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 (Intro music) 

Hello, it’s Tax Credit Tuesday. I’m Michael Novogradac and this 

is the Novogradac Report on Tax Credits, a weekly podcast on tax 

credit topics and news for affordable housing, community 

development and renewable energy professionals. 

  

Today is May 13th, 2008 and this week we will discuss the 
challenges of preparing market studies in light of the HUD AMGI 
revisions. We’ll also update you on the status of legislation 
introduced in California to allow the California state housing tax 
credit to be bifurcated from the federal low-income housing tax 
credit.  

Also, as a reminder, it is not too late to register for our New 
Orleans conference.  We have a Washington Wire panel where 
we will discuss the details of the LIHTC modernization bill, 
which is the most significant LIHTC legislation in nearly a 
decade.  I hope to see you there, the conference is later this 
week.  

 
But first, we have breaking news from Washington.   
On May 8, the House voted 266 to 154 to pass HR 3221, the 

American Housing Rescue and Foreclosure Prevention Bill of 2008. 

Before the final bill was approved, the House amended HR 3221 to 

include the provisions of H.R. 5720, the Housing Assistance Tax Bill 

of 2008 that Ways and Means Committee Chairman Charles B. 
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Rangel introduced last month. This second piece of the housing 

legislation includes the LIHTC modernization proposals and received 

strong bipartisan committee support. The House also included a 

series of provisions to provide better coordination between housing 

tax credits, multifamily housing bond programs and other housing 

programs under the Department of Housing and Urban Development 

as well as the Rural Housing Service.  

 

The provisions of H.R. 5818, the Neighborhood Stabilization 

Act, introduced on April 16 by Congresswoman Maxine Waters of 

California, were removed from the final bill before passage. Those 

provisions would have established a $15 billion loan and grant 

program for the purchase and rehabilitation of owner-vacated, 

foreclosed homes but the proposal was considered controversial by 

some and had drawn a veto threat from the White House. The Bush 

Administration has repeatedly stressed that the priorities for housing 

legislation should be FHA and GSE reform and has threatened to 

veto several other provisions included in the House stimulus package 

such as the first-time homebuyer tax credit. However, the Washington 

Post reported on May 9 that despite President Bush’s condemnation 

of the bill, White House officials seemed open to negotiations. 

In addition to the shadow cast by a possible White House veto, 

it remains to be seen how the House and Senate bills will be 

reconciled since they have very different housing stimulus proposals. 

We will continue to follow the progress of this housing stimulus 

legislation and keep you updated with news as it happens. In addition 



Novogradac Report on Tax Credits 
Transcript: May 13, 2008 

 

- 3 - 
www.novoco.com/podcast 

©Novogradac & Company LLP 2008 

to these weekly podcasts, Novogradac & Company chronicles 

developments in the affordable housing industry online at 

taxcredithousing.com and also sends breaking news e-mail alerts to 

subscribers of our free Industry Alert E-mail service. To sign up, just 

send an e-mail to CPAs@novoco.com. Subscribers also receive 

special offers and discounts on our premier products and events. We 

will also discuss what these developments mean to affordable 

housing investors, developers and owners attending Novogradac & 

Company LLP's Credit and Bond Financing Conference this week in 

New Orleans, so please join us.  

 

In a related development, the House is also expected to 
consider tax extender legislation soon.    

Last week, Ways and Means Committee Chairman Rangel told 

reporters that his committee would consider legislation this week to 

extend for one year several expired or expiring tax credits. Our 

sources tell us that the bill will include a one-year extension of some 

renewable energy tax provisions, and the New Markets Tax Credit. It 

appears that unfortunately the committee mark up will not happen this 

week but will be pushed back to next week. 

Complete details were not yet available at the time of this 

recording, but reports suggest the House version of tax-extender 

legislation will be narrower than the extension legislation currently 

pending in the Senate. Most notably, the House bill is not expected to 

include any provisions addressing the alternative minimum tax, or 
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AMT. Congressman Rangel said last week the House would address 

the AMT in a separate measure.  

CCH News reports that the total cost of the bill will be between 

$45 billion and $50 billion. Congressman Rangel told reporters that 

the package would be fully paid for but has not yet released details 

on the revenue offset provisions. 

As soon as the legislation is introduced we will post it online at 

www.newmarketscredits.com and www.energytaxcredits.com.  

 
Now let’s discuss this week’s first topic, the challenges of 

preparing market studies in light of the recent changes to area 
median gross income, also known as AMGI, as made by the U.S. 
Department of Housing and Urban Development, also known as 
HUD.  

Novogradac and Company has a large practice dedicated to 

preparing market studies on tax credit properties. As we have 

discussed in previous podcasts, in 2007 HUD used a new 

methodology to calculate area median income, also known as AMI, 

and related income limit data for metropolitan and non-metropolitan 

areas. In many areas, the 2007 figures were considerably lower than 

that of 2006—a decrease that caused a stir in the industry. Our 

market study group examined the effect of this change last year in a 

white paper titled Effect of HUD's Revised Income Calculations on 

Housing Tax Credit Properties: How Long Until Qualifying Incomes & 

Tax Credit Rents Rise? 
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Listeners may recall that in 2007, the number of areas where 

AMI decreased grew significantly. HUD continued to enforce its 

established policy of not allowing its published very low income, or 

VLI, amounts to decrease which meant many areas experienced flat 

VLIs. This was good, but the decrease in AMI was so significant that 

there was serious concern that some areas could face several years 

without an increase in VLI. 

The flat VLI levels created concern in the industry because 

certain properties may be unable make ends meet if expenses grow 

as rents remain flat, or potentially even decrease as utility allowances 

could rise. These concerns went beyond just the property level and 

cast a shadow over the future of many markets across the country.  

As part of preparing a market study, our market analysts look at 

the price at which the developer and owner can reasonably expect to 

rent each unit. This figure is based on calculating both tax credit rents 

and assessing market-rate rents. 

If market rents exceed tax credit rents, then tax credit rents are 

the maximum achievable rent levels. Conversely, if tax credit rents 

exceed market rents, then the market rents are the maximum 

achievable rents.   

A critical aspect of any market study, is also an assessment of 

the achievable rent levels, and to assess the achievable rent levels 

you need to assess the number of potential renters that have 

incomes low enough to qualify, but high enough to afford the targeted 

rents.  
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For areas where both the achievable rent is the tax credit rent, 

and the area experienced a decline in AMI in 2007 or 2008, revenues 

will remain constant for a period of time, or decrease slightly, while 

expenses likely increase, resulting in decreases in net cash flow. This 

affects the risk of the property. Investors and lenders naturally look at 

an asset with declining cash flow differently than one with stable or 

increasing cash flows.   

 

If you are interested in learning more about this topic, I invite 

you to purchase the 2008 update edition prepared by our markets 

study group of our white paper titled Effect of HUD's Revised Income 

Calculations on Housing Tax Credit Properties: How Long Until 

Qualifying Incomes & Tax Credit Rents Rise. The 2008 edition can be 

ordered using our secure online shopping cart at www.novoco.com 

slash products.  I also encourage to contact Blair Kincer or Brad 

Weinberg in our Washington, D.C. Metro office for additional details 

on market studies. 

 
Turning to this week’s second topic, let’s check the status 

of legislation introduced in California regarding the state LIHTC.  
Last week we told you about a bill that has been introduced in 

California to allow the state LIHTC to be bifurcated from the federal 

low-income housing tax credit. While some states allow their housing 

tax credits to be bifurcated, or separated from federal credits, several 

states including California, do not. Bifurcation allows tax credit 

investors to either buy the state or federal credit, or they can still buy 
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both, depending on their tax situation. Bifurcation is often preferred by 

sponsors or syndicators because it makes it easier to sell the state 

credits by offering them to those who are not looking for federal 

credits.  It also makes it easier to sell the federal credits, as they can 

be offered to investors that do not demand the state credits.  Simply 

put, bifurcation expands the universe of potential investors, which 

increases the demand for both the federal and the state credits.  This 

increased demand results in higher pricing paid for the credits and 

more housing gets built.  

 

Last year California Senate Bill 713 was introduced and 

included provisions to allow the California LIHTC to be bifurcated as 

well as provisions to simplify and standardize the state Farmworker 

Housing Tax Credit program. That bill was held in the Assembly 

Appropriations Committee suspense file. The “suspense file” is a 

process used by the committee to determine the cost implications of 

a piece of legislation. This year, the bifurcation and farmworker 

provisions have been separated and reintroduced as two new 

bills. The bifurcation provisions were reintroduced as SB 585 and it’s 

expected the bill will be considered at a hearing of the Assembly 

Revenue and Taxation Committee in early June.   

A copy of SB 585 can be found on the State Legislation page at 

taxcredithousing.com. Novogradac & Company is currently drafting a 

letter of support for SB 585 and we encourage others, particularly our 

listeners, to express their views on the measure as well.  
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Well, that brings us to the end of this week’s Report on Tax 

Credits. This podcast is brought to you each week by Novogradac & 

Company, a national accounting, valuation and consulting firm 

focusing on affordable housing and community development. 

Previous podcasts are archived online at www.novoco.com.  

 

We also encourage listeners to submit comments on the topics 

they would like to hear more about on our weekly podcasts. We have 

added links on the Podcast page at novoco.com that listeners may 

use to send us an email or submit topic suggestions.  

 

Please join us again next Tuesday when we will  

Bring you the latest news regarding the housing stimulus 

package being negotiated in Congress as well as an update on the 

extender legislation in the House 

and  

We will discuss the key details and deadlines regarding the 

recently released $1 billion HUD Super NOFA  

 

This is Michael Novogradac and I’ll be back next Tuesday. 

Thanks for listening.  

(Outro music) 

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. 
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