
 

 

Edward L. Schrock  
Congress of the United States  
2nd District, Virginia  
 
October 25, 2002  
 
The Honorable Pamela F. Olson  
Assistant Secretary for Tax Policy  
Department of the Treasury  
1500 Pennsylvania Avenue NW  
Washington, DC 20220  
 
Dear Assistant Secretary Olson:  
 
I am writing to express concern over a recent memorandum ruling concerning the 
treatment of casualty losses under Section 42(j)(4)(E) of the Internal Revenue Code of 
1986. As you know, Memorandum 200134006 prohibits owners from receiving low-
income housing tax credits while a dwelling unit or building is out of service, because of 
a casualty loss. To penalize an owner for acts of God or for other causes beyond their 
control because this damage is localized appears inconsistent with prior IRS rulings, 
seems in contrast to congressional intent, and establishes bad public policy.  
 
The IRS recognizes that restoration of a property, caused by a casualty loss, will take a 
reasonable time to complete. I have been told that 24 months is generally considered a 
reasonable time. However, the recent position taken by the IRS, which prohibits the 
owner from claiming credits during the restoration period, if it is not in a disaster area 
and extends beyond the end of the calendar year, is unreasonable. I can fully understand 
the possibility of some measure of penalty if the owner does not diligently pursue 
restoration. However, when the owner is making every effort to complete the restoration 
of the damaged property, then the credit should be allowed during this period.  
 
Constituents of mine suffered a major casualty loss in July of this Year. Lighting struck 
their 205-unit apartment building for seniors, and a major fire destroyed part of the top 
floor of one wing of the building. One hundred units were damaged, and more than one 
hundred senior citizens have been temporarily relocated. They believe 40 units will be 
back in service by year-end; however, 60 units will be out of service until the first quarter 
of 2003. The casualty will amount to over $2,500,000. Their insurance was not renewed 
and they had to place the coverage with a "high-risk" company, paying three times the 
premium of the former policy. They have calculated that the loss of tax credits on the 
units that will be out of service at year-end will exceed $250,000. This is a severe 
problem and is a classic example, of the additional financial burden, that the current 
ruling places on owners of property, in this situation. It does not appear these losses are 
covered by insurance and may be the personal obligations of my constituents.  
 
I do not believe that it was the intent of Congress to punish the owners of low-income 
properties when actions, beyond their control, cause a major casualty loss. I cannot 



 

 

conceive of why the IRS has taken such a narrow stance on this issue. Congresswoman 
Johnson and Congressman Rangel said it best in their letter to you when they stated, "In 
short, Congress did not intend to punish owners when their units are vacant, regardless of 
the reason, as long as the owners are making reasonable attempts to do whatever is 
necessary to have the units occupied, whether, those attempts involved restoration or 
marketing".  
 
I respectfully request that you revisit your ruling on this issue and permit owners to claim 
tax credits during the period they are restoring and marketing their property.  
 
Ed Schrock  
 
Member of Congress  


