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Michael J. Novogradac, CPA, examines the National Commission on 

Fiscal Responsibility and Reform’s draft report and shares a congressional 

update. Next, he discusses efforts to support the extension of the Section 1602 

cash grant exchange program; shares new tools provided by the Housing 

Advisory Group to help educate lawmakers on the benefits of the LIHTC; and 

summarizes a new market rate tax credit housing program in Massachusetts. 

Then, he discusses a White House memo that contemplates the futures of the 

Section 1705 renewable energy loan guarantee program and the Section 1603 

renewable energy tax credit cash grant exchange program. He also discusses a 

California ballot proposition that may have rendered Section 1603 grants taxable. 

Next, he shares the latest news about Missouri’s Tax Credit Review Commission. 

And finally, he summarizes the most recent QEI issuance report.   

 

Summaries of each topic:  
1. General Tax Credit News (2:36 - 9:06) Pages 2-4 

2. Low-Income Housing Tax Credit News (9:07 - 13:55) Pages 5-6 

3. Renewable Energy Tax Credit News (13:56 - 18:56) Pages 7-8 

4. Historic Tax Credit News (18:57 - 21:19) Page 9 

5. New Markets Tax Credit News (21:20 - 22:25) Page 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 advisor.  

© Novogradac & Company LLP, 2010 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 TAX CREDIT NEWS 
 
Deficit Panel 

 Last week the National Commission on Fiscal Responsibility and Reform 
released a draft report that calls for significant cuts in spending beginning 
in 2012 as well as suggesting a complete overhaul of the tax code. 

 
About the Commission 

 President Obama created the commission and charged its members with 
identifying policies to reduce the deficit and achieve long-term fiscal 
sustainability. 

 The commission was directed to propose recommendations designed to 
balance the budget, excluding interest payments on the debt, by 2015.  

 In addition, the commission’s recommendations are supposed to 
meaningfully improve the long-term fiscal outlook.  

 The commission met as a whole once a month while Congress was in 
session.  

 The group is slated to vote on a final report containing a set of 
recommendations to achieve its mission no later than December 1, 2010.  

 The final report will require the approval of at least 14 of the Commission's 
18 members. 

 If the commission falls short of reaching agreement of at least 14 
members, it is expected to release a report from its co-chairs instead.  

 
About the Draft Report 

 As the draft report states, one of the guiding principles and values of the 
commission is to reform and simplify the tax code.  

 The first option suggested in the report is dubbed The Zero Plan.  
o Among other things, this option would abolish the alternative 

minimum tax and eliminate most, if not all, tax expenditures. 
 It’s important to note that there is no specific mention of any specific 

expenditures, but the low-income housing tax credit, new markets tax 
credit, historic tax credit, and renewable energy tax credits all fall into the 
larger category of federal tax expenditures.  

 The second option is called Wyden-Gregg style reform.  
o This proposal would only eliminate certain corporate tax 

expenditures.  
o The draft report lists only a expenditures few explicitly, such as the 

domestic production deduction, tax breaks for the oil and gas 
industry and depreciation rules.  

o But this does not mean the proposal is limited to those items.  
 A third option, known as the Tax Reform Trigger, would place an across-

the-board haircut that would limit the proportion of deductions and 
exclusions that individuals and corporations could take.  
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o The proposal suggests that the haircut be set at approximately 85 
percent in 2015.  

o This haircut would increase over time until tax reform was enacted.  
  
Next Steps 

 The next meetings of the National Commission on Fiscal Responsibility 
and Reform are scheduled for Tuesday, November 30 and Wednesday, 
December 1.  

 Discussion in the affordable housing community has already begun 
regarding how it can best defend the low-income housing tax credit.   

 Similar discussions are also happening in other tax credit communities 
regarding how to preserve their tax credits.  

 It’s worth mentioning that one of the guiding principles set out in the draft 
report is to protect the truly disadvantaged. 

 This means that the door is open with their principles to maintain the 
social safety net but a coordinated effort is a must. 

 A copy of the draft report and an example of the savings incurred through 
the suggested proposals can be found online at www.novoco.com. Simply 
click on the Hot Topics menu and choose the link for Tax Expenditures.  

 
In other news from Washington, D.C., Congressional Leaders Are Gearing 
Up  

 Congress convened for a lame duck session on November 15.  
 Later this week, congressional leaders will meet with President Barack 

Obama to discuss their goals and then share dinner.  
 Following the mid-term elections, President Obama invited eight leaders, 

four from each party, to meet on November 18.  
 Those invited are  

o outgoing Speaker of the House Nancy Pelosi,;  
o her probable Republican replacement, John. Boehner;  
o the second-ranked leaders of each party in the House, Steny Hoyer 

and Eric Cantor; and  
o their opposite numbers in the Senate: Harry Reid, Dick Durbin, 

Mitch McConnell and Jon Kyl. 
 White House press secretary Robert Gibbs said the meeting and dinner 

would start a new era of such sessions. 
 Separately, the president invited the nation’s newly elected governors, 

many of them Republicans, to visit the White House later this month.  
 The New York Times also reported that the White House is working to 

arrange a meeting with corporate chief executives to smooth over 
relations with the business community. 

 
New Head Nominated for FHFA 

 President Obama has announced that a replacement for the current head 
of the Federal Housing Finance Agency.   
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 This is the agency, known as FHFA, oversees Fannie Mae and Freddie 
Mac.  

 The replacement is Joseph A. Smith Jr., currently the North Carolina 
Commissioner of Banks. 

 If approved, Smith will replace current Acting Director Edward DeMarco.  
 We also note that Treasury is still expected to share their proposals for 

reforming Fannie Mae and Freddie Mac this January. 
 

 
Basel III Approved  

 I also note that last week Leaders of the Group of 20 approved the Basel 
III accords.   

 These accords subject global banks to tougher capital and liquidity rules.  
 Not much effect is expected on most U.S. banks, but certain European 

banks are expected to need to increase their capital base.   
 The rules phase in over 8 years.  
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LOW-INCOME HOUSING TAX CREDIT NEWS 
 
ACTION Campaign Focuses on Lame Duck 

 The tax credit community continues to support tax extenders legislation in 
the hopes that it will make progress during the lame duck session that 
convened this week.  

 Last week the A.C.T.I.O.N. campaign drafted a letter in support of tax 
extenders.  

 More than 800 cross-industry organizations had signed on to the letter at 
the time of this recording.  

 Many community development and affordable housing provisions are at 
risk of not being extended, including the proposal to extend the Section 
1602 low-income housing tax credit cash grant exchange program.  

 Congress is expected to consider tax extenders during the current lame 
duck session, A.C.T.I.O.N. is taking the lead in sending a message to 
Congress that these provisions are important. 

 The campaign says that its sign on letter will be delivered to every 
Member of Congress this week. 

 
Housing Advisory Group Creates Templates for LIHTC Announcements  

 On a similar note, the Housing Advisory Group notes that with more than 
100 new Members of Congress coming to Washington, the LIHTC 
community’s efforts must focus more on education and advocacy now 
more than ever.  

 As such, the group created a sample email announcement that can be 
distributed to the Congressional delegation representing the district where 
you are developing or rehabilitating a low-income housing tax credit 
property.  

 The Housing Advisory Group predicts that members of the incoming 112th 
Congress will spend a large portion of their time and political capital on 
deficit reduction and tax reform.   

 In addition, the group expects there will be a higher level of scrutiny of all 
tax expenditures, including the LIHTC program.  

 As such, the Housing Advisory Group is working to coordinate efforts to 
build on the support the LIHTC program has in the Congress.  

 As part of this effort, the group encourages all of its members to 
participate in the simple yet effective marketing exercise of sending email 
announcements to the district, state and Washington offices of elected 
officials where you are developing or rehabilitating LIHTC properties.   

 Aside from the typical information on the location and characteristics of the 
property, the Housing Advisory Group recommends that you to include job 
creation and economic impact information as well.   

 This information will resonate with every member of Congress and trumpet 
the LIHTC program as a job creator.   
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 The Housing Advisory Group says this exercise will go a long way toward 
educating Members of Congress on the significance of the LIHTC program 
in their backyard and nationally. 

 
Massachusetts Housing Development Incentive Program 

 Last month the Massachusetts Department of Housing and Community 
Development held three listening sessions on the Housing Development 
Incentive Program (HDIP).  

 The program provides new state tax credit for the rehabilitation of market-
rate multifamily housing.  

 It is designed to  
o expand economic diversity of housing stock,  
o support economic development, and  
o promote neighborhood stabilization in designated Housing 

Development Zones.  
 Under the new, market rate tax credit program, developers can receive a 

tax credit of up to 10 percent of qualified substantial rehabilitation 
expenditures for market rate multifamily housing units that will be sold or 
leased.  

 To be eligible, a project must contain at least 80 percent market-rate units, 
but no more than 50 units.  

 The program defines a market-rate unit as a housing unit priced for 
households with incomes above 110 percent of the area median income 
(AMI).  

 The law does not, that’s right does not, prohibit the use of the market-rate 
tax credits with low-income housing tax credits.  

 This means that it’s possible that a property rehabilitated under the 
Housing Development Incentive Program could also be eligible for low-
income housing tax credits if 20 percent of the units were set aside for 
rental housing for tenants with incomes at or below 50 percent of AMI.  

 Each year, there will be up to $5 million available for the market rate tax 
credit.  

 Questions about this new program can be directed to my partner Charlie 
Rhuda, in our Massachusetts office. He can be reached at (617) 330-1920 
or Charlie.rhuda@novoco.com.  
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RENEWABLE ENERGY TAX CREDIT NEWS 
 
White House Considers Transferring Loan Guarantee Monies to Cash Grant 
Program 

 Last week, the White House leaked a memo that debates terminating the 
Section 1705 Loan Guarantee program administered by the Department of 
Energy, and transferring the remaining funds to a pool for the Section 
1603 renewable energy cash grant exchange program.  

 The memo, dated October 25, was presented to President Obama by 
White House energy policy coordinator Carol Browner, former chief 
economic policy advisor Lawrence Summers, and Vice President Biden’s 
chief of staff Ron Klain.  

 Other options presented in the memo were improving the efficiency of the 
loan guarantee process, or limiting the oversight role of OMB and the US 
Treasury. 

 Worth noting in the memo are a few comparisons between the two 
programs.  

o According to the authors, the Section 1603 tax credit program 
involved a 4-6 week review period, closed 3,851 projects and 
required a staff of 20 full-time employees at Treasury and the 
Department of Energy. 

o By contrast, the Section 1705 program involves a 6 month plus 
review period, has closed four loans, and requires a full-time staff of 
100-200 people. 

 It appears the proposals, which require legislative approval, have been 
targeted for the lame-duck session of Congress that convened this week.  

 Reports indicated the new policy could be appended to the tax extenders 
package. 

 In the memo, the advisors warn that the option to defund the Section 1705 
loan guarantee would be unpopular with lawmakers such as Senate 
Energy chairman Jeff Bingaman.  

 Vice-President Biden is reported to favor streamlining the loan guarantee 
program rather than transferring funds to the investment tax credit 
program. 

 The memo also notes however, that de-funding the Section 1705 program 
runs the risk that Congress will agree to take the funds away from the loan 
guarantee program without necessarily applying them towards Section 
1603. 

 If this proposal were to be enacted, some experts believe it could be a 
boon to wind energy.  

 In 2009 nearly 10,000 megawatts of wind energy were built and according 
to researchers at Lawrence Berkeley National Laboratory, nearly 25 
percent of the capacity would not have been built without Section 1603 
cash grants. 
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 A copy of the leaked White House memo can be found online at 
www.energytaxcredits.com.  

 
Recovery Act Energy Grants in California May Again Become Taxable 

 Grants for renewable energy facilities awarded under the American 
Recovery and Reinvestment Act may be taxable in California as the result 
of Proposition 26, according to experts speaking at Novogradac & 
Company’s Financing Renewable Energy Conference in Washington, D.C.  

 Prop. 26 is a ballot initiative approved by California voters in the elections 
on November 2.  

 In addition to putting restrictions on future tax bills, Proposition 26 also 
introduces doubt about the status of California Senate Bill 401.  

 S.B. 401 is a bill that was passed on April 8 to conform state law to federal 
tax law changes made since 2005.  

 The bill excluded federal Section 1603 renewable energy tax credit cash 
grants from taxable income in California.  

 Prop. 26 requires that state laws adopted between Jan. 1 and Nov. 2, 
2010 and that result in a tax increase on any taxpayer will be repealed as 
of Nov. 2, 2011, unless lawmakers pass them again with a two-thirds vote.  

 S.B. 401 falls into this category.  
 As such, panelists during our renewable energy tax credit conference last 

week indicated that unless lawmakers re-enact S.B. 401 it will be repealed 
 This would make Section 1603 grants taxable in the state.  
 The California Legislature is scheduled to convene December 6 for the 

beginning of its next session.  
 We will continue to track this situation and report on any developments in 

future podcasts.  
 In the meantime, questions about this matter, please contact my partner 

Stephen Tracy at 415-356-8000.  
 You can also submit questions any time to CPAs@novoco.com.  
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HISTORIC TAX CREDIT NEWS 
 
We have another update on the future of the state historic tax credit in 
Missouri  

 The Missouri News Horizon reported last week that Governor Jay Nixon’s 
commission on tax credits will meet its deadline of a pre-Thanksgiving 
final report. 

 However, it’s unlikely that the final report will approve or condemn tax 
credit programs as a whole.  

 Instead, it’s expected that the commission will endorse some program, 
targeted others for elimination, and suggest that the legislature reconfigure 
some. 

 The two most expensive tax credit programs in terms of tax dollars 
deferred are the state historic preservation tax credit and the state low-
income housing tax credit.   

 Commission Co-Chair Chuck Gross told the Missouri News Horizon that, 
as the tax credit review committee finalizes its recommendations, those 
are the two credits it will spend the most time talking about. 

 The subcommittee that focused on historic preservation recommended the 
program keep its current $140 million cap.  

 The News Horizon reports that a study done for the committee showed 
that the Department of Economic Development had not issued more than 
$140 million in credits under the program since fiscal year 2008.  

 In fiscal year 2010, the department authorized $99.5 million for historic tax 
credits. 

 The program currently includes a three-year "carryback" period for tax 
credits and a ten-year "carryforward" period.  

 The committee recommended reducing the "carryback" to one year and 
the "carryforward" for five years for any credit that is transferred from the 
original owner of the credit.  

 The "carryforward" could remain at 10 years for the original tax credit 
owner, according to the committee’s recommendations. 

 The low-income housing subcommittee found that the program is a good 
investment for Missouri because it creates economic activity in excess of 
the amount of tax dollars deferred by the credit.  

 The subcommittee recommended to the larger commission that the credit 
period, which now stands at 10 years, be shortened to one, three or five 
years to control the effect of the tax credits on the state’s budget.  

 The full commission will meet next week to review a set of final 
recommendations, and we will report on the result of that meeting in a 
future podcast.  
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NEW MARKETS TAX CREDIT NEWS 
 
Latest QEI Report 

 Last week the Community Development Financial Institutions Fund 
released its monthly update to its ongoing Qualified Equity Investment 
Issuance Report. 

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

 In October, just over $200 million of QEIs were finalized. 
 This is decrease from September, which saw more than $400 million in 

QEIs finalized, but it is double the activity seen in August, when just over 
$100 million in QEIs finalized. 

 The $200 million that was finalized in October is also higher than usual for 
this month of the year. 

 Based on the most recent report, there is roughly $6.8 billion in NMTC 
allocation authority remaining for those qualified businesses looking for 
financing. 

 A copy of the QEI report and a graph illustrating the amount of QEIs 
issued and the amount of authority remaining can be found online at 
www.newmarketscredits.com.  

 
 
 


