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Chart of the Week — June 11, 2021
Key Tax Proposals for Commercial Real Estate Finance

Affordable Housing Tax Credits Personal Income

- Expand Low-income Housing Tax Credit (-$32 B) - Increased rates for high-earners ($132 B)

- Neighborhood Home Investment Tax Credit (-$13 B) - Adjusting Net Investment Income (NII) and Self-
employment Contributions Act (SECA) Taxes ($237 B)

Capital Gains - 199A for Pass-through Entities (No changes in

- Alter Taxation of Capital Income ($322 B) proposal, but will sunset in 2025)

- Increase in Capital Gains Base Rates

- Elimination of Stepped-up Basis
- Restrictions on 1031 Like-kind Exchange ($20 B)
- Elimination of Carried Interest ($1.5 B)

TCJA Sunset

Many personal tax changes that were part of the 2017
Tax Cuts and Jobs Act (TCJA) will expire after 2025

Enforcement
Corporate Income - Implement a Program Integrity Allocation Adjustment
- Increase Corporate Tax Rate ($858 B) and Provide Additional Funding For Tax
- Impose a 15 Percent Minimum Tax on Book Earnings Administration ($316 B, part of $778 B of total net
of Large Corporations ($148 B) revenue from improving compliance)

Source: MBA summary of the FY 2022 Budget of the United States Government

The release last Friday of the Biden Administration’s proposed Fiscal Year 2022 Budget put down in black and
white —and dollars and cents — many suggestions that have been made in more general terms in the
Administration’s American Jobs and Family Plans, during the most recent Presidential campaigns and in some
cases going back decades. While the overall budget lays out a host of important programmatic and spending
priorities, tax items that some might consider “pay-fors” for the proposed infrastructure spending have drawn
the most attention in commercial real estate circles.

Key tax elements of the proposal related to commercial real estate are highlighted in the chart above, along with
the Office of Management and Budget’s (OMB) estimates of the 10-year impact on government revenues for
each item (in parenthesis). As can be seen, if enacted, a wide range of proposals could affect the after-tax
returns of investing in commercial real estate, and in some cases, significantly.

Of course, MBA’s Legislative and Political Affairs team is quick to remind us that budget proposals are the very
first part of a complex set of conversations, the results of which often differ significantly from the opening salvo.
For example, this recent CNBC article, “Bipartisan groups will work on infrastructure — the hard part is paying
forit.”

President Biden’s tax proposals include a dallop of good news for commercial real estate markets, including
expanding the Low-Income Housing Tax Credit (LIHTC) by $32 billion. That incentive to put capital to work,
however, is more than countered by a range of proposals that would increase taxes on investments in real
estate. Capital gains would be taxed more heavily, including elements that would raise the tax rate, eliminate
the stepped-up basis, and restrict the use of 1031 like-kind exchanges. For many individuals, income received
from real estate investments would also be taxed more heavily — both through changes to the rates and tax
brackets applied to higher-income individuals, and through the eventual sunsetting of individual tax provisions
from 2017’s Tax Cuts and Job Act (TCJA).

The Biden administration’s fiscal year 2022 budget proposal is just one of many views of how the U.S. tax

structure should work. For those in commercial real estate, the issues are real, the stakes are high, and what
comes out the other end of this negotiation process (if anything) could have significant implications.

- Jamie Woodwell (jwoodwell@mba.org)




