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In this week’s Tax Credit Tuesday podcast, Michael J. Novogradac, CPA, discusses provisions 

related to the low-income housing tax credits, new markets tax credits and renewable energy 

tax credit in President Obama’s proposed fiscal year 2014 budget. In other low-income housing 

tax credit news, he discusses a new qualified allocation plan for the Northern Mariana Islands. 

In other new markets tax credit news, he discusses guidance from the Community Development 

Financial Institutions Fund on reporting project information for projects involving multiple 

community development entities. In historic tax credit news, he discusses a proposed change to 

conservation easement rules that was included in the President’s budget proposal and the 

progress of a state historic tax credit bill in Indiana.  

 

 

Summaries of each topic:  
1. General News (2:19 – 4:40) Page 2 

2. Low-Income Housing Tax Credits (4:41 – 14:04) Pages 3-4 

3. Renewable Energy Tax Credits (14:05 – 14:56) Page 5 

4. New Markets Tax Credits (14:57 – 17:40) Page 6 

5. Historic Tax Credits (17:41 – 20:43) Page 7  

 

 
 
 
 
 
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.  
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 GENERAL NEWS 
 
Administration Releases Proposed Budget  

• As promised, last week the Obama administration released its proposed fiscal year 2014 
budget.  

• The proposal includes several of provisions of interest to the tax credit community, and I 
will discuss those in more detail later in today’s podcast.  

• In addition, the budget documents also included proposals to reform the tax code.  
• It was on those tax reform provisions that Ways and Means Committee Chairman David 

Camp focused in a hearing April 11.  
• Chairman Camp said he was encouraged that the president put forward a plan to tackle 

some of the challenges facing the tax code, but he said it doesn’t go nearly far enough.  
• Chairman Camp again called for eliminating special interest loopholes using that 

revenue to create a simpler, fairer tax code that lower rates.   
• The sole witness at that hearing, Treasury Secretary Jacob Lew, also highlighted the 

president’s tax reform proposals in his remarks.  
• Secretary Lew said that one of the most important pieces of the budget proposal was the 

$580 billion in additional revenue from tax reform that closes tax loopholes and reduces 
tax benefits for high-income taxpayers.  

 
Tax Writers Reiterate Commitment to Tax Reform  

• In related news, last week Chairman Camp and Senate Finance Committee Chairman 
Max Baucus wrote an op-ed in the Wall Street Journal entitled, “Tax Reform Is Very 
Much Alive and Doable.”  

• In that column the chairmen note that they have met regarding comprehensive tax 
reform every week Congress has been in session for the past two years and that they 
and their committees have held more than 50 hearings on the subject.  

• They also acknowledge that skeptics question the prospects for bipartisan tax reform 
and warn that turning tax reform into a political weapon could end up killing any chance 
at success.  
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LOW-INCOME HOUSING TAX CREDIT NEWS 
 
Administration Proposes Changes to LIHTC Rules 

• In its proposed budget for fiscal year 2014 the Obama administration proposes several 
changes to the rules governing low-income housing tax credits.  
1. Allowing states to convert some private activity bond volume cap into authority to 

allocate additional housing tax credits 
 For each $1,000 of PAB volume cap surrendered, the state would receive 

additional allocable LIHTCs for the calendar year equal to $1,000 × twice the 
4 percent tax credit percentage for December of the preceding calendar year. 
(3.16% for December 2012). 

 The aggregate amount of PAB volume cap that each state would be allowed 
to convert with respect to a calendar year is 7 percent of the PAB volume cap 
that the state receives for that year. 

 In essence, this provision would allow states that otherwise would use PAB 
cap to fund projects that also get tax credits but then the project owners will 
redeem the bonds, sometime after the project is placed in service, oftentimes 
after the end of the credit period, which is sometimes referred to as bond 
burning, as a way to get LIHTCs.  

 That bond burning has tremendous transaction costs. 
 This is a way of allowing a state to say we want to use these tax-exempt 

bonds to fund a tax credit project and then pay the bonds back.  
 You could just skip that and go straight to the tax credits.  
 Plus, the state would then have the luxury of taking those tax credits and 

allocating them to a project but then determine their maximum credit eligibility 
at the higher 9 percent credit percentage. 

2. Allowing LIHTC properties to comply with an income-averaging rule  
 This proposal has been included in previous budgets.  
 Under the proposal, at least 40 percent of the units in the project would have 

to be occupied by tenants with incomes that average no more than 60 
percent of AMI. No rent-restricted unit, however, could be occupied by a 
tenant with income over 80 percent of AMI; and, for purposes of computing 
the average, any unit with an income limit that is less than 20 percent of AMI 
would be treated as having a 20-percent limit. 

 This provision is intended to allow projects that are otherwise operating at a 
60 percent AMI level to have higher income tenants such that they could be 
paying higher rents and as a consequence add even lower-income tenants, 
who are getting charged even lower rents. 

3. Changing the formula used to determine 9 percent and 4 percent rates  
 Under the proposal, the discount rate to be used would be the average of the 

midterm and long-term applicable federal rates for the relevant month, plus 
200 basis points.  

 (However, the 30-percent present value credit rate for LIHTCs that result from 
bond financing would continue to be computed under current law.) 

 For example, for April 2013:  
 9 percent credit would be 8.26 percent versus 7.43%. 
 4 percent credit would be 3.54 percent versus 3.19%. 
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 With respect to these items, this 9 percent alternative calculation and the 
alternative calculation of the 4 percent, the broader LIHTC industry is 
excited that the president chose to address the issue of recognizing 
issues there.  

 I think for the most part, there’s not much agreement this is the right 
approach, or the right discount rates to be using, more on that later.  

4. Adding preservation of federally assisted affordable housing as an 11th selection 
criterion that QAPs must include.  

5. Making LIHTCs beneficial to real estate investment trusts (REITs).  
 This provision has also been included in previous budget proposals.  

 The proposal would permit a REIT that receives LIHTCs to designate as 
tax exempt some of the dividends that it distributes.  

 Dividends so designated would be excluded from the gross income of the 
shareholders that receive them.  

 The amount so designated could not exceed the quotient of the REIT’s 
LIHTCs for the year, divided by the highest corporate tax rate.  

 If there is insufficient E&P to pay this amount of dividends, the unused 
authority to designate tax-exempt dividends could be carried forward 
indefinitely.  

 Also, if a REIT or RIC is a shareholder that receives these tax-exempt 
dividends, the recipient could designate as exempt a corresponding 
amount of dividends that it distributes. In the case of any compliance 
failure, the REIT would be responsible for tax credit recapture as if it had 
used the credit to reduce its own tax liability.  

 Under the proposal, the passive-loss and at-risk rules would not apply to 
the receipt of the exempt dividends. 

 
QAP Approved for Northern Mariana Islands 

• Earlier this month, Northern Mariana Islands Gov. Eloy Inos approved a new two-year 
qualified allocation plan or QAP for Northern Marianas  and announced that $2.59 million 
in federal low-income housing tax credits will be available in 2013. 

• The Northern Marianas Housing Corporation administers the territory’s housing tax 
credit program.  

• The new QAP features notable additions and clarifications: 
o Extra points will be awarded for energy efficiency and green building. 
o All applicants must fund and submit a market study with their applications. 

• Northern Marianas began participating in the federal LIHTC program three years ago. 
• According to the IRS population estimates for 2013, Northern Marianas topped the list of 

seven states or areas that lost population in the past year.   
• The territory lost nearly 2,500 residents, or more than 4.6 percent of its population. 
• Despite the population decline, Northern Marianas still saw a $65,000 increase in 

LIHTCs available in 2013 because it qualifies for the small state minimum. 
• I encourage those of you interested in learning more about housing tax credit 

development in the Northern Marianas to contact Thomas Stagg in our Seattle office at 
thomas.stagg@novoco.com.  
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RENEWABLE ENERGY TAX CREDIT NEWS 
 
Budget Proposes Permanent PTC, Additional Manufacturing Credits 

• In its proposed budget for fiscal year 2014 the Obama administration proposes to 
permanently extend the production tax credit for renewable energy property and to make 
it refundable.  

o As proposed, property that is part of a facility otherwise eligible for the renewable 
electricity production tax credit for which construction begins after Dec. 31, 2013 
would be eligible for the refundable PTC. 

• The budget proposes an additional $2.5 billion in advanced energy manufacturing tax 
credits.  

o Applications for the additional credits would be made during the two-year period 
beginning on the date on which the additional authorization is enacted. 

• While these proposals are an encouraging sign of support from the administration, it’s 
worth noting that of all the tax credits I’ve discussed in today’s podcast, renewable 
energy incentives likely face the steepest uphill battle.  
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NEW MARKETS TAX CREDIT NEWS 
 
Administration Proposes Permanent New Markets Tax Credit 

• In its proposed budget for fiscal year 2014 the Obama administration proposes to 
permanently reauthorize the new markets tax credit in 2014, at a level of $5 billion of 
allocation authority per year 

o The administration estimates that $250 million per round will support financing 
healthy food options in distressed communities as part of the Healthy Food 
Financing Initiative. 

o The proposal also would permit NMTC amounts resulting from QEIs made after 
Dec. 31, 2012, to offset AMT liability. 

• The budget also proposes extending the CDFI Bond Guarantee Program by one year, 
through fiscal year 2015. 

• In addition, the administration also proposes a new Manufacturing Communities Tax 
Credit with $2 billion in tax credit authority in each of three years through 2016.   

o The tax credit would support investments in communities affected by military 
base closures or mass layoffs.  

o The credit could be structured using the mechanism of the New Markets Tax 
Credit or as an allocated investment credit similar to the Qualifying Advanced 
Energy Project Credit. 

 
CDFI Fund Releases Multi-CDE Guidance  

• In this month’s issue of the Novogradac Journal of Tax Credits, my partner Annette 
Stevenson writes about how multiple CDEs investing in the same new markets tax credit 
project can meet the new reporting requirements in Community Investment Impact 
System, or CIIS, 10.0.  

• In that column, she notes that the CDFI Fund planned to issue further guidance to 
provide additional clarification.  

• Last month the CDFI Fund circulated that guidance and last week it became available to 
the public.  

• A link to the information titled “Additional Instructions on Multi-CDE Reporting,” can be 
found online at www.newmarketscredits.com.  

• In addition, the NMTC Working Group is holding a special call in two weeks; this call is 
separate from its monthly meeting and is meant to discuss this guidance specifically.  

• The group will then submit comments to the CDFI Fund about the guidance.  
• If you’re interested in joining the NMTC Working Group, or if you have comments about 

the new guidance, please contact my partner Brad Elphick at 678.867.2333 or 
brad.elphick@novoco.com.  
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HISTORIC TAX CREDIT NEWS 
 
Administration Budget Proposes Changes to Conservation Easement Rules 

• The administration’s proposed budget for fiscal year 2014 doesn’t contain any provisions 
that would directly affect the historic preservation tax credit.  

• However, there are items of note in the budget regarding other historic preservation 
matters.  

• For example, the budget proposes restricting deductions and revising the rules for 
contributions of conservation easements for historic preservation.  

• The administration reports that “concerns have been raised that the deduction amounts 
claimed for such easements are excessive and may not appropriately take into account 
existing limitations on the property.” 

• Specifically, the administration proposes to disallow a deduction for any value 
associated with forgone upward development above an historic building.  

• The administration also proposes to require contributions of conservation easements on 
all historic buildings, including those listed in the National Register of Historic Places, to 
comply with a 2006 amendment that requires contributions of historic preservation 
easements on buildings in registered historic districts to comply with special rules 
relating to the preservation of the entire exterior of the building and the documentation of 
the easement contribution.  

 
Indiana Lawmakers Consider Changes to State Historic Tax Credit 

• It was a roller-coaster week last week for historic tax credit supporters in Indiana as 
legislation to amend the state historic preservation tax program underwent a number of 
changes.  

• For background, last month the Indiana Ways and Means Committee voted to expand 
the state historic tax credit by increasing the current $450,000 annual cap to $2 million 
for the first year and increase the cap gradually to $10 million by 2017. 

• As reported by The Statehouse File, a news website authored by Franklin College 
journalism students, the state Ways and Means Committee scaled back that legislation 
last week.  

• On April 8, the committee voted to amend H.B. 1318 so that the bill would raise the 
annual cap on the tax credit to $1 million.  

o Although the Ways and Means Committee approved this amendment, lawmakers 
had questions about the changes. 

o The committee sent H.B. 1318 to the full House for consideration and some 
lawmakers said they would support amendments to raise the cap further. 

• As amended, none of those tax credits would be directed to new projects; instead, the 
additional funds would be used to pay off credits awarded to past projects. 

o Because of the program’s current cap, investors on previous projects haven’t 
been able to claim the tax credits on their tax forms. 

• On April 11, lawmakers passed a proposal that would increase the cap to $2.5 million.  
• The proposal is now eligible for a vote by the full Indiana House.  

 


