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Michael J. Novogradac, CPA, discusses summarizes key provisions in President 

Barack Obama’s proposed budget for fiscal year 2013. He also shares an update on the 

congressional conference committee negotiating an extension of the payroll tax holiday;  

reviews last week’s hearing on the interaction of tax policy and financial accounting 

rules; shares details of two new low-income housing tax credit pilot programs; discusses 

the how California’s tax credit allocating agency is dealing with the elimination of 

redevelopment agencies, and where there has been renewed interest in of tax-exempt 

housing bonds. Next, he discusses support for an extension of the renewable energy 

production tax credit; the provisions of the Creating American Prosperity through 

Preservation Act; and an amendment introduced in the Senate last week that would 

extend the new markets tax credit for one year through 2012, Congressman Richard 

Neal’s recent comments in support of the New Markets Tax Credit Program, and a video 

released by Enterprise about the new markets tax credit’s positive impact.  

 

Summaries of each topic:  

1. General News (2:55 – 17:20) Pages 2-4 

2. Low-Income Housing Tax Credits (17:21 – 27:14) Pages 5-7 

3. Renewable Energy Tax Credits (27:15 – 31:05) Pages 8-9 

4. Historic Tax Credits (31:06 – 35:08) Pages 10-11 

5. New Markets Tax Credits (36:09 – 38:34) Pages 12-13 

 

Editorial material in this transcript is for informational purposes only and should 

not be construed otherwise. Advice and interpretation regarding tax credits or any other 

material covered in this transcript can only be obtained from your tax advisor.  

 

© Novogradac & Company LLP, 2012 All rights reserved. Reproduction of this 

publication in whole or in part in any form without written permission from the publisher is 

prohibited by law. For reprint information, please send an e-mail to cpas@novoco.com.   

  



Novogradac Report on Tax Credits 
Summary: February 14, 2012 

 

2 
www.novoco.com/podcast 

©Novogradac & Company LLP 2011 

GENERAL NEWS 
 
President Proposes Budget for Fiscal Year 2013 

 President Barack Obama released his budget proposal for funding the federal 
government in fiscal year 2013 yesterday.  

 The proposed budget submitted to Congress details the Administration’s 
spending and tax proposals for the coming year.  

 Novogradac & Company is currently reviewing these proposals and I will discuss 
the spending in more detail in next week’s podcast.  

 This week I will review the key tax proposals.  
 First, I will start with some temporary provisions intended to create job growth.  

o One provision would extend 100-percent first-year depreciation deduction 
through 2012.  

o There is also a provision to provide additional $ billion Section 48C tax 
credits for investments in qualified advanced energy manufacturing 
projects.  

o There is also a provision that would provide a tax credit for energy-
efficient commercial building property expenditures.  

o There is also a provision to reform and extend Build America Bonds.  
 Turning to community development, the budget proposes a new tax credit, the 

new Manufacturing Communities tax credit.  
o It would provide $2 billion in funding for three years, 2012 through 2014.  
o This $6 billion is designed to work similarly to the new markets tax credit 

and use the new markets tax credit structure.  
o It would be administered by the CDFI Fund.  
o This new tax credit would be for investments in communities that have 

suffered a major job loss event.  
 There’s also a provision to extend and modify certain energy incentives. 

o It includes extending the wind investment and production tax credit 
through 2013.  

o The proposal would also extend the Section 1603 program through the 
end of 2012.  

o After that, the program would be converted to a refundable tax credit.  
 There is also a provision to extend the new markets tax credit at the $5 billion 

level for two years and allow the NMTC to offset the AMT.  
 The budget would also designate 20 growth zones that would qualify for certain 

incentives.  
 There are four provisions related to the low-income housing tax credit:  

o One provision would encourage mixed-income occupancy,  
o Another provision would provide a 30-percent basis boost for LIHTCs for 

certain developments involving preservation, recapitalization and 
rehabilitation of existing housing that was originally financed with federal 
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funds and is subject to a long-term use agreement limiting occupancy to 
low-income households;  

o A third provision would make changes to make LIHTCs more beneficial to 
real estate investment trusts (REITs);  

o and the fourth provision would require LIHTC-supported housing to 
provide protections for victims of actual or threatened domestic violence.  

 The president’s budget would sunset the Bush tax cuts for those with incomes in 
excess of $250,000. 

o These provisions in the aggregate raise about $1.4 trillion over 10 years.  
o Of note, among these upper income tax provisions, there is a reduction in 

value of tax expenditures provisions.  
 Other pay-fors include modifying estate gift taxes, reform the U.S. international 

tax system, reforming the treatment of financial and insurance industry 
institutions and products.  

 Within the last provision is a financial crisis responsibility fee that would apply to 
institutions that have assets of greater than $50 billion.  

 The budget would also limit certain oil and gas preferences and eliminate 
preferences for coal.  

 There is also a provision to tax the profits from carried interest as ordinary 
income.  

 In the meantime, there is a lot of activity related to the budget proposal yet this 
week.  

 The Senate Finance Committee will hold a hearing today on the president’s 
budget. 

o Treasury Secretary Tim Geithner is scheduled to testify. 
 Similarly, the House Ways and Means Committee will hold a hearing on 

President Obama's budget proposals tomorrow, Wednesday, February 15. 
o Secretary Geithner is also scheduled to testify at this hearing. 

 I will tweet any notable developments from these hearings during the week. If 
you don’t already follow me on Twitter, you can find me at 
twitter.com/novogradac.      

 
Payroll Tax Holiday Extension Committee 

 Despite initial optimism that a quick deal could be reached, reports last week 
indicated that the talks have stalled in the congressional conference committee 
tasked with extending the payroll tax holiday.  

 It should come as no surprise to listeners that the point of contention is how to 
pay for the extension.  

 This conflict is troubling to the tax credit community, which had hoped that the 
payroll tax bill could be a vehicle for a number of important tax extender 
provisions, including  

o an extension of the new markets tax credit program,  
o an extension of the renewable energy production tax credit  
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o and an extension of the 9 percent credit floor for the low-income housing 
tax credit.  

 I will discuss the new markets tax credit and renewable energy tax credit efforts 
in more detail later in today’s podcast, so stay tuned.  

 
GAAP Hearing  

 As I mentioned briefly last week, the House Ways and Means Committee 
continued its series of hearings on comprehensive tax reform.  

 The hearing on February 8 focused on the interaction of tax policy and financial 
accounting rules such as generally accepted accounting principles, or GAAP.  

 The committee examined how this interaction affects the way in which publicly-
traded companies respond to tax policy.   

 Lawmakers and witnesses considered how public companies evaluate tax policy 
options in light of financial accounting – or “book” considerations and whether tax 
legislation works as intended when Congress does not consider the effects of 
financial accounting.  

 Last week Committee Chairman Dave Camp announced that a subsequent 
hearing will look at the special challenges faced by small and closely-held 
businesses that might be less concerned with GAAP but which must confront 
complexity in dealing with tax accounting and related rules.   

 In his opening statement, Chairman Camp said, and I quote, “If the goal is, as I 
believe, to transform the code and create a climate ripe for hiring and investment, 
then we must solicit input and insight from the very job creators who will do that 
hiring and investing. Properly designing tax reform requires an understanding of 
the financial accounting rules and how those rules might influence the investment 
decisions of public companies.” Close quote   

 As I mentioned last week the interaction of GAAP and tax credits is an issue of 
concern among a number of tax credit professionals.  

 To learn more about the issue, as well as an effort that is underway to improve 
the clarity and transparency of reporting of tax credits, please call my partner 
Bentley Stanton in our Atlanta office. 
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LOW-INCOME HOUSING TAX CREDIT NEWS 
 
Pilot Inspection Program  

 Last week, in Notice 2012-18 the Internal Revenue Service informed six state 
housing finance agencies that are participating in the Physical Inspections Pilot 
Program of an alternate method of satisfying certain requirements under Section 
42.  

 As some listeners may recall, in 2010, the White House Domestic Policy Council 
established the Rental Policy Working Group to explore ways to improve existing 
federal rental policies.  

 One of the areas the group identified where administrative changes could 
increase programmatic efficiency and reduce burdens on the public was the area 
of physical inspections.  

o Many affordable housing developments benefit from more than one 
federal funding source, such as low-income housing tax credits and HUD 
funding.  

o The rules associated with these different programs often require physical 
inspections of the same project that use different inspection protocols.  

o As a result, affordable housing property owners and managers spend 
significant amounts of time preparing for, and responding to, multiple 
physical inspection visits for the same project. 

 To avoid duplicative physical inspections, the Rental Policy Working Group is 
testing the feasibility of performing one coordinated inspection.  

 The pilot is being tested in six states: Michigan, Minnesota, Ohio, Oregon 
Washington and Wisconsin.  

 The HFAs in these six states may satisfy their property-inspection responsibilities 
by using either their current property-inspection protocol or the inspection 
protocol of HUD’s Real Estate Assessment Center or REAC. 

 The Rental Policy Working Group hopes to determine whether this sort of 
coordinated effort will generate savings for property owners and managers, as 
well as reduce cost burdens on local, state, and federal governments. 

 In addition to accepting comments on the pilot program described in Notice 2012-
18, the IRS also invited comments on the 20 percent rule for physical inspections 
and certification rule under Section 42.  

 Comments will be accepted until May 31. 
 If you have questions about physical inspection requirements under Section 42, 

or this pilot program, I invite you to contact my partner Jim Kroger or Thomas 
Stagg in our San Francisco office.  

 
FHA Announces Pilot Program to Accelerate Financing of LIHTC Projects  

 Last week the Federal Housing Administration or FHA announced a pilot 
program to test an accelerated approval process for the purchase or refinancing 
of low-income housing tax credit properties.  
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 The Multifamily Low Income Housing Tax Credit Pilot program aims to reduce the 
time needed to review and approve LIHTC-assisted financing applications from 
one year to 90 to 120 days by reducing the time required to review and approve 
financing applications under FHA’s Section 223(f) program.  

 FHA is launching this first phase of the pilot program in Chicago, Detroit, Boston 
and Los Angeles.  

 HUD says expediting FHA review and approval is needed because failure to 
meet bond closing or other LIHTC performance deadlines may result in forfeit of 
the credit allocation or bond reservation.  

 This, in turn, and may impair a borrower’s ability to secure tax credits for future 
transactions.   

 In a statement announcing the pilot program, FHA’s Acting Commissioner Carol 
Galante said, and I quote, “It has become clear that we need to rethink our 
process at FHA if we hope to leverage LIHTC to the maximum degree possible.” 

 Marie Head, HUD’s deputy assistant secretary for multi-family housing, said if the 
agency can successfully cut the time it takes to approve these lower risk LIHTC 
projects in these four cities, it will have the potential to dramatically increase the 
production of affordable rental projects nationwide.  

 HUD reports that last year, FHA endorsed approximately $561 million in firm 
commitments for LIHTC projects, a 35 percent increase over fiscal year 2010.   

 This new pilot should help to increase those numbers even more.  
 If you have questions about this pilot program, please contact my partner Susan 

Wilson in our Austin office.  
 
Proposed TCAC Closing Deadline Extension 

 The California Tax Credit Allocation Committee, commonly referred to as TCAC, 
has proposed an extension of the readiness deadline for first-round 2011 housing 
tax credit recipients with redevelopment agency financing commitments.  

 TCAC proposed the extension in response to the ongoing uncertainty related to 
the California Supreme Court’s decision to uphold the law that dissolved 
California’s redevelopment agencies on February 1. 

 At the time of this recording, the construction loan closing deadline for properties 
with RDA funding was March 19, 2012.  

 TCAC is proposing to extend this deadline an additional 90 days. The new 
deadline would be June 18, 2012.  

 The extension would only apply to first round 2011 properties that have already 
received one 90-day extension related to redevelopment agency funding. 

 TCAC estimates that extension would apply to fewer than 10 properties.  
 The agency will hold a hearing on the proposal, which would be added to the 

state’s qualified allocation plan, on February 22.  
 Details of the proposed extension, including the hearing announcement and the 

text of the change, can be found on TCAC’s web site.  
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 For questions about redevelopment agencies and related funding for LIHTC 
properties, please contact my colleague Jim Kroger at 415-356-8000. 

 He’s been closely monitoring the RDA situation, including several bills moving 
through the California State Assembly that could mitigate the effects of the 
dissolution on affordable housing development.  

 
Summary of CDLAC Program Activity 

 The California Debt Limit Allocation Committee, also known as CDLAC, recently 
released a summary of its 2011 program activity. 

 CDLAC administers California’s annual tax-exempt private activity bond program.  
 For 2011, the state ceiling is $3.539 billion. 
 The summary that it released on January 19 includes brief synopses and volume 

figures for each of CDLAC’s program pools. 
 In general, here’s what the committee had to say for 2011: 

o CDLAC’s private activity bond programs continue to be undersubscribed.  
o But, there has been a rebound in interest in multifamily housing volume 

under the Qualified Residential Rental Project pool. 
o CDLAC reports that it has seen  

 increasing appetite from commercial banks for privately placed 
bonds, particularly in Community Reinvestment Act eligible areas; 

 full usage of the New Issue Bond program; and  
 renewed usage of the Fannie Mae and Freddie Mac Forward 

Commitment programs. 
 In 2011, the Qualified Residential Rental Pool received $1.25 billion, or 35.3 

percent of the state ceiling. 
o That volume cap was used to fund 145 multifamily rental housing 

developments totaling more than 12,000 total housing units.  
o Of those, more than 11,000 were restricted for families earning 60 

percent or less of the area median family income.  
 Overall, the tone of the announcement was upbeat. 
 CDLAC said that the pricing on debt and tax credits in many cases has been 

better than that secured at the height of the market.  
 However, the agency cautioned that the elimination of redevelopment agencies 

and reduced capital funding from HCD would probably affect volume in 2012.  
 You can find CDLAC’s 2011 activity summary at the Affordable Housing 

Resource Center at www.taxcredithousing.com.  
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RENEWABLE ENERGY TAX CREDIT NEWS 
 
Lawmakers Urge Payroll Committee to Extend the PTC 

 A growing number of lawmakers are speaking out in support of the production tax 
credit.  

 Last week, Senate Energy and Natural Resources Committee Chairman Jeff 
Bingaman urged his colleagues who are negotiating extension of the payroll tax 
cut to use the package as an opportunity to extend energy tax credits.  

o The senator wrote an op-ed in the congressional paper The Hill that 
called the payroll bill the best chance to extend credits for renewable 
electricity projects.  

o He wrote, and I quote, “Congress has few opportunities to address this 
issue this year. The most promising opportunity is the current payroll tax 
conference between the Senate and the House. This group of lawmakers 
should not consider its job done until it has found a way to extend the job-
creating credits that expired at the end of 2011, and to proactively extend 
the credits that will expire at the end of 2012.” 

o Bingaman stressed the economic benefits of the credit in his column:  
o “If we do not extend the production tax credit for wind by the end of the 

first quarter of this year, we will start to see lost jobs, slowed momentum 
and idled U.S. factories.” Close quote.  

 In addition, seven members of the Colorado Congressional Delegation called on 
the congressional conference committee to extend the PTC as part of the payroll 
tax extension.  

o The wind PTC has helped drive substantial economic growth in Colorado. 
o Senators Mark Udall and Michael Bennet and Representatives Diana 

DeGette, Ed Perlmutter, Jared Polis, Cory Gardner and Scott Tipton 
delivered a letter of support of the PTC to the chairmen of the conference 
committee.  

o The group’s letter says that he PTC has been very effective in facilitating 
new market penetration of wind energy and warns that a delay in passing 
an extension would do enormous damage to that progress.  

 And then, also last week, the entire Iowa Congressional delegation wrote a letter 
to the same committee, also urging an extension of the production tax credit.  

o The group of lawmakers from Iowa wrote that, quote “Our state and the 
whole nation have benefited tremendously from the economic 
development, new manufacturing jobs, and increased domestic energy 
supply that wind energy has provided.  And the PTC has been a major 
factor behind this success.” 

o The letter was signed by Senators Tom Harkin and Charles Grassley as 
well as and Represenatives Bruce Braley, Tom Latham, Dave Loebsack, 
Leonard Boswell and Steve King. 
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Industry Associations Join Call for Extending the Production Tax Credit 
 Turning to the private sector, hydropower, biomass and geothermal energy 

groups urged Congress to extend the production tax credit, joining the solar and 
wind industries in saying jobs will be lost without renewable energy subsidies.  

 In a letter to congressional leaders, the National Hydropower Association, the 
Biomass Power Association and the Geothermal Energy Association warned that 
the looming expiration of the production tax credit is already leading to a decline 
in new projects and construction.  

 The groups say that utility-scale hydropower, geothermal and biomass projects 
starting today would find it nearly impossible to be completed by the end of 2013.  

 According to the letter new geothermal projects face lead times of four to eight 
years.  

 A copy of the letter can be found online at www.energytaxcredits.com.  
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HISTORIC TAX CREDIT NEWS 
 
CAPP Act Introduced in Senate 

 The program that has helped revitalize historic buildings and neighborhoods for 
more than a quarter of a century may be due for an overhaul of its own. 

 Last week, Senator Ben Cardin of Maryland introduced Senate Bill 2074 to 
modernize the federal historic tax credit program. 

 The bill’s title is Creating American Prosperity through Preservation Act, or the 
CAPP Act for short. 

 The Senate bill is companion legislation to H.R. 2479, which was introduced in 
the House by Congressman Aaron Schock of Illinois last July. 

 The CAPP Act would make five significant changes to the federal historic tax 
credit, many of which were contained in earlier modernization bills. 

 These changes include: 
o helping smaller projects by boosting the 20 percent credit to 30 percent 

for transactions of less than $5 million in qualified rehabilitation 
expenditures; and 

o promoting energy efficiency by granting a 2 percent credit boost for 
achieving energy use savings at least 30 percent greater than established 
industry standards for similar buildings. 

 Another provision would eliminate federal taxation on the proceeds of a state 
historic tax credit transaction for both state credit certificate sales and credits 
allocated through partnerships. 

o This section of the bill is intended to address concerns raised by the 4th 
Circuit decision in the Virginia case. 

 The CAPP Act would also index the eligibility date for the 10 percent non-historic 
rehabilitation credit, expanding the pool of properties that qualify for the historic 
tax credit. 

o As a result, both 20 percent and 10 percent credits would apply to 
buildings 50 years and older. 

 Finally, the CAPP Act would allow not-for-profit organizations to access the 
credit. 

 Supporters say this change would bring jobs and services to disinvested areas, 
directing the historic tax credit’s impact to low-income communities. 

 Since 1978, federal tax incentives for historic preservation have created more 
than 2 million jobs and leveraged more than $90 billion in private sector 
investment. 

 I will continue to monitor the CAPP Act’s progress, so stay tuned for updates. 
 In the meantime, you can find copies of both bills at www.historictaxcredits.com.  

 
Outstanding Federal Historic Preservation Partnerships Wanted 
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 Nominations are being accepted for the 2012 Award for Federal Partnerships in 
Historic Preservation. 

 Jointly administered by the Advisory Council on Historic Preservation and the 
National Trust for Historic Preservation, the award honors outstanding federal 
partnerships that advance the preservation of important historic resources. 

 Any non-federal person or organization that has a demonstrated partnership with 
a federal organization is eligible. 

 Nominees will be judged based on the extent to which: 
o the completed project or established program demonstrates a federal role 

and a sustained partnership and can serve as a model for other 
partnerships; 

o the partners have preserved a significant historic resource through a 
creative team approach; and 

o the partners have demonstrated a commitment to furthering a federal 
preservation ethic. 

 Past winners include a collaboration between the National Park Service and the 
City of Tuskegee to preserve the field where the Tuskegee Airmen learned to fly 
in Alabama. 

 The deadline for nominations is March 15. 
 Applications should be completed online at www.preservationnation.org.  
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NEW MARKETS TAX CREDITS 
 
NMTC Extension Proposed 

 On February 7, three members of the Senate Committee on Finance offered an 
amendment to the chairman’s mark of the Highway Investment, Job Creation and 
Economic Growth Act of 2012 that would extend the new markets tax credit 
program through 2012. 

 The amendment would provide $3.5 billion of new markets tax credit volume for 
2012. 

 It would fund an additional year of the new markets program by lowering the 
threshold, from $50,000 to $25,000, at which the federal government can deny 
the application for a new passport or renewal of an existing passport.  

 Senators John D. Rockefeller, a democrat from West Virginia, Olympia Snowe, a 
republican from Maine, and Robert Menendez, a democrat from New Jersey, 
offered the amendment before a Senate Finance Committee hearing on the bill.  

 The sponsors are expected to raise and talk about the amendment, but not push 
it in committee.  

 If an extension of the NMTC program is not forthcoming, then the sponsors may 
bring up the bill on the Senate floor.  

 
Congressman Neal Speaks in Support of an NMTC Extension  

 Earlier in the month, Congressman Richard Neal, a Massachusetts democrat and 
long-time supporter of the NMTC program, again took the floor in the House of 
Representatives to urge extension of the program.  

 On February 2, he cited the positive impact that the program has had in his 
district in Massachusetts. 

 His presentation featured a specialty food manufacturer, food cooperative and 
farmers market, and the Massachusetts Green High Performance Computing 
Center. 

 The three projects are expected to create or preserve more than 200 jobs. 
 Financing for the $168 million computing center is using $14.5 million of NMTC 

allocation.  
 It is expected to create 13 permanent positions, 130 research positions and more 

than 600 construction jobs and when completed will be one of the 500 most 
powerful computer centers in the world.   

 Neal also cited the program’s nationwide successes, including the creation or 
retention of an estimated 70,000 jobs. 

 A link to his remarks can be found online at www.newmarketscredits.com.   
 It is heartening that an extension of the new markets tax credit program has 

support in both houses of Congress, but until an extension bill is passed, we 
need to be out there encouraging our senators and representatives to get behind 
the extension.  
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Enterprise Video Showcases NMTC Success 

 In an effort to support an extension of the new markets tax credit, Enterprise has 
put together a six minute video that demonstrates the impact of this 
transformational program in Roxbury, Mass., Baltimore and Los Angeles. 

 The video was released last week in an email sent to members of Congress, 
members of the NMTC industry and friends of Enterprise.  

 I encourage you to share this video with your contacts as well.  
 You can find a link to the video online at www.novoco.com. Simply click on the 

Hot Topics button and then select the link for Tax Credit Advocacy.  
 
 


