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In this week’s Tax Credit Tuesday podcast, Michael J. Novogradac, CPA, reminds listeners 

about President Obama’s soon-to-be-released fiscal year 2014 budget and upcoming 

congressional hearings and alerts listeners to a potential change in the business interest 

deduction and an upcoming U.S. Department of Housing and Urban Development oversight 

hearing. In low-income hosing tax credit news, he discusses Novogradac & Company’s new 

analysis of the effect of tax reform on the LIHTC and provides some preliminary analysis about 

the 2013 population figures released last week. In historic tax credit news, he covers the latest 

in the Historic Boardwalk Hall case and an extension of the New York HTC program. In new 

markets tax credit news, he discusses bills in California and Arkansas that would create state-

level NMTC programs. Finally, in renewable energy tax credit news, he discusses a recent audit 

of the advanced energy manufacturing tax credit and a rulemaking hearing for Oregon’s 

business energy tax credit.  

  

Summaries of each topic:  
1. General News (2:05 – 8:30) Pages 2-3 

2. Low-Income Housing Tax Credits (8:31 – 14:50) Pages 4-5 

3. Historic Tax Credits (14:51 – 17:10) Page 6 

4. New Markets Tax Credits (17:11 – 21:03) Pages 7-8 

5. Renewable Energy Tax Credits (21:04 – 25:24) Pages 9-10 

 

 

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 adviser.  

 

© Novogradac & Company LLP, 2013. 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 email to cpas@novoco.com.  
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GENERAL NEWS 
 
President to Release Budget April 10 

• In related news, in just more than one week, President Obama is scheduled to release 
his budget proposal for fiscal year 2014.  

• When that information is published, we will post it online at www.novoco.com and I will 
likely share some of my initial thoughts on my blog at novogradac.wordpress.com.  

• So stay tuned.  
 
Congressional Calendar  

• Congress returns to session next week, after spending this week and last in their home 
states and districts.  

• Starting this month, and for the next several months, the Senate Finance Committee is 
expected to hold a series of hearings.  

• The topics will include  
o April 11: Small business, corporate investment and innovation; 
o April 15: Families, education and opportunities; 
o April 25: Infrastructure, energy, and natural resources; 
o May 9: Types of income, investment, and tax structures; 
o May 23: International competitiveness; 
o June 6: Economic and community development; 
o June 13: Tax exempt organizations and charitable giving;  
o June 20: Non-income tax issues 
o and other topics. 

• It’s possible that the discussions at these hearings will influence the committee’s efforts 
on tax reform, so Novogradac & Company will monitor these hearing and I will report in 
future podcasts about relevant developments.  

 
Deductibility of Interest Expense 

• I also want to give a hat tip this week to the law firm Williams and Jensen. 
• In their Washington update published on March 28, they noted that the debt equity and 

capital working group within the Ways and Means Committee is considering changes to 
the business interest deduction. 

• Specifically they report that last week it was reported that law makers are exploring ways 
to limit the tax deductibility of interest payments for businesses. 

• Reportedly, they note, Reps. Kenny Marchant , R-Texas, and Jim McDermott, D-Wash., 
were looking into some of the benefits and drawbacks of raising taxes and corporate 
debt as part of their work on the House Ways and Means Committee’s debt equity and 
capital working group for tax reform. 

• Now this is also something, the deductibility of interest expense that appears to be being 
explored by the Senate Finance Committee as well. 

• Why do I mention the deductibility of interest expense?  
• There’s a push towards tax reform that involves broadening the base and lowering the 

rate, there’s a lot of attention paid to tax expenditures, and limiting them as a way to 
broaden the base and lower the rate. 

http://www.novoco.com/
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• However, there are a number of items that are not considered tax expenditures that 
would be revenue raisers. 

• The deductibility of interest expense for businesses is such an item.  
• For instance, in 2009, corporations, according to the IRS, deducted roughly $1 trillion in 

interest expense.  
• That means that they saved approximately $350 billion a year in taxes by deducting that 

$1 trillion in interest expense. 
• So if there is any pare back of the deductibility of that business interest expense, there 

would be a significant increase in revenue that would pay for lower rates. 
• I also note that that $1 trillion in interest expense doesn’t include interest expense 

deducted by partnerships, S Corporations and individuals that are claiming business 
interest expense deductions on their Schedule Cs and their 1040s.  

• This is an area that has a lot of potential to raise revenue to broaden the base and lower 
the rate. 

• It also has some attraction to many who believe corporations might be over leveraged 
and if you limit the deductibility of interest expense, you might reduce the leverage ratio 
and provide more equity financing to help get through difficult business times or survive 
the business cycle. 

• So keep that in mind as tax reform debate continues.  
• And many of you will remember that I have written about that on my blog, the 

significance of interest expense and that as a possible way to help raise revenue to pay 
for lower rates. 

HUD Oversight Hearing 
• And then I’ll close this general introduction part of the podcast with a note that this Friday 

April 5, there is going to be a HUD oversight hearing.  
• The House Financial Services Committee’s Oversight and Investigation Subcommittee 

will have a hearing that, and this is a quote, will examine reports of waste, fraud and 
abuse in the Department of Housing and Urban Development.  

• We’ll listen in on that hearing and report back next week of any particular developments 
that come out of the hearing.   
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LOW-INCOME HOUSING TAX CREDIT NEWS 

 
Forthcoming Analysis to Show How Tax Reform Would Affect the LIHTC  

• Speaking of tax reform, I have an announcement about some interesting analysis that 
Novogradac & Company recently conducted.  

• As listeners likely know, even if the low-income housing tax credit itself emerges from 
tax reform unchanged, other changes to the tax code would affect the LIHTC.  

• To gauge the effect of tax reform outcomes on LIHTC pricing and yields, Novogradac & 
Company ran a series of calculations using an investor internal rate of return model 

• Our calculations examine the effect of various tax code changes on 9 percent 
investments and 4 percent tax-exempt bond investments.  

• We ran a number of scenarios to consider various possible outcomes, using the 
following factors:  

o Four top tax rates, with 35 percent at the high end, 25 percent at the low and two 
rates in between,   

o A range of equity prices from $0.75 to $1.05,  
o And two depreciation periods: the current 27.5 year depreciation, and a proposed 

40 year depreciation period.  
• Novogradac & Company is finalizing this analysis and our findings will be released in the 

coming weeks.  
• In the meantime, I can report that our evaluation confirmed my previous hypothesis that 

lower top corporate tax rates would result in lower LIHTC yields and create downward 
pressure on LIHTC pricing.  

o For example, our analysis shows that for a 9 percent volume cap new 
construction investment, assuming investors need to achieve the same yields 
after tax reform as they did before, a drop in the top tax rate from 35 percent to 
25 percent would reduce price per dollar of LIHTC between 5 and 8 cents.   
 For the equity market as a whole, this could mean a loss of $500 million 

to $1 billion dollars in equity used to finance affordable rental housing. 
o On the other hand, if investors were willing to pay the same price for tax credits, 

we found that a drop in the top tax rate from 35 percent to 25 percent could 
reduce yields for a 9 percent volume cap new construction investment by 105 to 
130 basis points.  

o Layering in the effect of extending depreciation periods would further exacerbate 
the lower pricing, reduction in equity raised and/or lower investor yields.   

• Stay tuned for the release of the complete analysis, which will feature our findings in 
more detail.  

 
Population Figures Released 

• Now let’s turn to updated population numbers.  
• At the end of last week, the IRS released updated population numbers that are used by 

states and possessions of the United States to calculate the amount of low-income tax 
credits and private activity bonds that they can issue. 

• Overall, the population increased from 315.67 million people to 317.9 million people 
• That’s an increase of roughly 2.3 million people, or about 0.72 percent. 
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• Now if you look among various states and District of Columbia, you will find that in 
percentage terms, the greatest increase of population was in the District of Columbia, 
with 2.32 percent increase in population.  

• North Dakota, Texas, Wyoming, and Colorado rounded out with North Dakota growing at 
2.2 percent, Texas one and a half percent, Wyoming 1.45 percent and Colorado at an 
increase in population of 1.38 percent.  

• Now if you turn instead of percentage growth but nominal growth, the sheer number of 
people, you might think that California would be first, given the large population in 
California, but you’d be wrong. 

• But if your second guess might be Texas, then you’d be right.  
• Texas had an increase of 384,000 people. That’s a one and a half percent increase for 

Texas. 
• California did have an increase in population of 349,000 people, followed by Florida at 

260, 000, New York at 105,000, and then Georgia rounds out the top 5 with a 104,000 
increase in population. 

• Now if you’re wondering if any states had a decrease, 3 states actually had a decrease 
in population, albeit fairly minor.  

• Those 3 states are Rhode Island, Ohio and Vermont. 
• And just to give you a sense, when I say small, Rhode Island shows a decrease of 1,010 

people, Ohio 726 people, and Vermont 420 people.  
• Now I would also note that there are other areas that did have a decrease: Puerto Rico, 

Northern Mariana Islands, Virgin Islands, and American Samoa.  
• And in all the other areas, it showed an increase. 
• Now next week, we’ll have information on the actual amount of tax credits and private 

activity bonds that’ll be available and how much more is available than the previous 
year. 

• And the reason why we can’t give you the numbers immediately is we do have to go 
back and calculate which states in the past have been using the small state minimum 
that may have grown out of using the small state minimum or what states may have had 
a small enough growth in income that they fell back in to the small state minimum. 

• Once again, we’ll have those statistics next week. 
• And if you have any other insights on the population numbers that you’d like to share, 

please send an email to cpas@novoco.com 
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HISTORIC TAX CREDIT NEWS 
 
Historic Boardwalk Hall Update  

• Late last month, the IRS requested and was granted a second extension to file its 
response in the United States Supreme Court to the Petition for a Writ of Certiorari in 
Historic Boardwalk Hall v. Commissioner.   

• This case has had significant impact on the historic tax credit community, so its 
consideration before the Supreme Court would be an important development.  

• The IRS response was originally due Feb. 22, and then an extension was granted until 
March 25.  

• With this second extension, the IRS response is due April 24.  
• We will continue to monitor this case, and I’ll report in future podcasts as the situation 

progresses.  
 
New York Bill Extends State HTC 

• New York State legislators passed a budget bill last week, part of which extends the 
state historic rehabilitation tax credit program through 2020. 

• Listeners may recall that in a recent report, the National Park Service noted that state 
level historic tax credits play an important role.  

o The Park Service wrote, quote, “in areas with a new or expanded state or local 
tax credit, federal tax credit application activity has typically increased.” 

• Senate Bill 2609D provides a 20 percent state rehabilitation tax credit and a $5 million 
tax credit project cap for commercial rehabilitations done before 2020.  

• After 2020, the tax credit will be reduced to 6 percent credit and will have a per-project 
tax credit cap of $100,000.  

• Qualifying projects must be located within a census tract identified as being at or below 
100 percent of the state median family income. 

• The legislation also extends the historic homeowner tax credit program, which provides 
a project up to $50,000 in 20 percent credits, through 2020. 

• Gov. Andrew Cuomo was expected to sign the budget bill into law yesterday, April 1. 
• You can find a copy of the bill at www.historictaxcredits.com.  
• If you have questions about the New York state historic tax credit, please call my partner 

Charlie Rhuda in our Boston office.  
 

http://www.historictaxcredits.com/
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NEW MARKETS TAX CREDIT NEWS 
 
Lawmakers to Consider State NMTC  

• Last week, California Assembly Bill 305 was referred to the Jobs and Economic 
Development Committee.  

• AB 305 was introduced by Rep. V. Manuel Perez in February.  
• The bill proposes the creation of a state New Markets Tax Credit Program.  

o The measure would allow up to $30 million in tax credits to be allocated each 
year.  

o The total state new markets tax credit allocations would be capped at $200 
million between Jan. 1, 2013 and Jan. 1, 2020.  

• This proposal is significant because according to some estimates, states with state-level 
new markets tax credits have successfully leveraged $13 in federal New Markets Tax 
Credit for every dollar of state credits initially allocated for the state program. 

• So the creation of a state new markets tax credit could mean a significant boost to 
community development in the state.  

• The text of the bill also suggests that the state consider prioritizing a portion of the 
California new markets tax credit to encourage private investment in areas that face 
multiple challenges in attracting investment capital.  

o AB 305 suggests that private investment in the state new markets tax credit 
would help stimulate job creation and generate economic activity in order to 
shorten the current recession and promote permanent economic recovery. 

• The program would be administered by the California Tax Credit Allocation Committee, 
which many listeners know is already responsible for administering the low-income 
housing tax credit program in the state.  

• A copy of AB 305 can be found online at www.newmarketscredits.com.  
 
Arkansas NMTC Introduced 

• In similar news, on March 20, Arkansas Assemblyman Darrin Williams introduced HB 
1832, the New Markets Jobs Act of 2013.  

• The bill would create an Arkansas New Markets Development Tax Credit.  
• When Rep. Williams introduced the bill, he tweeted that the proposal would create jobs 

in Arkansas.   
• The program would be based on the federal NMTC program and would be administered 

by the Arkansas Economic Development Commission.  
• Community development entities that have been certified by the Community 

Development Institutions Fund and that include Arkansas as part of their service area 
would be eligible for state tax credits  

• The state tax credit would be used to encourage community development investments in 
Arkansas and would the same definition of qualified active low-income community 
business as the federal program.  

• Additionally, to be qualified businesses would be required 
o to meet the Small Business Administration’s size eligibility standards  
o and to agree to retain or create jobs that pay an average wage of 115 percent of 

the federal poverty income guidelines for a family of four for the census tract 
where the business is located.  

• Investors would receive the following benefits: 
o In years one and two, investors would not claim any tax credits. 

http://www.newmarketscredits.com/
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o In years three, four and five, investors would claim tax credits for 12 percent of 
their investment. 

o In years six and seven, investors would claim tax credits equal to 11 percent of 
their investment.  

• The same events that trigger recapture of the federal NMTCs would trigger recapture of 
the proposed state tax credits.  

• The state would be allowed to certify up to $166 million in tax credits each year and the 
credit compliance period would be seven years.  

• According to a fiscal impacts analysis from the Department of Finance and 
Administration, dated March 27, the bill would have no revenue impact in fiscal years 
2014 and 2015. 

o In fiscal years 2016-2018 the estimated revenue impact would be $19.92 million 
annually. 

o In fiscal years 2019 and 2020 the estimated revenue impact would be $18.26 
million. 

• The bill passed unanimously in the House on March 25. 
• At the time of this recording, the bill had been referred to the Senate Committee on 

Revenue and Taxation. 
• We’ll keep you updated on this bill as it moves through the state Senate.  
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RENEWABLE ENERGY TAX CREDIT NEWS 
 
Treasury Inspector General Audits 48C Program  

• And now for a tax credit that we don’t talk about very often on Tax Credit Tuesday: 48C, 
the Advanced Energy Manufacturing Tax Credit. 

• On March 21, the Treasury Inspector General for Tax Administration, or TIGTA, released 
an assessment of the IRS’s interpretation of Section 1302 of the American Recovery and 
Reinvestment Act. 

• Section 1302 established the energy manufacturing tax credit program and provided 
$2.3 billion in credits. 

o 48C tax credits are allocated to manufacturers for qualified projects, such as 
expanding solar panel production and constructing wind turbine components. 

o Projects are eligible for a 30 percent credit of the qualified expenditures 
• Under the initial round of tax credit awards, the federal government awarded tax credits 

to 183 projects. 
o Listeners likely recall that in February, the Department of Energy and Treasury 

Department announced that they would be awarding an additional $150 million in 
energy manufacturing tax credits. 

• The Chairman of the House Committee on Science, Space and Technology, 
Subcommittee on Investigations and Oversight asked TIGTA to review the program. 

• TIGTA performed the review between July and December 2012. 
• The auditors found: 

o As a result of IRS attempts to simplify program guidance so it would be more 
easily understood as well as efforts to ensure equitable credit distribution, 
inconsistencies exist between issued guidance and the law governing the 
program. 
 However, TIGTA said that these inconsistencies did not affect the IRS’s 

compliance with the Internal Revenue Code when awarding credits. 
o The IRS and the Department of Energy determined that they were not limited to 

the criteria stated in The Recovery Act, but that they could use additional criteria 
when awarding credits. 

o The Department of Energy used those additional criteria to rank projects and 
provide recommendations for awards. 

o The IRS awarded credits based on the Department of Energy’s 
recommendations. 

• Despite the uncertainty and inconsistencies, TIGTA did not make any recommendations 
for change. 

• While the 48C program is temporary and not tied directly to the investment tax credit or 
the production tax credit, in today’s deficit conscious Congress, the reputation of 
renewable energy program’s as a whole is increasingly important, so it’s generally 
positive to have an audit of a renewable energy program that finds no significant errors 
or issues.  

• You can find a copy of the assessment on the Treasury Inspector General for Tax 
Administration’s website. 

 
Oregon Energy Tax Credit Hearing 

• In more state level news, the Oregon Department of Energy is holding a public hearing 
for the Business Energy Tax Credit, or BETC, program.  
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• The legislature replaced the BETC program with the Energy Incentives program in 2011, 
but the BETC program doesn’t officially end until July 1, 2014. 

• On April 24, the state Department of Energy will hold a rulemaking hearing for the 
program.  

• The hearing is a follow-up to an advisory committee meeting that the department held in 
February to gather input on proposed rule changes.  

• The changes primarily address three things: 
1. The application deadline for the July 1, 2014 program sunset; 
2. The expansion of the transfer process; and 
3. Making permanent the Nov. 16, 2012 temporary rule defining what constitutes 

use of the tax credits, rendering the credits nontransferable.  
 The Nov. 16 rule would prohibit an applicant from transferring a portion of 

a project’s credits. If the owner uses any of the credits, then all of the 
credits would be considered used.  

• Several other changes were proposed at the Nov. 16 meeting to bring the program rules 
in line with the sunset date. 

• You can review all the proposed changes on the Oregon Department of Energy’s 
website.  

• The public can provide oral testimony on the proposed rules at the hearing and those 
who cannot attend the hearing in person will have the opportunity to call in and 
participate. 

• The Department of Energy will also accept written comments via email until 5 p.m. 
Friday, April 26.  

• The Department of Energy plans to file the final permanent rules in May.  
 

  
 


