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Transcript 
[00:00:10] Michael J. Novogradac, CPA: Hello, I'm Michael Novogradac. And this is Tax Credit 
Tuesday. This is the Tuesday, January 18th, 2022 podcast. 

Now today's podcast covers a topic that has a major influence on the amount of equity that can be 
raised by federal community development tax credits. When I say federal community development tax 
credits, for purposes of this podcast, I'm referring specifically to the low-income housing tax credit, the 
new markets tax credit, the historic tax credit and renewable energy tax credits, namely both the 
investment tax credit and production tax credit. So what is that influence we're going to discuss today? 
It is GAAP accounting. That is the manner in which U.S. publicly traded companies report their public 
earnings. The manner in which generally accepted accounting principles, or GAAP, apply to reporting to 
reporting investments for community development tax credits. Now you may be thinking to yourself, if 
you're not an accountant at least, do I really want to listen to a podcast on GAAP accounting for federal 
tax credits? My advice to you is a hearty yes. 

Today's podcast is going to help you learn about the impact and effects of GAAP accounting on the 
desire of publicly traded corporations to invest in federal tax credits and, more importantly, the role 
that you can play over the next 12 to 18 months in helping improve the consistency and accuracy of 
investor reporting of their tax credits. And by improving the consistency and accuracy of such reporting, 
we believe that equity pricing of the federal community development tax credits will rise in many cases. 

Now a key objective of GAAP is to provide information that's useful to investors, lenders, or others who 
may provide, or potentially provide, resources to a company. For many community development tax 
credits today, I believe this is not happening. Now, by way of example, a central problem with current 
GAAP accounting on community development tax credits, other than the low-income housing tax 
credits, I want to take you back a few years, to before the year 2014, and discuss GAAP accounting for 
the low-income housing tax credit back then. Before 2014 investors in low-income housing tax credits 
were very concerned about the accounting treatment of investments in low-income housing tax credit 
funds and property development partnerships. The principle concern is what we refer to colloquially as 
the geography of reporting the economic benefits of a low-income housing tax credit investment on the 
income statement of a publicly traded company. Before 2014, most low-income housing tax credit 
investors who are required to report the tax credits from low-income housing tax credit investments as 
a reduction in federal income tax expense, which means that benefit of the tax credit did not affect pre-
tax profits, as their benefits showed up in the income tax expense line as a contract expense. This is 
often referred to as below-the-line in the sense that the reporting of the tax benefit is below the pre-tax 
bottom line. Now this requirement wasn't the problem. The problem was the treatment of the flow-
through losses from the equity investment in low-income housing tax credit partnerships. 
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Low-income housing tax credit investments generally will generate flow-through losses and 
depreciation expense, as well as periodic impairment losses as cash credits are claimed over the likely 
investment. These flow-through and periodic impairment losses that are reported or claimed against 
pre-tax booking are commonly referred to as being claimed above the line. What does this mean? Well, 
it meant that investors in tax credit funds and partnership had to report, or usually had to report, losses 
on investments above the line, reducing pre-tax profits, but recorded the tax benefits below the line as 
the reduction of income tax expense and the problem here is obvious and I'm sure you've seen it 
already, if you didn't hear about it before. The problem, in my opinion and that of many others, is that 
doesn't fairly report the results of the investment. It makes it look like a low-income housing tax credit 
investment was generating an overall loss because the pre-tax recording, you would be reporting a loss 
whereas, net of the tax savings, with terms that were obviously very positive. Low-income housing tax 
credits obviously have a great track record of generating positive deals.  

So it was a problem, looking back in time before 2014. And I mentioned before 2014, because several 
years ago, and it ended in January of 2014, the advocates of the low-income housing tax credit 
approached the FASB–that's national accounting standards boards emerging issues tax force–which we 
often refer to as the EITF. And we approached the EITF and were able to get the GAAP reporting of the 
low-income housing tax credit changed. We at Novogradac, along with others who were involved on 
tax-credit deals, were very involved in that effort to get the GAAP accounting in the low-income housing 
tax credit changed back in 2014. I should note that at that time, other community development tax 
credits were also discussed, but the EITF only changed the GAAP accounting for the low-income 
housing tax credit. 

Now the GAAP treatment of low-income housing tax credit changed such that those flow-through losses 
that I mentioned to you earlier, that used to be claimed above the line of pre-tax profits could be moved 
and reported below the line. And it basically netted as part of the income tax expense. In effect, it 
allowed netting the write-down of the investment in the low-income housing tax credits against the tax 
benefits of tax credits and losses in the income tax. This is a much more appropriate niche. Simply put, 
it has allowed a lot of investors to report net investment performance as a single amount, a much better 
matching. Now at the time, we at Novogradac and many others were pleased to see the EITF more 
properly addressed the low-income housing tax credit for the issues, we and many others were 
extremely disappointed with the GAAP treatment of other tax credit investments. 

So thank you for staying with us. That was a long sort of introduction, but I want to get back to the 
present and the good news, or at least the potentially good news. And with your efforts, we can make it 
really good news. Now in November of last year, the accounting treatment of community development 
tax credits was the subject at a new meeting of the emerging issues task force. 

Now the genesis of the meeting was a letter sent to the EITF by PNC Bank, which asked for an extension 
of the current treatment of low-income housing tax credits and new markets tax credits. So during the 
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meeting, EITF went beyond new market tax credits and also talked about other community 
development tax credits. More specifically, they also discussed the historic tax credit and renewable 
energy production tax credit, as well as the renewable investment tax credit. This means that the task 
force is looking at extending the treatment of low-income housing tax credit accounting treatment to all 
community development tax credits. 

Now that was in November. So now this is where you, our listener, comes in. Now's the time for 
investors, developers and other stakeholders in various community development tax credits to get 
involved in working with EITF to getting more proper accounting treatment for those tax credits. And 
one way you can do that is to get involved in a new working group that we at Novogradac have formed 
to address these issues. Now, we're going to talk about that group later in the podcast and it's something 
you should consider getting involved in. And that's even if you work in the low-income housing tax 
credit space, that's because the affordable housing tax credit, the low-income housing tax credit, could 
face some changes, too. 

My guest today is Brad Elphick. He's a partner in Novogradac’s metro Atlanta office. Brad's been a 
frequent guest on Tax Credit Tuesday, most recently, last September. He is involved in all community 
development tax credits, but particularly germane to what we're talking about today, he heads up the 
Novogradac New Markets Tax Credit Working Group. Brad is also involved in our newly formed GAAP 
Accounting for Tax Credits Working Group, which as I noted, we’re going to discuss later and we want 
you to get involved in. Also, Brad will be the moderator for the Washington Report panel at our new 
markets tax credit conference in San Diego later this week. It's both a virtual and an in-person 
conference, so if you have enough time to get there, please sign up and register for the conference. 

Now in today's podcast, we're going to start with talking about the GAAP guidance that low-income 
housing tax credits received eight years ago and what was behind that. Then we're to look at changes 
that many stakeholders would like to see in other tax credits and what is driving that desire. After that, 
we're going to look at the work the emerging issues task force has to do in terms of modifying and or 
expanding guidance of the low-income housing tax credits to other community development tax credits. 
And then we'll wrap up with some final thoughts, including how you can get involved in our working 
group. We’ll note that you'll hear in the course of the conversation, many GAAP accounting issues 
related to community development tax credits that are as of yet unresolved. They're resolvable, but as of 
yet, they're not resolved. And there are areas where the EITF needs industry feedback. This includes 
questions around varying streams and investment benefits, differing transaction structures. The 
purpose of the GAAP Accounting for Tax Credits Working Group that we formed is to help support the 
EITF to get a better and more accurate investor GAAP reporting standard developed and applied to 
more community development tax credits. As you can tell, this is a very significant issue and we do have 
a lot to cover. So if you're ready, let's get started. 

Brad, welcome back to Tax Credit Tuesday.  
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[00:11:13] Brad Elphick, CPA: Thanks, Mike. Thanks for having me back again. Glad to be able to 
talk about this subject. As you mentioned in your intro, there's a lot to unpack here and hopefully we 
can cover a lot of ground today. 

[00:11:24] Michael J. Novogradac, CPA: Yes. I hope to cover a lot of ground, but we won’t cover all 
the ground. As I mentioned the GAAP Accounting for Tax Credits Working Group will be having 
monthly meetings to help cover the ground. More about that later. 

Let's begin the discussion with a little bit more level setting. I mentioned that in the intro the 
significance of getting guidance from the EITF with respect to the accounting for low-income housing 
tax credits. Maybe you could discuss for our listeners the significance that guidance had for the low-
income housing tax credit community. 

2014 EITF Guidance on LIHTC 
[00:12:02] Brad Elphick, CPA: So as you mentioned, the guidance was sought by current investors in 
the low-income housing tax credit. And as you mentioned, there was this geography issue. 
Unfortunately, the geography issue was preventing some tax credit investors from making low-income 
housing tax credit investments or choosing low-income housing tax credits as a vehicle. I think that that 
was obviously an unintended consequence of the accounting guidance that was in place at the time. As 
you mentioned, the accounting did not allow for the reporting of essentially the net investment 
performance as a single understandable amount, as you can imagine. In trying to explain what the 
accounting would be internally and to new investors, this was an obvious concern as the bad geography 
really impacted the investment decisions. And so once this new guidance, this proportional 
amortization method was released, it relieved a lot of those hurdles for investors and as we all know, 
there's always a need for investors in these tax credit markets. And ultimately, the more investors that 
are eligible to use the proportional amortization method and therefore make tax credit investment, 
typically will increase the demand for the tax credit and increase the pricing for tax credits. And I think 
that's what we saw upon the implementation of the proportional amortization method back in 2014.  

[00:13:45] Michael J. Novogradac, CPA: Great. Thank you for that additional insight and overview. 
And I would emphasize that the LIHTC accounting treatment that was adopted was a better reflection 
of the economic results of an investment. I think I did take it away from looking like you had made an 
investment and then that investment action lost money, on a pre-tax basis, even though it was a 
profitable investment by moving that loss down and netting it against the tax benefit. So it is more 
informative to the investors. So it is better GAAP, if you asked me. Maybe you could discuss the impact 
that having received that guidance for the LIHTC, but not getting better tax credits that have at least 
indirectly on investor appetite for other community development tax credits. 
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[00:14:37] Brad Elphick, CPA: Well, I think that, obviously the other tax credits were not encouraged 
that they could not avail themselves to the same treatment and I think a lot of that has to do with the 
fact that most of these community development tax credits were created for the primary purpose for the 
investors to receive tax credits and other tax benefits, in order to incentivize them to put capital into 
low-income housing, commercial development of low-income communities, historic preservation or 
renewable energy projects and such. 

And I think the other tax credits obviously tried to ensure that they were included. But in your intro, as 
you mentioned, in the interest of getting out guidance, the guidance that we received was limited to low-
income housing tax credits. And so, it has created this division in the way that tax credit investments 
are accounted for. You obviously have the good geography for low-income housing tax credits, but for 
other similar, what we would say are similar tax credits investments, you have this whole geography 
issue again. And so there obviously was some concern for the appetite that investors may have for 
different types of tax credit investments. If all that you looked at was the impact on your income 
statement in making that decision, obviously the low-income housing tax credit would be a more 
attractive tax credit. And I don't think that obviously is the intent of the tax credits themselves is to have 
a preference of one over the other, but to incentivize them equally. Unfortunately, with a lack of 
accounting guidance, they were not treated equally and it really wasn't a level playing field when you're 
looking at it from an accounting treatment standpoint.  

Current State of EITF Consideration of GAAP Treatment 
[00:16:25] Michael J. Novogradac, CPA: So thank you for that. And thank you for joining me in our 
review of ancient history. Maybe not all that ancient, but it's definitely seems like we've had the positive 
opportunity to use proportional accounting for LIHTC for a lot of years, and it’s had some pretty 
positive effects in terms of investor appetite, given that as a better reporting of the results of 
investment. As you know, the other credits are now looking for parity and we’ll also note that there is 
some revisiting of the low-income housing tax credit, the application of the prior rule, more of the 
application of what we're calling to be a better reflection for a low-income housing tax credit 
investments that aren't currently eligible. But more about that in a moment. Let’s say a few words, if 
you could, about what the EITF is doing now, maybe what they've done so far to address the issue of 
maybe the expansion of this proportional method of accounting to other tax credits.  

[00:17:29] Brad Elphick, CPA: Sure. And just so that everyone is aware of the emerging issues task 
force or EITF is a group within FASB that is tasked with identifying and improving financial reporting 
through the framework of their accounting standards and codification. 

And so that's why they are the entity, or the group, that is taking on this project. The process started, as 
you mentioned, with the submission of the letter from PNC to FASB and then in September, the topic 
was added to the priority list and essentially tasked to the emerging issues task force to consider and 
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determine if this is a project that can be completed, what the scope would be and its overall impact on 
financial reporting. 

So they had their first meeting and only meeting at this point, back in November of 2021 and there was 
a lengthy two-hour discussion by members of the task force. I think it's important to point out that 
members of the task force include members of some public accounting firms, financial institutions and 
other organizations. So there's a broad representation on the EITF itself. So there was a discussion 
amongst the members, led by one of the FASB fellows that is in charge of marshaling this assignment. It 
was definitely an interesting two-hour discussion. I know we're going to talk about it more, but I think 
that one of the high-level takeaways is that I think, and it's really the kind of reason why we're putting 
together this GAAP Accounting for Tax Credits Working Group, is that the train is leaving the station on 
this issue and it's a matter now of determining how far-reaching it will be. As you mentioned, the PNC 
letter focused mainly on new market tax credits, but also said that they would on board with the EITF 
expanding it to other tax credit investments, including historics and renewables. I think that there's also 
been discussion and it was discussed in this meeting of should there be a more holistic approach to the 
guidance so that it can be available to not only new market tax credits, historics and renewables, but 
also potentially for any unknown future tax credits that may be created later down the road. So the 
discussion, as I said, was very thorough, but it clearly was an initial discussion. At the end of the day, 
they did create a task list or to-do list for their homework. We'll be talking about some of those items 
here shortly, but there there's a lot work that can be done to work with the EITF and partner with them 
to help them marshal this along in a judicious way 

[00:20:36] Michael J. Novogradac, CPA: Thank you for that. And you did note that the train’s 
leaving the station and I would just further develop that concept by saying that the train definitely is 
leaving the station, but it could end up going back to the station. So we want to make sure that it doesn't 
go back to the station, that it does end up covering multiple destinations and does include new markets, 
historics, renewable energy investment tax products and production tax credits.  

[00:21:09] Brad Elphick, CPA: And I was just going say I think that's why it's so important and why I 
think when we're discussing this and listeners are trying to figure out, “why this is important to me?” I 
think it's important to anyone in the tax credit investment or tax credit development arena, whether it's, 
as you mentioned, LIHTC or any of these other named credits and so, continuing to use the analogy of 
the train leaving the station, we saw what happened back in 2013 and ’14 as the train left the station and  
not everybody was on at the end. Some had to had to depart earlier than expected and we want to 
ensure that everyone is along for the ride all the way to the end on this one. 

Criteria Needed for Proportional Amortization 
[00:21:48] Michael J. Novogradac, CPA: Absolutely. So let's now talk about some more specifics in 
terms of some of the criteria that are required in order to get to proportional amortization for the low-
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income housing tax credit and there's five criteria. In order to get the proportional accounting, you have 
to satisfy these five criteria. So maybe you can describe for our listeners a quick overview of the five 
criteria. And then I want to go in each one through one by one and just start to discuss some of the 
issues about how does the criteria that apply to other tax credits. Maybe start with the five, and then 
we'll go on over them in detail.  

[00:22:36] Brad Elphick, CPA:  I think that it's important to start with these criteria, because the 
EITF has indicated in its discussions that they're going to take the framework for the proportional 
amortization guidance that's only allowable for LIHTC and see if they can include all these other tax 
credits. So we got to start with, OK, well, what are the criteria and how would these other tax credits be 
able to meet these criteria to be eligible to use the proportional amortization? 

So, as Mike mentioned, there's five criteria. The first is, and I'm just going to read them out and then we 
can get into them in more detail. First is that it is probable that the tax credits allowable to the investor 
will be available. So that it's probable that the tax credits will be available to the investor. The second is 
the investor does not have the ability to exercise significant influence over the operating and financial 
policies of the limited liability entity. Substantially all of the projected benefits are from tax credits and 
other tax benefits such as operating losses of the investment. 

The fourth is the investor's projected yield is based solely on the cash flows from the tax credits and 
other tax benefits is positive. And then finally, the investor is a limited liability investor in the limited 
liability entity for both legal and tax purposes. And the investor’s liability is limited to its capital 
investment. 

So those are the five criteria that the EITF will be discussing. And in that discussion, as we'll talk about 
here, it's clear that they do not believe that the criteria can't change and so, as part of this exercise, if 
there are certain criteria that don't work as well for certain types of tax credit investments, but the 
intent is that those tax credit investments should be eligible for proportional amortization, it may 
require some tweaking of some of these criteria and we'll discuss those here in more detail shortly.  

[00:24:47] Michael J. Novogradac, CPA: Just to further expand here for our listeners with respect 
to these five criteria, just envision you've made an equity investment in an entity and you're looking at 
an equity investment in that entity and deciding what method of accounting to use. 

And these five criteria are basically the criteria that that entity is generating you low-income housing 
tax credits, then you have to go through these five criteria and if you satisfy all five criteria, then you're 
eligible to use this proportional method of accounting. And as you can see from the criteria that Brad 
mentioned, they generally, broadly speaking are trying to discern between are you making an 
investment that is principally or substantially based on getting tax benefits or are you making 
investment with some tax benefits and significant non-tax benefits? 
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So that's the line that we're trying to sort of draw here, in terms of which method. And also there was 
some discussion of could you have a methodology of bifurcating your investments. That's a part of it is 
more the tax investment part of it and part is a sort of non-tax investments. 

But let's not go into all these. There's lots of different directions we could go, but let’s stay with these 
five things that more holistically, as I made an equity investment, I've described criteria I need to 
identify, I need to apply to see if I'm eligible for low-income housing tax credit treatment. And then of 
course this discussion as well, we know these rules exist for low-income housing tax credits. Now, how 
am I going to apply with other tax credits and it sounds like you were going to say something … 

[00:26:37] Brad Elphick, CPA: Yeah, I was just going to say that when we worked on this project 
eight-plus years ago, a lot of what we recommended was a principles-based approach to who would be 
eligible for this accounting treatment. And I was encouraged at listening to the meeting that the EITF 
had back in November, that one of its members recommended that they focus more on these principles, 
what are the principles, rather than necessarily trying to identify all of the specifics for each tax credit 
investment type. So I think that that principles approach is important to make this accounting guidance 
available to as many tax credit investors as possible.  

Specific Criteria to Meet for LIHTC Proportional 
Amortization 
[00:27:20] Michael J. Novogradac, CPA: Very good point. So let's go through the five. The first 
requirement is that it is probable the tax credits that are out there to the investor will be available. So 
maybe you can start and share your thoughts on the application of that.  

[00:27:39] Brad Elphick, CPA: I think this one is pretty straightforward for most tax credit 
investments. You mentioned that the whole purpose of creating a tax credit is to incentivize investors to 
put in capital in the places that they wouldn't otherwise for tax credits and tax benefits. A tax credit 
investor, so an investor who's specifically focused on those benefits, the tax credits and tax benefits, 
wouldn't make that investment unless it was probable. And for anyone who's worked on any of these 
types of transactions where there's LIHTCs, new markets, historics or renewable, are familiar with all of 
the mechanics of the transaction, all of the structuring of the transaction to ensure that these tax credits 
are probable. So I think that as we look at this criteria and the different tax credits being discussed, 
similar to the low-income housing tax credit, I don't think that this is a high hurdle for users to get over 
when trying to determine if they meet this first criteria.  

 [00:28:51] Michael J. Novogradac, CPA: Totally agree. It seems like that's an easy gate to get 
through for existing investments that we work in. It's not an easy gate, broadly speaking, but in terms of 
what we're talking about here, we're talking about transactions where that would be in some ways a 
given that the investors would be investing. So let's move on to the second provision. And that is that 
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the investor does not have the ability to exercise significant influence over the operating financial 
policies of the entity. Share your thoughts on how that applies to these other community development 
tax credits and whether or not that should necessarily even be a requirement for low-income housing 
tax credits.  

[00:29:29] Brad Elphick, CPA: Right. And that's a great question and one that was discussed in the 
EITF’s meeting in November. So I think there's definitely some recognition about what is the guidance 
trying to capture when it created this criteria regarding significant influence. Just so that everyone is 
aware of what the current definition of significant influence is, it’s the ability to exercise significant 
influence over operating financial policies and that can be indicated in several ways: representation on 
board of directors, participation in policy-making process, interchange of managerial personnel and 
extent of ownership. So when we look at again these transactions, most of the influence, and I use that 
broadly, that investors have is related to the ability to be able to claim the credits and essentially they’re 
protective rights. The investors are not involved in the day-to-day operating decisions of the entities 
that are receiving the benefit from the tax credits. And so I think that that leads us to wonder when 
we're looking at tax credit investments, how they're structured, what the purpose of them is, is really, is 
there any need for a significant influence criteria? And if not, I think that it would be a simpler 
approach to determining who is eligible for this guidance.  

[00:31:05] Michael J. Novogradac, CPA: No, a simpler approach is definitely a critical component 
here because there’s obviously the significant influence over operating and financial policies rule for 
low-income housing tax credits. We at Novogradac spend a lot of time and energy for a lot of clients as 
to what constitutes a significant influence and the definition of those sorts of issues. And this is one of 
the areas where if this rule was changed and an investor was able to have more than an insignificant 
influence if they'll use this proportional amortization treatment, then that would have impact on the 
application in the low-income housing tax credit community. That being said, I also don't agree with 
you, Brad, that with respect to other tax credits, if this was retained as is, that's not a hindrance to other 
community development tax credits being eligible if qualified. It certainly would mean that transaction 
structures might have to be modified slightly if they want to get this accounting treatment and it may 
mean that the more transactions aren't eligible, just like in low-income housing tax credit transactions 
there are situations where you’re not eligible for proportional amortization for significant influence. So 
I look at this as a manageable criteria, though I also don't know that it should be a necessary criteria as 
currently drafted. 

[00:32:32] Brad Elphick, CPA: And I'm encouraged that they're actually considering whether it's 
necessary as well. I think that part of this process is ensuring that there is no harm done to the current 
users and current eligible users of the guidance. I think obviously, identifying the application of this 
criteria and in reality, the lack of concern that there really is related to significant influence for these 
types of investments, the elimination of it would obviously, just again, make it simpler. 
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[00:33:06] Michael J. Novogradac, CPA: Right. Either elimination or modification, what have you. 
And that's the one thing about this podcast that we talked about, Brad, when we were preparing for it is 
we're trying to give a good general overview and encourage listeners to get involved and get involved 
with our working group, but we can't be exhaustive. We can just be illustrative and all these different 
issues. We could have a podcast on what significant influence is. And we have webinars on what 
significant influence is and what it isn't and where we aren't sure. So all these issues have a lot of depth 
to them that we'll be spending a lot more energy with them in our GAAP Accounting for Tax Credit 
Working Group going through applying them. 

Let's move on to the third issue that we'll get in limited time on the podcast. And this is one that we 
start to get into some of the next two, third and fourth become more of an area of distinction among 
low-income housing tax credits and renewable energy and historic tax credits and to a lesser extent and 
not so much new markets, but it has to do with the third issue is that you have to make sure that 
substantially all, or you need to have substantially all projected benefits for the investor coming from 
tax credits and tax benefits. When I say tax credits and tax benefits, because it's also the benefit of tax 
losses. So maybe Brad, you could explain this substantially all of the projected benefits for investors 
coming from the tax credit benefits and how that ends up affecting other types of tax credits where 
maybe the cash flow aspect of investment might be more significant than for the low-income housing 
tax credit.  

[00:34:52] Brad Elphick, CPA: I think it's worth noting that in the discussion held at the November 
meeting, this was the topic that probably received the most discussion, but it was also the topic that led 
itself to one of the significant reasons regarding the need for a GAAP Accounting for Tax Credits 
investment working group. And as, as you said, Mike, this requirement, this substantially all 
requirement is a currently at 90% threshold and so there was much discussion over would it make sense 
because of the nature of these other tax credits and they're not exactly like the low-income housing tax 
credit, would it make sense to reduce that threshold? And obviously as that point was raised and also 
there was some obvious concern about the unintended consequences of lowering it and so it was 
definitely a topic that was identified as probably more applicable or more of a question for renewable 
energy tax credit investments. So for anyone from the renewable energy tax credit side listening to this 
podcast, this is one of the areas that I think is probably the most impactful part for us to provide some 
guidance and recommendations for and then I think it would also apply somewhat to historic tax credit 
investments, but I'll save this for a little bit later, but unfortunately the historic tax credits weren't 
discussed very much. So I feel like going back to the train-leaving-the-station analogy, historic tax 
credits in terms of the discussion was kind of just hanging onto the train as it was going away. And we 
want to obviously make sure that as this significant or substantial requirement is discussed for 
historics, that there's a voice at the table for that as well. For new market tax credits, I think it's 
probably much less of a concern, similar to low-income housing tax credits. I think, in regard to the 
cash component, it is much less of an issue. So I think, Mike, as you said, there's a lot of questions. I 
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would say that a lot of them and we obviously won't get to the answers today and that's why we need the 
working group, but a lot of them will probably revolve around this issue of the definition of substantially 
all and how other tax credits will be able to show that they would be able to meet this substantial all 
criteria. 

[00:37:15] Michael J. Novogradac, CPA: And just to sort of build on your comment about this 
substantially all tests potentially being lower, the percentage being lowered below 90%. I would note, 
that as you know, Brad, they also talked about how to measure substantially all. Should it be nominal? 
Should it be based on the present value calculation? So there's a lot of nuances as I mentioned earlier. 
There's lots of nuances to all these questions that need to be specifically addressed with respect to the 
various community redevelopment tax credit investments and along with the various structures, for the 
different structures for new markets and historics in renewable energy ITC or PTC. So there's, there's 
definitely a lot of wood to chop here. 

[00:38:02] Brad Elphick, CPA: Right. And I think one of the other aspects of that too, is that you 
mentioned not only the way to calculate or measure it, but the time period over which it's measured and 
calculated, and as we know, there's various kinds of structures out there. Many of them have a put-call 
option component to them. And in the meeting there was discussion. Should the measurement period 
essentially go up until that point? Or should it be the longer projected analysis that is often included in 
financial projections for these types of forecasts? I definitely agree that the way that substantially all is 
calculated and measured, I think is going to be an important topic.  

[00:38:45] Michael J. Novogradac, CPA: You and I can't help ourselves. It's like, OK, there's the 
90% test. There's this present value of nominal. What time period you use, you know most of the 
agreements have multiple potential outcomes, so which potential outcome do you assume? But I'll stop. 
I'll stop myself. Let's go to the fourth criteria. I'll stop myself for now, but let's go to the fourth criteria. 
And that is that the investor has a positive projected yield with tax credits and other tax benefits. Which 
kind of in short, it's sort of saying that I look at the amount of equity I'm investing, that the tax credits 
and other tax benefits that I receive, are at least all or more than the amount of equity that invested. So 
maybe you can discuss that as its application in other community development tax credits.  

[00:39:44] Brad Elphick, CPA: Well, I think this is going to come down to which community 
development tax credit are we discussing specifically. The projected, positive yield requirement is, I 
think, going to be met more easily by some like the new market tax credit and may be a little more 
difficult and more clarity in terms of how to determine the projected yield will be for transactions like 
for renewable energy tax credits and possibly historic tax credits as well. 

So I think that there's a difference in terms of how these are structured and the ability to show a positive 
projected deal and from the tax credits and other tax benefits. But it also comes down to what that 
measurement is, the measurement period and the different aspects of the transaction that are included 
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in that calculation. And so I think that, as I mentioned, for some, this won't be much of a hurdle and for 
others we'll need to think about in the context of certain types of investment structures, if they will be 
able to avail themselves and meet this criteria.  

[00:40:52] Michael J. Novogradac, CPA: Right. I would note that in addition to the question of, if 
you assume the criteria continues then, as you note, that how you measure determines whether they 
meet the test or not and the likely assumptions you make and the like. Whether or not this criteria 
should be retained as is is also something to consider, as I know that you do. So this is definitely one of 
the criteria that needs to be pretty closely reviewed in its application for other tax credits and structures 
to identify how it might apply in order to get a better reporting for publicly held companies or might 
this criteria need to be modified in some way. So let's move on to the last provision, which, since there 
are five provisions, we felt sort of compelled to discuss all five. But the last revision is that the investor 
is a limited liability investor for both legal and tax purposes. And the liability is limited to capital 
investment, which generally speaking applies to most of the structures that we're talking about in most 
situations. So it doesn't seem like much of a hurdle, but any additional insights that you would have on 
that requirement?  

[00:42:10] Brad Elphick, CPA: No, I completely agree. And I would probably have a very hard time 
of identifying many real examples that would not be able to meet this criteria. 

Possible Timelines for Guidance 
[00:42:18] Michael J. Novogradac, CPA: So this is great and I appreciate you walking through the 
five criteria and there's so much more we could be covering here in terms of the nitty-gritty. And 
obviously when we're doing that and our various monthly working group sessions and in between. Let 
me ask you another question that I'm sure our listeners are thinking is, this is all great, but from a 
timing perspective, when do we think the emerging issues task force might announce some type of 
decision that it's not as much announce a decision, but release updated guidance. 

[00:43:00] Brad Elphick, CPA: Yeah, it's a great question. And as you've done on other podcasts, 
you've asked for my, my best guess. So that's all I'm giving at this point, no crystal ball over here. But 
when I look back at the track record with the proportional amortization guidance that was received in 
January of 2014 and looking at the timeline it took to get there, I think we've initially indicated or 
determined that it's probably anywhere between a 12- to 24-month process. 

And if you think about where we are now, essentially that process started with the submission of PNC’s 
letter, initial outreach, including a discussion that both you and I had with, with the emerging issues 
task force leader and then there was the November meeting. So I think that there is a possibility that 
guidance could be released in 2022, but I can see it leaking into 2023. I think that possibly the speed at 
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which the EITF works through this issue could be greatly accelerated with additional support and 
education and recommendations from the GAAP Accounting for Tax Credits Working Group. 

And I think that when you and I have talked about it, Mike, that's really kind of where we can excited 
about what this working group can achieve is that the more information and the more that we work 
alongside the EITF to kind of help them understand each of the questions that they may have and 
applying these to the other tax credits could help marshal this along a little bit faster than if they were 
left to their own research and outreach. 

I'm curious, Mike, I know that you were obviously heavily involved in the process back in 2012 through 
’14, curious if you had any guesses as to the timing, as it relates to the expansion of the proportional 
amortization guidance now.  

[00:45:13] Michael J. Novogradac, CPA: I definitely have thoughts in terms of what I think is sort 
of feasible and possible. And just to go back in time a bit, I did go back and look and we actually 
submitted a letter–we, along with CohnReznick–jointly submitted a letter to the EITF around June 22, 
2012. And that June 22, 2012 letter covered all various community development tax credits. And it was 
six-plus months in the making in terms of interacting with the EITF, talking to the SEC and others in 
developing a sort of industry consensus approach. So we were well along the way by the time the letter 
was submitted in June of 2012. And then the ultimate guidance that we ultimately got was released in 
January of 2014 and along the way, only the low-income housing tax credit was addressed. The other 
tax credits were considered, it would have been too time-consuming to address the others as well. So 
the idea was let's deal with low-income housing tax credit. At the time, when that came out in January, 
2014, there was a notion that additional tax credits would be addressed in future meetings. 

And then those future meetings, I guess, never happened. They had future meetings, but they didn't 
address the tax credits, so now it’s back on the table. So when I look at it now, you know, I do look at the 
November meeting and say, well, probably 18 to 24 months last time. But last time we only got guidance 
on low-income housing tax credits. So the various members of the EITF and others only needed in-
depth understanding of one credit as opposed to multiple. So I do think that this effort is more and as a 
consequence you would say, OK that would mean that it should take more time. On the other hand, the 
low-income housing tax credit guidance is out and we have that as a base. So the fact that we have the 
existing guidance on the low-income housing tax credits and we're looking at maybe modifying it for 
low-income housing tax credits and also expanding it for other credits would mean it takes less time 
because they’ve done a lot of work already. So with that, obviously no one knows, but I do think by the 
end of this year would be a bit optimistic. But to your point, there is wood that has to get chopped and 
we and others in the industry able to help do all the legwork and that will speed up the process. So I 
certainly think it's worth working toward trying to get something in 2022 or 2023. It does seem like the 
kind of the safer road or the other more likely one. And once again, that's assuming that we're 
successful along the way in developing this new standard. It is certainly not a given that we'll get 
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guidance. It’s, certainly, we’re in process, if it doesn't mean that we wouldn't end up that the guidance 
isn’t possible. So we got to try to avoid that outcome as well.  

[00:48:24] Brad Elphick, CPA: I would have thought that now that we've had eight to 10 more years 
of these tax credit investments being in place that might also help, as you mentioned, there was 
definitely an education component to the process initially. I would've said that until I listened and 
watched the meeting and the oldest tax credit, the tax credit that has been around the longest, the 
historic tax credit, was probably the least familiar to the group. So there's definitely still an education 
component and obviously they're not day in and day out practitioners or users of these specific 
programs. So again, I think that that's another important aspect of kind of the wood that we need to 
chop.  

GAAP Accounting for Tax Credits Working Group 
[00:49:08] Michael J. Novogradac, CPA: So thank you for that. And thank you for all the 
information that you shared with us today and explanation of the different criteria and how they could 
interact with other tax credits. I think it's helpful to see some of the complexities of applying the correct 
guidance, more widely. But with that, maybe you could, before we close, say a few words about the 
GAAP Accounting for Tax Credits Working Group that we formed and maybe share some of the details 
about what membership in the group entails that would be of interest for our listeners. 

[00:49:47] Brad Elphick, CPA: Sure. And for those that may be members of other working groups, it 
will be a similar structure. So the GAAP Accounting for Tax Credits Working Group will be having its 
first meeting on Feb. 9. So I think that's exciting to get that on the calendar and as we've mentioned 
throughout this podcast, our goal is to interact with the EITF as they work through this issue. They have 
a lot to work on, as was evidenced by the summary that was given at the end of the call in November, 
essentially. We know what their homework is currently and so we would like to use the working group 
as the vehicle to work with them. Review kind of the status of accounting for tax credits, we can provide 
analysis of accounting and financial reporting guidance compared to the relative economics of such 
transactions and then make proposed recommend recommendations for any of the changes that we 
believe would be the most impactful and creating guidance that would make this easily applied and 
available to other tax credits. And what we plan on doing is having these working meetings and a lot of 
ways they will be somewhat of a more working-based meeting approach and we will have these at a 
minimum monthly, but more likely than not, also be having potentially additional calls or special calls 
as we've done as we've worked through action items in our other working groups. 

And the importance is in terms of who is a member of the working group is that we need broad 
representation for each of the tax credits, so it should be made up of investors that are making these 
types of tax credit investments. It should be made up of developers or project sponsors, as they will 
obviously benefit from any improvement in the accounting treatment for these tax credits, and other 
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stakeholders as well. And so we're really trying to gather a group that we can provide a broad 
perspective and ensure that we're considering all of the different technical issues that we just haven't 
had enough time to go through on today's call and work through the process. 

As Mike said, that was done back in 2012 and 2013. So we're excited about the formation of this group. 
And, I believe that it has the opportunity to really help this process along with the EITF and getting 
more favorable accounting treatment.  

[00:52:24] Michael J. Novogradac, CPA: Right. Thank you for that, Brad, and I'm really excited to 
see the work that it can do to both ensure that the low-income housing tax credit guidance is retained 
and or becomes a better reflection of the proper accounting for investment, as well as to applying to 
other credits the similar terms to get a more accurate report of the income tax affects of many 
investments. I will note for our listeners that it is a membership-based organization. Members are in 
some of our other working groups, you do know that. But we are allowing a sort of free dial-in on the 
first meeting, so you can learn a little bit more on what they do and make a decision if they want to join 
the group. So if you are interested in the first meeting, please email CPAs@novoco.com and/or email 
Brad Elphick. And to that end, I'll ask you, Brad, if you could share your email address for our listeners 
and I’ll also share it in the show notes. And if you have any other closing comments that you wanted to 
make.  

[00:53:48] Brad Elphick, CPA: Sure. First, my email address is Brad.Elphick@Novoco.com. And I 
look forward to any questions or interest that you may have in joining this working group. We would 
obviously like to get that going as quickly as possible, so please reach out to me with any additional 
questions. And just to wrap up, Mike, I again appreciate the opportunity to join you on today's podcast 
about this. I never thought I would say that I'm excited about a GAAP accounting project when I was in 
high school or college, but I am excited about this one. I think it has the opportunity to have a lot of 
benefit to the different tax credit industries that we help participate in. 

Mike made a mention of it in his introduction. We'll be in San Diego at our New Markets Tax Credit 
conference. In addition to doing the Washington Wire, I am now also doing the New Market Tax Credit 
basics workshop, so if you want to come out and join me on Wednesday and we will also have another 
New Markets Tax Credit Working Group meeting at that conference as well. So we're looking forward to 
getting out to San Diego.  

[00:55:07] Michael J. Novogradac, CPA: Great. Thank you for that, Brad. And please do plan to 
stick around or off my segment of the podcast, where I’ll ask you some questions for your off-topic 
words of wisdom.  

To our listeners,  please be sure to tune in next week's episode of Tax Credit Tuesday. I'm going to be 
speaking with Stephanie Naquin, Novogradac’s director of multifamily property compliance. We'll be 
speaking about the ins and outs of IRS Form 8823. And that, as many of you know, is the form used by 
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low-income housing tax credit agencies to report noncompliance or disposition. Stephanie's going to be 
sharing some recommended practices for avoiding a form, getting or receiving a Form 8823, as well as 
and maybe even more importantly, what to do if a use a Form 8823, notice of noncompliance. 

You can make sure that you're notified of that episode and each week's episode by following or 
subscribing to Tax Credit Tuesday podcasts. Go to www.novogradac.com/podcast to subscribe to as well 
as to stream the show on our website. You can also follow or subscribe to Tax Credit Tuesday on iTunes, 
Spotify, Google podcast, Stitcher and Radio Public. 

Off-Mike Section 
Now I’m pleased to reach our Off-Mike section, where listeners can get some off-topic advice and words 
of wisdom from our podcast guests. So, thank you again, Brad, for staying a little bit longer and sharing 
broader words of wisdom. And I have sort of three questions for you and I'll start with, one that I asked 
many guests and that's what's the best leadership lesson that you've learned or one of the best? 

[00:56:56] Brad Elphick, CPA: Yeah, I thought this was a good question. I guess the lesson that I 
tried to learn from the most is, as a leader, I think that it's very important to create a vision for those 
that you're trying to lead, provide them the opportunity and platform to be successful and then 
ultimately get out of their way. Instead of standing in front of them, stand next to them or push them 
from behind and help from behind. And I think that sometimes, we feel like we have to pull everybody 
along and I think really people operate a lot more effectively and are happier when they feel like you're 
leading with them instead of leading ahead of them. 

[00:57:35] Michael J. Novogradac, CPA: I like that. Get out of the way. So let's go to the second 
question: what’s your best time management tip? You know, we're beginning the new year, folks might 
have new year’s resolutions and the rest and time management is always a challenge. So once again 
what’s the best tip, maybe not best tip. One of the best tips.  

[00:58:11] Brad Elphick, CPA: I always laugh at this question because I feel like it's one of the things 
I struggle with the most. You know, I've read all these things about closing your emails so you don't get 
distracted and I have a hard time doing that. One of the things that I do try to do is try to prioritize the 
things that I would like to get done, immediately, you know, today, and then those that I would like to 
get done by at a later point in time and set some goals. I feel like when I have the priority list, it keeps 
me focused on the things that I believe that would be the best use of my energy. And I ultimately tend to 
be much more efficient when I do that. And when I let that email push me in a different direction, 
dragging me in a different direction or distract me or whatever that I seem to fall short of that time 
management. 
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[00:59:03] Michael J. Novogradac, CPA: No, I certainly appreciate that. Lists are useful in 
prioritizing lists. Covey had a good approach to putting lists in terms of the urgent-important, urgent-
not important and then important-not urgent and not important-not urgent. Those are the four 
quadrants that are used for way of where they're kind of expanding. And I was like your point about 
you're not getting sort of distracted. It's hard to stay in that upper left quadrant. Urgent and 
unimportant tasks sometimes can outweigh tasks that are important and not urgent or important 
urgent. And that's paradigm. Maybe that last item I'll ask you. The third is what advice you would give 
your 20-year-old self and you don't have to tell us your age. You don’t have to tell us how many years 
ago. Our listeners will know it wasn't last week. 

[01:00:17] Brad Elphick, CPA:. So what would I tell my 20-year-old self? I liked this question and 
one thing I've probably told people who start at Novogradac is this is a marathon and not a sprint. And 
when I think about that, I think about how stressed out I would get over certain aspects of my job and 
my personal life, whatever it may be. But at the end of the day, once I told myself, you know what, the 
sun's still going to come up tomorrow, everything's going to continue to move on, it's not the end of the 
world. I think that that kind of philosophy really helped give me some perspective. And I would say 
once I kind of implemented that, OK, we have another opportunity at this tomorrow, we're going to 
keep going, that kind of gave me a much longer-term focus. And I think that helped with also balancing 
the different things that are important in my life. And so I think that, my 20-year-old self didn't 
appreciate that and so hopefully if I had another chance at it, I would be able to kind of take that 
mentality earlier in life.  

[01:01:30] Michael J. Novogradac, CPA: That’s a great mentality. It's quite amazing how many 
matters seem so important in a given moment that a day, a week, a month, a year, or two years, five 
years later, may not even matter.  

[01:01:52] Brad Elphick, CPA: And the last two years definitely have highlighted that more than 
more than others.  

[01:01:56] Michael J. Novogradac, CPA: They have. Whenever I get a bit stressed out, I try to ask 
myself, so is it going to matter tomorrow? Am I going to remember this in a week? I raise a sense of 
calm to me. So many of those items, you know, fail. I don't have to go out very far generally to realize 
that you're right. That's probably right. But I also, when things at the moment feel like they're adverse, 
I'll also ask myself, “Am I going to laugh about this in a week or a month or two months?” Which also 
can help bring a sense of calm. And if those things don't work, then I'll just look at myself and say, OK, 
what am I learning from this?  

[01:02:52] Brad Elphick, CPA: Right. Yeah. And don't let perfect be the enemy of the good. There's 
another one that I think is, once when you finally understand what that means, it's pretty eye-opening. 
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[01:03:03] Michael J. Novogradac, CPA: Well, thank you very much, Brad. I really appreciate you 
joining me on the podcast this week and enjoy the conference in San Diego. And we will be a working 
together on the GAAP Working Group. So I know we'll be chatting kind of in depth on Feb. 9.  

[01:03:32] Brad Elphick, CPA: Great. Thanks, Mike. It's always a pleasure. 
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