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Michael J. Novogradac, CPA, discusses the House Republicans’ proposed fiscal year 

2013 budget, an upcoming hearing on tax extenders and a possible delay in the implementation 

of the Volcker Rule. Then, he discusses CDFI Fund guidance about serving targeted 

populations and examines the most recent QEI Report. Next, he previews a hearing about the 

effect of pending expirations of tax incentives on the renewable energy industry, and discusses 

recent questions raised about the jobs created by the Section 1603 cash grant program. In the 

low-income housing tax credit section of this week’s podcast, he reviews the topics covered in 

the most recent issue of the IRS’s LIHC Newsletter. He also discusses a recent court case in 

Texas that could have significant implications for the low-income housing tax credit community 

in that state, and possibly beyond. He also shares an announcement from the USDA about its 

Section 538 program, and a comment invitation from HUD regarding private-public partnerships 

used for mixed-finance development of public housing units. Finally, in the historic tax credit 

discussion, he shares a state-level update on legislation recently passed in Virginia.  

 

Summaries of each topic:  

1. General News (2:32 – 15:52) Pages 2-6 

2. New Markets Tax Credits (15:53 – 19:38)  Pages 7-8 

3. Renewable Energy Tax Credits (19:39 – 22:14) Page 9 

4. Low-Income Housing Tax Credits (22:15 – 28:34) Pages 10-12  

5. Historic Tax Credits (28:35 – 29:53) Page 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.   
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GENERAL NEWS 
 
GOP Proposes FY 2013 Budget 

 As promised last week, I will start today’s podcast with a discussion of the House 
Republicans’ proposed budget for fiscal year 2013.  

 The proposal is dubbed “The Path to Prosperity: A Blueprint for American Renewal”  
 It was released by House Budget Committee Chairman Paul Ryan last Tuesday, March 

20. 
 In short, the plan would cut spending by $5.3 trillion over 10 years, make significant 

changes to the tax code and set revenues as a share of GDP at 18 to 19 percent, which 
is in line with historical averages. 

 The budget also would require several House committees to find sufficient savings over 
ten years to eliminate the approximately $450 billion in planned defense cuts enacted in 
the Budget Control Act that will apply under sequestration beginning in January of 2013. 
The House Ways and Means Committee would be required to identify $53 billion of 
savings over a ten year period, and do so by April 27.  

 For our listeners interested in housing policy, I note that the plan calls for the eventual 
elimination of Fannie Mae and Freddie Mac, winding down their government guarantees, 
and ending taxpayer subsidies.  It also calls for the full cost of Fannie Mae and Freddie 
Mac to be brought on budget, thus making their costs subject to the federal debt limit. 

 The plan also highlights that the Federal Housing Administration’ (FHA’s) mutual 
mortgage insurance fund reserve has fallen to 0.24 percent while its congressionally 
mandated level is 2 percent. 

 Regarding tax policy, the plan was drafted with input from Ways and Means Committee 
Chairman Dave Camp.  As you know, for more than one year now, Chairman Camp has 
been leading the congressional call for tax reform.  

 Chairman Dave Camp and Ways and Means Committee Republicans urged Rep. Ryan 
to incorporate certain tax components in the budget plan.  

 Those items were transmitted in a letter signed by all of the Republican Members of the 
House Ways and Means Committee on March 1. A copy of that letter is available on 
www.taxcredithousing.com.  

 The final budget adds three new components to last year’s GOP proposed budget: 
1. It consolidates the current six individual income tax brackets into just two 

brackets - 10 percent and 25 percent 
2. It repeals the Alternative Minimum Tax 
3. And, shifts from a “worldwide” to a “territorial” tax system  

 To achieve these significantly lower top tax rates, the GOP plan suggests eliminating tax 
subsidies to broaden the tax base.  

 Separately, in a report released last week, the Congressional Research Service noted 
that the major challenges to tax reform plans that call for broadening the base by 
eliminating or reducing tax expenditures. 
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 The CRS report notes that tax expenditures:   
 are viewed as serving an important purpose,  
 are important for distributional reasons,  
 are technically difficult to change, and 
 are broadly used by the public and quite popular.  

 Because of these barriers, the report says it may prove difficult to gain more than $100 
billion to $150 billion in additional tax revenues through base broadening.  That level of 
additional tax revenues would allow for a reduction in tax rates of about 1% to 2% 

 Getting back to the Ryan plan, so far, the budget package has been welcomed by most 
House GOP members.  

 On March 21, the House Budget Committee advanced the proposed fiscal year 2013 
budget resolution by a vote of 19 to 18.  

 Two conservative Republicans voted against the Ryan plan because they said it did not 
cut the budget fast enough.  

 The budget resolution is scheduled to begin to be heard on the House floor this 
Wednesday and conclude Thursday. 

 Rep. Ryan indicated last week that he was confident he had the votes for his plan to 
pass the House.  

 House Speaker John Boehner predicted the plan would receive “a strong vote of 
support” on the House floor.  

 Meanwhile, the plan was deemed dead-on-arrival by the Democratic-controlled Senate.  
 However, regardless as to whether or not the plan moves out of the House, its 

provisions are a signal that this year’s budget battle will be intense.   
 For instance, Chairman Ryan’s plan would cut overall fiscal year 2013 discretionary 

spending by $19 billion more than the already-austere spending caps established by last 
year’s debt ceiling deal. 

 
Hearing on the Horizon for Tax Extenders  

 Also last week, Chairman Camp and Select Revenue Measures Subcommittee 
Chairman Pat Tiberi announced they would start holding hearings in April to examine tax 
extenders.  

 In a statement issued about the hearings, the chairmen said, and I quote, “Far too many 
provisions in the tax code are temporary, making it hard for employers to plan, invest 
and create new jobs for American families. That is one reason why we are committed to 
comprehensive tax reform. An important part of comprehensive reform is to conduct a 
thorough review of the various targeted provisions in the Code commonly referred to as 
'tax extenders.'”  

 The chairmen also said they look forward to hearing from interested parties about the 
merits of the tax policies in question. 

 I also note that week that IRS commissioner Doug Shulman had also urged lawmakers 
to act on the extenders one way or the other by the end of the year.  
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 In comments made said during a hearing of the House Ways and Means Oversight 
Subcommittee, Commissioner Shulman indicated that if Congress does not act this year 
to address tax extenders that the IRS may have to delay next year’s tax filing season for 
some taxpayers.  

 At the time of this recording, an exact date, time, and format of a tax extender hearing 
has not yet been set.  

 As soon as details are formally announced by the Ways and Means Committee, I will 
share that information in a future podcast and to my followers on Twitter.   

 
Volcker Rule Update  

 During a Senate Banking Committee hearing last week, Fed Governor Daniel Tarullo 
told lawmakers that federal regulators will likely miss the July deadline for finalizing the 
so-called Volcker Rule.  

 And, if regulators miss their deadline, Tarullo said he thought it was incumbent on all the 
regulators to provide some guidance in the interim.  

 Federal Reserve Chairman Ben Bernanke recently made similar remarks before the 
Senate Banking Committee and the House Financial Services Committee that the final 
Volcker rule would likely not be ready by the July effective date.   

 As you may know, the specific language of the Volcker Rule will be jointly determined by 
the Federal Reserve, the SEC, the FDIC, the OCC, and the Commodities Futures 
Trading Commission.  

 In October the agencies released a proposed rule and have since received thousands of 
written comments, including comments from the Novogradac tax credit working groups.   

 The banking and investment community has raised concerns that there could be market 
disruptions if a rule is not finalized by July 21, when the rule takes effect. 

 Separately, Congressman Barney Frank Ranking Member of the House Financial 
Services Committee and a co-author of the 2010 financial oversight law that enacted the 
Volcker rule, called on regulators last week to issue a simplified version of the Volcker 
rule by September 3. 

 In a statement released last week he called the initial proposal released in October "far 
too complex." 

 Congressman Frank said in order to reduce uncertainty by institutions that will be 
covered by the rule, regulators should issue formal guidance on its implementation, 
specifically for the period between the July 21st deadline and the date on which a final 
rule is issued.  

 The specifics of his request can be found online at www.novoco.com by clicking on Hot 
Topics and then selecting the Volcker Rule link.  

 In related news, last week on March 22, Senators Mike Crapo, Mark Warner, Pat 
Toomey, Kay Hagan, Tom Carper and Bob Corker introduced bipartisan legislation that 
provides for the implementation of the Volcker rule after the agencies have issued their 
final rules, rather than two years after the date Dodd-Frank was signed into law.   
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 The lawmakers says that by linking the effective date to the regulators completing their 
work, Congress will not be arbitrarily extending the implementation of Dodd-Frank, and 
financial institutions and markets will be able to comply with final rules with less 
uncertainty.   

 A copy of the bill is also available online at www.novoco.com.  
 Please share with us your thoughts on the Volcker rule, and how delays in its 

implementation could affect tax credit investing. 
 
Senate Energy Vote  

 In other Senate news, the Senate voted 92-4 yesterday, to limit debate and move toward 
a full floor vote on legislation that would repeal $21 billion in oil industry tax breaks and 
temporarily extend 18 tax incentives aimed at the use and production of clean or 
renewable forms of energy.  

 While Republicans oppose the bill (S. 2204), they supported the cloture vote so they can 
spend more time on the Senate floor to argue that the bill, if enacted, would lead to 
higher gasoline prices.  

 The bill eliminates the ability of oil companies to claim the Section 199 domestic 
production deduction, ends deductions for drilling and development costs, and stops oil 
companies from using percentage depletion. 

 On the spending side, the bill would extend through 2012 a number of energy tax 
credits, including the renewable electricity production tax credit. 

 The bill is not expected to pass the Senate.  
 
Senate Small Business Tax Bill  

 In a plan unveiled yesterday by Senate Democratic Leadership,  
o Employers that add payroll in 2012 would be eligible for a 10 percent tax cut.  
o The proposal would also extend 100 percent bonus depreciation on qualified 

capital through 2012 for all employers to encourage investment and hiring.  
 Majority Leader Senator Reid said the two proposals are better than the House 

Republican plan to provide a 20 percent deduction on active income.   
 Sen. Charles Schumer said he expects the Senate to pass the measure in coming 

weeks, likely the second half of April.  
 
House Small Business Tax Cut Act  

 On March 28 the House Ways and Means committee will mark up legislation that would 
provide a 20 percent tax deduction for small businesses.   

 The hearing is expected to be contentious, as Republicans and Democrats will use the 
forum to discuss their conflicting views as to the best way to reduce unemployment and 
spur economic growth.   

 The bill being marked up is The Small Business Tax Cut Act, H.R. 9, which was written 
by House Majority Leader Eric Cantor.   
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 It would give a 20 percent deduction to every small business with fewer than 500 
employees with a limit based on wages. 

 There will be more updates on this bill in next week’s podcast.  
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NEW MARKETS TAX CREDIT NEWS 
 
Targeted Populations Q&A  

 Last week the CDFI Fund posted a Q&A document that provides guidance on how 
community development entities may serve certain low-income communities and 
targeted populations under the New Markets Tax Credit program.  

 The Q&A document confirms pretty much what we already knew about serving targeted 
populations but if there are specific points that you find are new, please let us know 
about them by sending an email to cpas@novoco.com.  

 The CDFI Fund also posted 2010 American Community Survey estimates of statewide 
median family income by family size.  

 Copies of both documents can be found online at www.newmarketscredits.com.  
 Questions about NMTC eligible census tracts can be directed to my partner Brad Elphick 

in our Atlanta office.  
 To learn more about serving targeted populations under the NMTC program, I 

encourage you to contact a Novogradac & Company professional near you. 
 
QEI Update  

 Also last week, the CDFI Fund released the monthly update to its ongoing Qualified 
Equity Investment Issuance Report. 

 The report identifies the dollar amount of allocation authority that has been issued to 
investors; and the amount remaining to be issued to investors. 

 This is the first QEI report to reflect the ninth round of new markets tax credit awards, 
which represent roughly $3.6 billion in newly-available allocation authority.  

 In February, approximately $103 million of QEIs were finalized. 
 This is roughly a quarter of the amount that was finalized in January. 
 With the additional allocation authority from the ninth round, the amount still available in 

new markets tax credit allocation authority is approximately $6.6 billion as of March 12. 
 If you’re looking for help in finding an allocation or help in closing a transaction, I 

encourage you to contact one of my partners: Annette Stevenson in our Cleveland, Ohio 
office; Owen Gray in our San Francisco office; or other partners in the Novogradac office 
near you.  

 
Novogradac New Markets Tax Credit Mapping Tool Updated  

 In case you are not subscribed to our free Industry Alert email service, I wanted to alert 
listeners that Novogradac & Company's free New Markets Tax Credit Mapping Tool has 
been updated to include NMTC transaction data through 2010 that were released last 
year by the CDFI Fund.   

 The NMTC Mapping Tool allows users to determine if a location meets various distress 
criteria included in the NMTC application.  
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 The online tool also includes thousands of data points representing billions of dollars of 
low-income community investments made from the beginning of the program through 
2010.  

 The tool can be searched by congressional district, address, city, county, state or zip 
code to display NMTC investments.  

 These various search options are helpful when educating members of Congress about 
the types of transactions that are located within their districts.  

 Industry participants may also complete the NMTC Mapping Tool Participation Form to 
share data points for inclusion in the mapping tool that are not currently listed. 

 For questions about the NMTC Mapping Tool, contact Brad Elphick, CPA, at 
brad.elphick@novoco.com.    
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RENEWABLE ENERGY TAX CREDIT NEWS 
 
Senate Finance Committee Hearing  

 The Senate Finance Committee’s Subcommittee on Energy, Natural Resources, and 
Infrastructure will hold a hearing today called, “Renewable Energy Tax Incentives: How 
have the recent and pending expirations of key incentives affected the renewable energy 
industry in the United States?” 

 The hearing will be led by Subcommittee Chairman Jeff Bingaman and Senator John 
Cornyn.  

 Witnesses are scheduled to include  
o Ethan Zindler, who is head of policy analysis for Bloomberg New Energy Finance  
o John Purcell, who is vice president of wind energy for Leeco Steel, Dr. Benjamin 

Zycher, a visiting scholar at the American Enterprise Institute  and 
o Mr. John P. Ragan, Vice President of Business Development and Government 

Affairs for TPI Composites,  
 I will discuss the developments from that hearing in next week’s podcast.  
 In the meantime it’s worth noting that last week Senate Finance Committee Chairman 

Max Baucus said the wind energy industry should think “very seriously” about backing a 
proposal to phase out the wind production tax credit.  

 In an interview with Bloomberg, Senator Baucus said that phasing out the tax credit 
might be the most realistic way to keep it from expiring altogether at the end of the year.  

 
Job Creation Estimates Questioned  

 Meanwhile, House Energy and Commerce Committee Chairman Fred Upton and 
Oversight and Investigations Subcommittee Chairman Cliff Stearns last week questioned 
the Section 1603 cash grant program’s record on job creation.  

 In letters to Energy Secretary Steven Chu and Treasury Secretary Timothy Geithner last 
week, chairmen Upton and Stearns question testimony presented by Secretary Chu on 
March 16 when he stated that the Section 1603 tax grant program has created tens of 
thousands of jobs.   

 The lawmakers expressed concern about these statements in the context of reports from 
the Congressional Research Service and the Wall Street Journal that suggest a smaller 
volume of long-term job creation.  

 In addition to seeking a full breakdown of jobs created and costs associated with the 
program, the committee leaders are also seeking answers about whether procedures 
exist for DOE or Treasury to recoup funds from recipients that violate the terms of their 
grants.  

 Curiously, Novogradac & Company and Reznick Group make a cameo appearance in 
Chairman Upton’s request for additional information.  A cameo we didn’t realize was 
going to happen. 
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LOW-INCOME HOUSING TAX CREDIT NEWS 
 
IRS Issues Latest LIHC Newsletter 

 Last week the Internal Revenue Service published issue number 48 of its LIHC 
Newsletter.  

 The latest issue covers a number of topics, including:  
o relying on the new income limits,  
o bed bugs and unit occupancy suitability,  
o dispositions of low-income housing tax credit properties during Year 11 of the 

compliance period, and  
o assorted administrative procedures. 

 In the discussion about property dispositions in Year 11, Novogradac & Company has 
discovered a discrepancy between the information presented in the newsletter and 
previously understood policy under Revenue Procedure 91-38.  

 Grace’s newsletter says that LIHTCs allowable in year 11 are prorated between the 
buyer and seller, if the property is transferred in year 11. 

 However, In Revenue Procedure 91-38, the IRS addresses differences in credit period 
and taxable years, and Rev Proc 91-38 implies that year 11 credits would be  allocated 
to the seller.  

 At the time of this recording, we are investigating the inconsistency and I will report back 
next week on what we learn. 

 In the meantime, a copy of the LIHC Newsletter, and Rev. Proc. 91-38 can be found 
online at www.taxcredithousing.com.   

 If you have specific questions about this allocation of year 11 credits, contact my partner 
Jim Kroger in our San Francisco office.  

 
Texas Court Case  

 At the state level, there was big news out of Texas last week when the Dallas Federal 
District Court ruled in favor of the plaintiff in a lawsuit challenging the Texas Department 
of Housing and Community Affairs’ allocation of low-income housing tax credits in the 
Dallas metropolitan area.  

 In its ruling, the court found that the plaintiff, The Inclusive Communities Project Inc.,  
proved its claim under the Fair Housing Act that the agency’s allocation decisions have a 
disparate racial impact, albeit an unintentional one.  

 The Texas Department of Housing and Community Affairs has 60 days to submit a 
remedial plan to address the FHA violations.  

 The Texas Affiliation of Affordable Housing Providers warned last week that it’s possible 
that the ruling and the agency’s remedial actions could affect the release of the 2012 
housing tax credit allocations.  

 At the time of this recording, little about the next steps is clear. However, reports indicate 
that staff at the Texas Department of Housing and Community Affairs are already 
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developing a response and plan of action, and will likely keep the tax credit community 
informed as conditions warrant.  

 In the meantime, questions about the ruling can be directed to my partner George 
Littlejohn, in our Austin, Texas office.  

 We will keep you updated on the situation in future podcasts. 
 
Section 538 Guaranteed Rural Rental Housing Program 

 The U.S. Department of Agriculture’s Rural Housing Service announced last week that it 
will be holding a series of teleconferences and web conferences on the Section 538 
Guaranteed Rural Rental Housing Program.  

 The events are scheduled to occur in April, August and November.  
 USDA said that the conference topics could include, but will not be limited to, the 

following:  
o Updates on the USDA’s Section 538 program activities; 
o Perspectives on the current state of debt financing and its effect on the Section 

538 program; 
o Enhancing the use of Section 538 financing with the transfer and/or preservation 

of Section 515 developments; and 
o The effect of Low-Income Housing Tax Credit program changes on Section 538 

financing.  
 The USDA plans to announce the conference dates and times via email to registered 

parties. 
 Those interested in registering for and participating in the conferences, or who would like 

additional information about the conferences, should contact Monica Cole at 202-720-
1251 or monica.cole@wdc.usda.gov.  

 Additional information about the conferences can be found in the March 20 Federal 
Register notice, which is available at www.hudresourcecenter.com.  

 
HUD Request for Comments: Public/Private Partnerships 

 The Department of Housing and Urban Development last week invited comments about 
information it collects related to public/private partnerships for mixed-finance 
development of public housing units.  

 The information that HUD collects, and is seeking comment on, relates to due diligence 
performed in order to approve the mixed-finance development of public housing prior to 
a financial closing and the start of construction or rehabilitation activities. 

 The 1998 Public Housing Reform Act allows the mixed-finance development of public 
housing units.  

 The act allows public housing authorities to create public housing projects using public 
housing grant or capital funds and non-HUD funds, subject to HUD’s approval.  

 The units are built to house a wide range of incomes and are designed to fit into the 
surrounding communities.  
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 At present, applicants describe the size, type and number of units, construction 
schedule, construction and permanent financing, property management, how public 
housing subsidies will be provided to the project and other operation plans.  

 HUD will accept comments on its information collection until April 18, 2012.  
 Additional information about the information collection can be found in the March 19 

Federal Register, which is available at www.hudresourcecenter.com.  
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HISTORIC TAX CREDIT NEWS 
 
Bill Clarifies Historic Rehabilitation Tax Credit Gains in Virginia  

 In Virginia, House Bill 531 was enacted earlier this month, clarifying the state tax 
treatment of income from certain historic tax credit transactions. 

 H.B. 531 was enacted on March 6 and takes effect on July 1.  
 The bill provides that any gain or income recognized under federal law from the 

allocation of the historic rehabilitation tax credit is not considered taxable gain or income 
for Virginia income tax purposes. 

 It would be nice to see laws like this one passed in other states. 
 A copy of Virginia H.B. 531 can be found online at www.historictaxcredits.com.  
 Questions about the bill can be directed to my partner Charlie Rhuda in our Boston 

office.  
  
 


