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

Baucus’s tax reform discussion drafts, including cost recovery periods and how they could affect 

the low-income housing tax credit, and JCX-17-13. In new markets tax credit news, I have a 

study from the Urban Institute on the effectiveness of the first four years of the New Markets Tax 

Credit program and the Nevada New Markets Tax Credit program. In historic tax credit news, he 

reports on efforts to expand the Indiana historic tax credit program. In low-income housing tax 

credit news, he discusses a National Low Income Housing Coalition report on homelessness 

among veterans and a comment letter that the LIHTC Working Group sent to the Internal 

Revenue Service about establishing utility allowances. In renewable energy tax credit news, he 

reports on the Bipartisan Policy Center’s call to phase-out the production tax credit.  

 

 
 
Summaries of each topic:  

1. General News (2:00 – 6:43) Pages 2-3 

2. New Markets Tax Credits (6:44 – 11:24) Pages 4-5 

3. Historic Tax Credits (11:25 – 12:59) Page 6 

4. Low-Income Housing Tax Credits (13:00 – 17:40) Pages 7-8 

5. Renewable Energy Tax Credits (17:41 – 19:12) Page 9 
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construed otherwise. Advice and interpretation regarding tax credits or any other material 
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GENERAL NEWS 
 

• In general news, I have an update on tax reform efforts. 
• Last week, Senate Finance Committee Chairman Max Baucus presented three tax 

reform discussion drafts.  
• One of those drafts that he introduced addressed the rules for cost recovery and tax 

accounting and, if implemented, could be detrimental to low-income housing tax credit 
investments.  

o Cost recovery and accounting determine when a business can deduct the cost of 
investments and how they account for their income.  

o This obviously includes depreciation periods.  
• In his plan, Sen. Baucus recommends extending three depreciation periods. 

o For the low-income housing tax credit, the most notable impact is the 
depreciation period for residential rental property. 
 It would be extended more than 50 percent, from generally 27.5 years to 

43 years;  
o Land improvement depreciation would be extended from 15 to 20 years; and  
o Personal property depreciation would be extended from five years to 

approximately 8.3 years. 
• The new rules create this pooling approach for properties other than real property. 
• These changes could have a negative effect on the low-income housing tax credit 

investment yields.  
• Novogradac & Company discussed the affects of these types of changes in the report 

“Affordable Rental Housing After Tax Reform: Calculating Corporate Tax Reform's 
Possible Effects on Equity Raised from Low-Income Housing Tax Credits.” 

• The report found that combining extended depreciation with lower top corporate tax 
rates would lower low-income housing tax credit yields. 

• And, consequently, create downward pressure on the investor equity pricing. 
• The result could be an annual loss of as much as $1 billion or more in low-income 

housing tax credit equity.  
• Sen. Baucus is accepting comments on the discussion draft until Jan. 17, 2014.   
• If you would like to review the documents, please visit the Tax Reform hot topics page at 

www.novoco.com. 
• There, you can also find a copy of “Affordable Rental Housing After Tax Reform: 

Calculating Corporate Tax Reform's Possible Effects on Equity Raised from Low-Income 
Housing Tax Credits.” 

• If you would like to submit comments to Sen. Baucus or would like to discuss any other 
aspect of the discussion draft, please contact me directly at CPAs@novoco.com.  

• One item you most certainly will want to comment on is the retroactive impact of the 
proposed changes.   

• The summary draft and legislation would be effective starting in 2015, and would 
lengthen the depreciation lives of existing property. 

• For instance, if a $5,000,000 LIHTC building was placed in service five years ago, and 
had been depreciated over those five years.  

• Then the remaining tax basis, would need to be depreciated over 38 years.   
• Basically, the 43 year new life, less the five years the property was already depreciated.   

http://www.novoco.com/
http://www.novoco.com/products/special_report_affordable-rental-housing_tax-reform.php
http://www.novoco.com/products/special_report_affordable-rental-housing_tax-reform.php
http://www.novoco.com/products/special_report_affordable-rental-housing_tax-reform.php
mailto:CPAs@novoco.com
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• This means a property that was claiming about $180,000 in depreciation deductions 
would reduce their annual deductions by 40 percent, down to $108,000 in annual 
depreciation deductions.  

• Once again, this would apply to property already in service, that is, existing LIHTC 
properties. 

• The LIHTC Working Group will be submitting comments on this and other cost recovery 
provisions.   

• Other affordable rental housing groups will certainly also be submitting comments. 
 

JCX-17-13 
• In addition to presenting proposals that could affect the low-income housing tax credit, 

one of his discussion draft proposals could also affect renewable energy investments.  
• This is more of a positive development. 
• The draft includes a technical correction that would state that Section 1603 grants in lieu 

of energy tax credits are not includable in the alternative minimum taxable income.  
• This treatment is consistent with the way that the investment tax credit and production 

tax credit are treated.  

Comments and Insights 
• Regarding other impacts, additional analysis is, particularly in the area of leasing and 

related party rules.   
• Please share your insights with us at cpas@novoco.com.  

 
  

mailto:cpas@novoco.com
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NEW MARKETS TAX CREDIT NEWS 
 

Independent Evaluation Finds NMTC Operates as Intended 
• In new markets tax credit news, I have a report on the effectiveness of the New Markets 

Tax Credit program. 
• The Community Development Financial Institutions, or CDFI, Fund commissioned the 

Urban Institute to study the effectiveness of the new markets tax credit in the program’s 
first four years. 

• The CDFI Fund wanted to find out 
o how the new markets tax credit affects the flow of private capital to low-income 

areas; 
o where, when and how that capital is invested and 
o the benefits produced by the program. 

• The CDFI Fund released the Urban Institute’s report this month. 
• The report found that, for the most part, the new markets tax credit functions just as 

Congress intended. 
• The new markets tax credit 

o drives community development, 
o attracts private investment to economically underserved areas, 
o adds to local tax bases,  
o creates and supports jobs in low-income communities and 
o supports small businesses.  

• New markets tax credit advocates have always contended that the credit helps get 
projects in low-income areas to the finish line that likely wouldn’t have moved forward 
without it.   

• The NMTC also provides the needed financial support to many projects and businesses 
located in low-income areas so there are able to provide much needed goods and 
services to low-income residents. 

• Evidence from the report seems to supports the first idea, regarding moving projects 
forward, but doesn’t address the second, helping to underwrite goods and services being 
provided to low-income persons. 

• The Urban Institute surveyed new markets tax credit investors and found that  
o 69 percent of them wouldn’t have made their investments without the new 

markets tax credit. 
o 28 percent would have made the investments, but with different rates and terms 

or with a different project scope. 
o The remaining 3 percent didn’t know. 

• In terms of job creation, the new markets tax credit directly created or retained about 
136,000 permanent jobs in low-income areas between 2002 and 2006. 

• At the same time, it created 151,300 construction jobs. 
• It’s important to note that these numbers are only directly created jobs. 
• If the report had also included indirect or induced jobs, or job shifts to low-income areas, 

the numbers would likely be much higher. 
• In reviewing the report, please remember that it only covers allocations for the first four 

years, from 2002 to 2006.   
• Given how significantly the administration and operation of the NMTC program has 

evolved since 2006, the importance and meaning of the study’s results can be much 
debated. 
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• That said, the NMTC Working Group will be submitting comments regarding the report.   
• If you have suggestions and observations about the report, send them to 

CPAs@novoco.com.   
• We welcome receiving your insights. 
• You can find a copy of the report at www.newmarketscredits.com. 

 
Nevada Awards $200 Million in State NMTC Authority 

• In state new markets tax credit news, earlier this month the State of Nevada Department 
of Business and Industry announced the results of the inaugural allocation round for the 
Nevada new markets tax credit. 

• The department awarded $200 million in state new markets tax credit authority to seven 
community development entities, or CDEs. 

• We congratulate the seven CDEs awarded new markets tax credits.  
• They are 

o Advantage Capital Partners - $32 million  
o Enhanced Capital Partners - $32 million 
o KHC New Markets Fund - $32 million 
o Stonehenge Community Development - $32 million 
o The Clearinghouse CDFI - $8 million 
o Urban Development Fund - $32 million 
o U.S. Bank CDE - $32 million 

• The Nevada new markets tax credit was created earlier this year and it opened its 
application round in October. 

• On that note, I want to make a quick correction to something I said in an episode last 
month. 

• I misspoke and said that the Nevada new markets tax credit has a program cap of $50 
million. 

• That is actually the per project cap.  
• The program cap is actually $200 million. 
• I apologize for the error. 
• For more information on the Nevada new markets tax credit, go to 

www.newmarketscredits.com.  
  
 
  

mailto:CPAs@novoco.com
http://www.newmarketscredits.com/
http://www.newmarketscredits.com/
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HISTORIC TAX CREDIT NEWS 
 

Advocates Urge Expansion of Indiana HTC 
• In historic tax credit news, I have an update from Indiana. 
• Historic preservation advocates in Indiana are urging their lawmakers to expand the 

Indiana historic tax credit. 
• As reported by The Statehouse File, Marsh Davis of Indiana Landmarks called the state 

historic credit as currently structured as, quote “totally dysfunctional.”  
• That was during a meeting with the Commission on State and Financing Policy last 

week. 
• The credit is currently capped at $450,000 a year. 
• Davis said the program doesn’t work because demand for the credits far exceeds 

supply. 
• He said a backlog prevents investors from claiming their credits for at least 12 years. 
• Indiana State Rep. Ed Clere is a longtime supporter of the credit. 
• He told the commission last week that raising the program cap and dedicating money to 

rural projects would revive preservation efforts in the state. 
• As I mentioned last April, Clere introduced H.B. 1318, a bill to expand the state historic 

tax credit gradually to $10 million by 2017. 
• The House amended the bill and passed a proposal that would increase the annual cap 

to $2.5 million.   
• The credits would be used to pay off credits awarded to past projects. 
• So far, the state Senate hasn’t moved forward with the proposal. 
• You can find a copy of the bill at www.historictaxcredits.com.  

 
  

http://www.historictaxcredits.com/
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LOW-INCOME HOUSING TAX CREDIT NEWS 
 
Novogradac Tax Credit Housing Finance Conference 

• First off, I hope you will join me and over 250 other affordable housing professionals at 
our annual low-income housing tax credit conference in Las Vegas in next week, Dec. 5-
6, with workshops on Wednesday Dec. 4.   

• We also have a concurrent property compliance session. 
• The conference features a keynote address from former U.S. Representative Rick Lazio.    

 
Housing Instability Among Our Nation’s Veterans 

• Now let’s turn to veterans-related housing news. 
• The National Low Income Housing Coalition, or NLIHC, recently released a report titled, 

“Housing Instability Among Our Nation’s Veterans.” 
o The report studies veteran’s housing needs.  
o It examines: 

 household income,  
 race/ethnicity,  
 family type,  
 service-related disabilities, and  
 period of military service. 

o Researchers used data from the 2011 Public Use Microdata Sample (PUMS) 
population and housing files of the American Community Survey. 

• According to the report, 1.5 million veteran households were considered severely rent 
overburdened in 2011, meaning they spent more than 50 percent of their income on 
housing. 

• Furthermore, the report found that seven in 10 veteran households with an income at or 
below 30 percent of the area median income (AMI) were severely rent overburdened.  

• Overall, veteran households were less likely to experience a housing cost burden than 
non-veteran households were, but there were significant disparities among veteran 
groups.  

o In particular, the report found that certain minority groups had the greatest need 
for affordable housing, including: 
 racial minorities,  
 women,  
 veterans with disabilities, and  
 veterans who served after Sept. 11, 2001.  

• The NLIHC said in the report that the federal government must make a much greater 
investment in permanent, affordable housing for veterans.  

• The organization said that funding the National Housing Trust Fund is the best solution 
to both ending and preventing veteran homelessness. 

• To learn more about the report go to www.taxcredithousing.com.  
 

LIHTC Working Group Comment Letter on Utility Allowance 
• On Nov. 6, members of the LIHTC Working Group sent a letter to the Internal Revenue 

Service. 
• The letter requested that the agency change its Low-Income Housing Tax Credit 

program utility allowance requirements. 

http://www.taxcredithousing.com/
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• The LIHTC Working Group believes that this would increase efficiency for low-income 
housing tax credit property owners and managers.  

• The comments were submitted in response to an Aug. 27 Federal Register notice.  
o The notice requested comments on rules relating to Internal Revenue Code 

Section 42 utility allowance regulations, among other things.  
• In its letter, the LIHTC Working Group noted that under current rules, owners who use 

public housing authority-established utility allowances must generally continuously 
monitor changes to their public housing authority (PHA) utility allowances. 

o This is because PHAs may update utility allowances at any time during a year, as 
well as multiple times during a year. 

o This has proven burdensome for LIHTC property owners who are required to 
adopt the new utility allowances within 90 days of issuance.  
 If they fail to do so, property owners risk noncompliance and the potential 

recapture of tax credits. 
• The LIHTC Working Group recommends that the IRS change the regulations so that an 

owner is only required to check its PHA’s utility allowance once every year.  
o The letter says it would be beneficial if that date coincided with the U.S. 

Department of Housing and Urban Development’s issuance of area median 
gross income information.  

• Owners would then be required to implement the PHA utility allowance within 90 days of 
that date.  

• To read the letter, go to www.lihtcworkinggroup.com.  
• If you’re not a member of the LIHTC Working Group, but you’d like to submit comments 

for the group’s consideration, simply click on the link that says “Public Input.”  
• And if you are interested in becoming a member simply go www.lihtcworkinggroup.com. 
• There, you’ll find information about the group and how to join. 

  

http://www.lihtcworkinggroup.com/
http://www.lihtcworkinggroup.com/
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RENEWABLE ENERGY TAX CREDIT NEWS 
 

Bipartisan Policy Center Restates Position on Phasing Out the PTC  
• In renewable energy tax credit news, we have another call from the Bipartisan Policy 

Center, or BPC, to phase out the production tax credit.   
• Note though, the BPC believes a phase-out of the renewables PTC should 

accompany a phase-out of and I quote “all energy-specific tax expenditures to 
mature fuels and technologies to ensure a more competitive and level playing field.” 

• The BPC said that phasing out the PTC would: 
o align the incentive program with expected wind project cost reductions and 

revenue increases; 
o limit anomalous energy market operations; and 
o provide the opportunity for all energy sources and technologies to compete 

equally on their merits for public support. 
• These statements reflect the viewpoint the BPC expressed in a February 2013 report 

titled, “America’s Energy Resurgence: Sustaining Success, Confronting Challenges.” 
• The report suggests Congress extend the PTC, initially at its current level, and plan a 

complete phase-out by the end of 2016. 
• We covered the report in the March 5 edition of the podcast and you can review that 

episode if you would like more information. 
• To read the report itself, go www.energytaxcredits.com.  

 

http://www.energytaxcredits.com/

