policy Tool Powering America’s Startup Ecosystems
By Drew Tulchin and Tosin Ilori

Origins and Evolution
AITC programs emerged in the early 2000s as states sought to address a
persistent financing gap facing early-stage companies. [4] Many startups
were too young to qualify for traditional bank financing, yet too small to
attract national institutional venture capital. [3]

The first state-level AITC programs were enacted between 2005 and 2007,
pioneered by states including Wisconsin, Kansas, Maryland, Arizona, and
Louisiana. [1,2] Most offer investors 20%–50% credits usable to reduce
their state income tax obligation. [2] The objective has remained clear:
attract  private  capital,  retain  entrepreneurs,  commercialize  university
research,  and  stimulate  high-wage  jobs  –  without  direct  government
ownership. [4]

How Common Are AITCs?
Today, 35 U.S. states have active early-stage incentives. States without a
traditional income tax – Texas, Alaska, Florida, Washington, and Nevada –
lack  the  mechanism  to  offset  personal  income  tax,  so  do  not  offer
standard AITCs.  Venture-heavy  states  such as  California  have  resisted
enacting such legislation. [1] Most programs cap credits annually, ranging
from $2 million to $50 million. Economic studies show that every dollar of
tax credit attracts three to five dollars of private investment. [4]

More  than  two-thirds  of  U.S.  states  currently  operate  an  angel
investment tax credit or similar early-stage incentive – 35 states with

an active program, 15 without. [1,2]
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The Baseline: New Mexico’s Model
According to New Mexico statute and data from NM Angels, the state’s AITC program is designed to leverage
public funds by supporting local early-stage companies. [5] It provides a 25% non-refundable tax credit on
qualified equity investments, capped at $62,500 per investment and five investments per taxable year, for
companies up to a specified size. [5,6] The logic: an investment up to $250,000 is ‘small,’ and a cap of 5x/year
limits utilization.

If an award exceeds a person’s tax responsibility, they can carry the benefit forward up to five years. The
legislation has the program sunsetting December 31, 2030. [6] Credits are approved first-come, first-served
with a $2 million annual state cap (supporting up to $8 million in investment).  To qualify, startups must
maintain their principal place of business and a majority of full-time employees within New Mexico, keeping
talent and capital local. [5,6]

Comparing State Programs
Tax credit programs vary nationwide:

•  High-Tier (35–50%): Kansas leads with a 50% credit, while Kentucky offers up to 40% in high-unemployment
areas. Minnesota stands out for liquidity, offering a fully refundable credit that cuts a check to investors
even with zero state tax liability.

•  Baseline Tier (~25%): New Mexico and Maryland use non-refundable structures with standard 3-to-5-year
carry-forward windows.

•   Lower-Tier  (10–15%):  Early  versions,  like  Colorado’s  initial  program,  featured  lower  reimbursement
percentages, rigid sector qualifying, and/or complex holding periods.

Expired and Modified Programs
States including Arkansas, Hawaii, North Carolina, Oklahoma, Connecticut, and Rhode Island have allowed
older programs to sunset or undergo overhauls due to shifting budgets or debates over net-new investment.
Sunsetting does not usually indicate failure; temporary pilot programs often established permanent, ongoing
angel investing activity. As local startup communities matured, some states transitioned from tax credits to
state-backed venture funds or deep-tech incentives. [2,4]

Attracting Capital Beyond Borders
To draw external wealth, states including Minnesota, Wisconsin, Kansas, and Kentucky legally permit non-
resident investors to access their AITC programs. The mechanics depend on local tax architecture:

•  Refund: Minnesota issues direct cash checks to non-residents.

•  Transfer:  Wisconsin and Kansas allow out-of-state angels to sell earned credits to local taxpayers via
specialized brokers.
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Signaling and Ecosystem Value
Ultimately, the real value of an active, well-funded AITC program is signaling. It is a strong message to the
national investment community that a state’s leadership views entrepreneurship as foundational economic
infrastructure. The states that win the next decade won’t just be those with the best weather, but those that
build the smartest risk-sharing partnerships with private capital.
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