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In this week’s Special Tax Reform Edition of the Tax Credit Tuesday Podcast, Michael J. 

Novogradac, CPA, discusses the significance of the Republican tax reform framework released 

last week and what it could mean for the affordable housing, community development, historic 

rehabilitation and renewable energy communities. After that, he discusses the next steps and 

what listeners can expect if or when tax reform is enacted. Along the way, he shares some 

insights into how these proposed changes could affect various tax credit communities. He 

invites listeners to submit questions or other insights to cpas@novoco.com. 
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SPECIAL TAX REFORM EDITION 

Background 

 In my opinion, last week was the most monumental week for the prospect of enacting tax 
reform in many years.   

 The Republicans goal to enact tax reform before the end of this calendar year took a big 
step forward last week, with the joint release of a unified tax reform framework. 

 Now the last, the prior, big step forward, though it actually landed with a loud thud, was 
when former House Ways and Means Committee Chairman Dave Camp released his 
discussion draft 3.5 years ago. 

 Then speaker of the House, John Boehner, in response to a question about the Camp 
discussion draft, said, and I quote, “‘Blah, blah, blah, blah.’  

 Those weren’t exactly the comments needed to move tax reform forward. 

 Chairman Camp did though later introduce the discussion draft as H.R.1, the Tax 
Reform Act of 2014, just a few weeks before he retired from Congress. 

 Chairman Camp said at the time that he hoped the bill would “spur further action” on tax 
reform in the upcoming 114th Congress.   

 Fast forward to where we are today and quite a bit has changed since then. 

 We are now nearing the halfway point of the 115th Congress. 

 Republicans have gained control of the White House and the Senate, in addition to 
maintaining the majority in the House. 

 And we have a president who campaigned on the promise of swift tax reform.   

 And a speaker of the House who has advocated for tax reform for many, many years. 

 Coming into 2017, the right pieces seemed to be in place for tax reform to finally 
happen.  

 And yet, several obstacles have derailed tax reform efforts on more than one occasion. 

 Most notably: Republicans have failed many times to repeal and replace the Affordable 
Care Act, also known as Obamacare. 

 Meanwhile, tax reform took a back seat as healthcare reform took up an incredible 
amount of time and effort. 

 The ultimate failure of healthcare reform put a strain on bipartisan cooperation, as well 
as revealing divisions within party lines, leaving tax reform in a tough spot. 

 On top of that, Republicans had no unified tax reform principles. 
o At least not until now.  

 The nearest Republicans came to a tax plan outline was the House Republicans’ “A 
Better Way” blueprint that was released last year by Speaker Paul Ryan. 

 And the White House this past April did release a one-page document outlining the 
administration’s tax reform goals. 

 That was followed by a one-page Big 6 statement in July officially abandoning the border 
adjustment tax proposal. 

 So, the tax reform framework that the GOP leaders released jointly on Wednesday is 
very significant progress. 

 The document was largely drafted by the so-called Big 6 of tax reform. 

 So who are the Big 6? 
o Well we have the leaders of both chambers of Congress: 

 House Speaker Paul Ryan and Senate Majority Leader Mitch McConnell 
o We have the heads of the two tax-writing committees: 
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 Ways and Means Committee Chairman Kevin Brady and Senate Finance 
Committee Chairman Orrin Hatch. 

o As well as two senior administration economic policy officials: 
 Treasury Secretary Steven Mnuchin and White House National Economic 

Council Director Gary Cohn. 

 Together, the Big 6 worked to find an agreement that the House, Senate and White 
House can stand behind. 

Framework 

 With all that as background, let’s take a closer look at what the framework actually 
contains. 

 The headline on the business side, or at least the corporate business side, is lowering 
the top corporate tax rate from 35 percent down to 20 percent. 

 That by the way was the rate proposed by Speaker Ryan’s “A Better Way” blueprint last 
year. 

 President Trump had been campaigning for a 15 percent rate. 

 Director Cohn told CNBC on Thursday last week that Trump is not willing to negotiate a 
tax rate higher than 20 percent. 

 Republicans have long touted a lower corporate tax rate as a way to make American 
businesses more competitive with their foreign counterparts. 

 The framework also calls for the repeal of the corporate alternative minimum tax. 
o I should note, if Congress decides to retain the new markets tax credit (NMTC), 

then the repeal of the corporate AMT would increase investor interest in the 
NMTC. 

 For individuals, the top tax rate would be at least 35 percent. 
o I say at least because there’s a possibility of an additional high tax rate for higher 

income taxpayers. 

 Republicans have also called for partnership, S corporation and schedule C income to 
be taxed at a lower pass-through rate of 25 percent, as well as adopting anti-abuse 
measures to ensure that personal service income and wages are not re-characterized as 
pass-through or schedule C profits and taxed at the lower 25 percent rate. 

 Under the framework, there would be also a five-year temporary allowance of full and 
immediate expensing of new property investments made after Sept. 27 of this year. 

o I’ll say that again, full expensing over the next five years for investments made 
after Sept. 27. 

o However, structures, think buildings, would not be eligible for expensing.   
o And land would still be non-deductible and non-depreciable. 

 One of the reasons why this provision would expire after five years is to lower the 
budgetary cost over 10 years. 

 The framework also proposes to limit business interest deductibility for corporations to 
net interest income.   

 They’re also proposing to consider similar interest expense limitations, business interest 
expense limitations, for other taxpayers. 

 The framework encourages the tax-writing committees to also consider ways to reduce 
the double taxation of corporate earnings.  

 Here, you should think a dividends paid deduction equal to some percentage of 
dividends paid. 

 That’s something that Sen. Hatch is a proponent of. 
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 As a matter of fact, at last month’s Senate Finance Committee hearing on business tax 
reform, Sen. Hatch expressed his support for a corporate integration system that 
provides a dividends-paid deduction. 

 Advocates of corporate integration say it creates parity between the effective rate on 
corporate income and partnership income allocated to individuals. 

Tax Credit Outlook 

 So the big question is, what does the framework mean for tax credits? 

 As the framework stands, the outlook for tax credits is a mixed bag. 

 We’ll start with the good news. 

 The low-income housing tax credit (LIHTC) is one of two corporate tax credits that are 
explicitly retained. 

o The other one, to no surprise, is the research and development credit. 

 The framework said that the LIHTC has, and I quote, “proven to be effective in promoting 
the policy goals important to the American economy.” 

 This recognition is a tremendous achievement for the affordable housing community. 

 And now, the bad news. 

 The bad news is that Republicans leaders “envision” that most other business tax credits 
would be ended. 

 That would include the NMTC, historic tax credit (HTC) and the renewable energy 
production and investment tax credits (ITCs). 

 Though, the thinking is the NMTC and renewable energy tax credits (RETCs) would 
continue their phase-out or phase-down as agreed to a few years ago in the Path Act. 

 The HTC would presumably be phased out in a manner somewhat similar to that 
proposed in the Camp bill, a year to buy a historic property and two years to place the 
rehabilitation expenditures in service. 

 And while the framework does preserve the municipal bond tax exemption, it’s currently 
not entirely clear whether the tax exemption for private activity bonds is preserved. 

 Private activity bonds are a category, a sub-category, of tax-exempt municipal bonds. 
o You may recall, in Camp’s tax reform bill, he preserved the municipal bond 

exemption for most tax-exempt bonds. 
o However, Camp pointedly did not preserve the exemption for private activity 

bonds, including tax-exempt multifamily bonds. 
o You may know, tax-exempt multifamily bonds finance about 40 percent of all 

LIHTC affordable homes. 
o Last month, the Council of Development Finance Agencies reported a record $14 

billion in 2016 multifamily bond issuance, more than two-thirds of all private 
activity bonds issuance in 2016. 

 I should note the framework does leave some wiggle room for the tax-writing committees 
to retain these tax credits, as well as private activity bonds. 

o That is, if they can fit budgetary constraints under budget reconciliation. 

 The NMTC and HTC by the way, have a fairly small budgetary impact.  

 RETCs have a comparatively, notably larger cost. 

 In many cases, the programs, arguably can pay for themselves. 

 So I do think advocates have a solid case for retaining these programs in a post-reform 
code. 

 These tax credits have bipartisan support and they have many supporters in both tax-
writing committees. 
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 So, there’s very good reason for hope. 

 Another question that should be considered is what are the indirect effects of tax reform? 

 Sometimes provisions that don’t specifically mention tax credits or bonds can still have a 
huge effect on them. 

 For one thing, the framework calls for replacing the consumer price index inflation factor 
with a chained CPI. 

 This move would reduce future LIHTC and private activity bond allocations. 

 A chained CPI could also potentially affect the NMTC if the program were retained and 
made permanent. 

 Another example is that even though the LIHTC is retained in the framework, a lower 
corporate tax rate would greatly reduce the tax credit’s value. 

 Novogradac & Company has done several studies as to how a lower corporate tax rate 
would adversely affect how much equity can be raised through the LIHTC. 

 By our calculations, lowering the top corporate rate could reduce the amount of equity 
available to build affordable housing by $2.2 billion or more per year. 

 The good news is that are ways to offset these negative effects. 

 One proposal involves two steps. 

 Step one is to increase the amount of allocable LIHTCs. 

 Our most recent estimates show that if the corporate rate were reduced to 20 percent, 
LIHTC allocations would need to increase by 14.5 percent just to maintain the level of 
affordable rental housing production nationwide that we get today. 

 Step two is to modernize the credit percentage formula. 

 That would ensure that all developments are financially feasible under a lower corporate 
tax rate. 

 These solutions are described in more detail on my Notes from Novogradac blog. 

 There are many, many other indirect effects. 

 Tax credit programs are based on raising equity from investors based on delivering tax 
benefits, beyond the tax credits themselves.   

 So full expensing, for example, would be a positive benefit for many investors, though 
certainly not all. 

 A limitation on interest expense deductibility would adversely affect investment yields for 
many, if not most, tax credit investors. 

 There’s also considerable discussion of disallowing individual state and local income tax 
deductions, as well as property and sales tax deductions.   

 Well if this were to occur, somewhat surprisingly, many state tax credit programs might 
see additional benefit, in the sense that you’re not foregoing a state tax deduction 
anymore, like you are today. 

 This is a good time for me to discuss a global question. 
o A question I get frequently.   
o How will tax reform affect corporate investor demand? 

 Well for starters, I would like to point out that currently, corporations are expected to pay 
about $3.9 trillion dollars in taxes over the next ten years (that is, the years 2018 through 
2027, according to the Congressional Budget Office.) 

 If you assume, as we’ll discuss more later, the Republicans cut taxes by $1.5 trillion over 
the next ten years, this $1.5 trillion being on a static score basis, and if you assume half 
of that, or about $750 billion goes to corporations, which might be a little high, well then 
that baseline revenue of $3.9 trillion, drops to closer $3.2 trillion dollars.  
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 This $3.2 trillion dollars being on a static score basis. 

 I say static score because that $3.2 trillion dollar-estimate wouldn’t be taking into 
account any macroeconomic effects that leads to higher GDP growth, resulting in more 
corporate tax revenue. 

 So the conclusion then for me is that plenty of corporate tax revenue should remain, 
such that plenty of tax credit investor appetite should be there. 

 But a big note of caution. 

 Individual industries and individual corporate taxpayers more particularly, could find 
themselves benefiting more greatly than others, such that the tax credit investor market 
would most certainly see some degree of shifting, and it could be a substantial degree of 
shifting.    

 We’ll report more on that in the weeks and months ahead to the extent that tax reform 
progresses more seriously.  

Next Steps 

 So now, let’s talk about what it will take to get tax reform legislation across the finish line 
before the end of the calendar year. 

 Last week’s framework will be a starting point for the House and the Senate tax-writing 
committees as they work on a tax bill in the coming weeks and months. 

 At the same time, Congressional leaders are focused on passing a budget resolution. 

 Republicans hold a narrow majority of 52 seats in the Senate. 

 60 votes are needed for a filibuster-proof majority. 

 A budget resolution with instructions for reconciliation would allow Senate Republicans 
to pass tax reform on a simple majority vote. 

 The Senate Budget Committee on Friday released a fiscal year 2018 budget resolution. 

 Meanwhile, the full House is expected to consider the House Budget Committee-passed 
fiscal year 2018 budget resolution this week. 

 As expected, both budget resolutions include reconciliation instructions that would allow 
Republicans to pass tax reform without any Democratic votes. 

 For Republicans, enacting a budget resolution is crucial to tax reform. 

 Without it, Senate Republicans simply don’t have enough seats to pass tax reform on a 
party-line vote. 

 We do expect a vote on the budget resolutions this week and expect both versions to 
pass. 

o Though this could change at any moment. 

 However, while both contain tax-reform reconciliation instructions, the House Budget 
Committee-passed resolution and the draft resolution released by the Senate Budget 
Committee do differ in significant ways. 

 Those differences would need to be reconciled, perhaps through a House-Senate 
conference committee, before the tax reform reconciliation instructions would be in 
effect. 

 Another thing to consider is that reconciliation has rules about how much a bill can add 
to the deficit after the first decade.  

 The proposed Senate budget resolution would allow the Senate Finance Committee to 
reduce revenues and change outlays to increase the deficit by up to $1.5 trillion over the 
next 10 years. 
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 However, in order for tax reform to be considered under budget reconciliation, tax reform 
cannot add to the deficit after the first 10 years. 

 That segues to the next item on the Republican to-do list: Finding a way to pay for their 
tax plan, particularly in those out years. 

 Analysts have estimated how much the tax rate reductions and other revenue-losing 
framework provisions will cost. 

 Those estimates range from about $1.5 trillion to $4 trillion over 10 years. 

 Now in my opinion, many of the revenue raising offsets have already been identified, 
they’ve just not yet been fully revealed.  

 Lawmakers most assuredly have looked (and continue to look) at the Camp tax bill as a 
source of revenue raising tax provisions. 

 As I mentioned previously, Camp’s bill proposed repealing private activity bonds. 

 He also proposed repealing the 4 percent LIHTC and extending the tax credit period 
from 10 to 15 years, this among many other proposals.   

 These are just some of the revenue raising provisions, albeit minor, that lawmakers are 
likely considering. 

 I’ll note, look for Notes from Novogradac blog for further details on the damaging Camp 
LIHTC proposals if you want a look at what could be in our future. 

 Now in closing our discussion on the budget agreement, it’s hard to overstate the 
significance of this step in the march towards tax reform.  

 If, and for many that’s a big if, the House and Senate agree on a budget, I believe the 
likelihood of a large tax bill, a tax bill labeled tax reform, the chances of being enacted by 
the end of 2017 goes up dramatically.   

 If you press me for a percentage, I’d say roughly 75 percent or so.  

 As such, agreement between the house and the senate on a budget would be the 
proverbial canary in the coal mine, indicating that a large tax bill by the end of the year 
just became much, much more likely. 

Expectations 

 If all goes according to plan for Republicans, we can expect the Ways and Means 
Committee to begin considering a tax reform bill as early as October 31st, and deliver it 
to the full House to consider and pass before Thanksgiving. 

 Some good news for the Republicans on that front: They now have their chief GOP vote-
counter back. 

 House Majority Whip Steve Scalise returned to Capitol Hill for the first time last Thursday 
after being severely wounded in a shooting in June. 

 Rep. Scalise was welcomed back to the House floor with a standing ovation by his 
colleagues. 

 And tax reform is likely to be the first major piece of legislation considered after his 
return. 

 One more bit of encouraging news for House Republicans: The influential fiscal 
conservative House Freedom Caucus endorsed the GOP framework last week.  

 The endorsement allows the House to move forward with a budget. 

 The conservative group had been blocking a budget plan for months until more details of 
a tax plan emerged. 

 If the House does pass a tax plan before Thanksgiving, the Senate will have about a 
month to pass it. 
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 If Republicans do enact tax reform this year, before the end of December, Treasury 
Secretary Mnuchin said last week said that the White House would like the provisions to 
be retroactive to Jan. 1, 2017. 

o That’s the beginning of this calendar year. 

 Now I expect there to be major budget complications that would make it very difficult for 
all those provisions to apply and all to be retroactive to Jan. 1, 2017. 

 But I do think some provisions could be retroactive to the beginning of the year. 

 And as I mentioned earlier, the full expensing provision would be retroactive to last 
week. 

 Now all of this of course presumes tax reform can get done by the end of this calendar 
year. 

 If deliberations extend into early January or beyond, then I expect it will be very difficult 
to have provisions retroactive to 2017. 

 That’s because the IRS wouldn’t have time to make the necessary changes to tax forms 
for 2017, as well as make changes to their computer systems in time for the 2018 
income tax filing season. 

 Plus 2018 is an election year, and it’s very difficult to pass partisan tax reform when 
lawmakers are campaigning for reelection. 

 So as I noted at the beginning of the podcast, last week’s framework is an important first 
step, but there’s much more work to be done. 

o Most notably, keep your eye out on the budget passage process. 

 I’ll keep you posted on the latest tax reform news in future podcasts. 

 If you haven’t already, be sure to subscribe to our weekly Novogradac Tax Credit 
Tuesday podcast. 

 You can find us on iTunes, as well as at www.novoco.com/podcast. 

 Also, follow our blog and follow us on Twitter.   

 One thing is for certain, there will be a lot of important tax news in the hours, days, 
weeks and months ahead. 

 Also, I encourage you to send your questions, comments and observations to 
CPAs@novoco.com. 

 And as always, on my Tax Credit Tuesday Podcast, I’d like to close with, thanks for 
listening.  
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