
Report To The Joint Committee On Taxation 
Congress Of The United States 

Information On Historic 
Preservation Tax Incentives 

The Congress, through tax incentives in- 
cluded in the Tax Reform Act of 1976, 
sought to encourage private sector invest- 
ments in the rehabilitation of historic struc- 
tures. These tax incentives have proven to 
be an effective means for stimulating such 
investments. And, the cost to the federal 
government, in terms of foregone tax reve- 
nues, apparently has been small incompar- 
ison to the amounts invested in historic 
rehabilitations. 

The National Park Service generally has 
administered the program in a satisfactory 
manner. On the other hand, IRS hasencoun- 
tered some tax administration difficulties-- 
difficulties which were partially alleviated 
by the Economic Recovery Tax Act of 1981. 
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GENERAL GOVERNMENT 

DIVISION 

UNITED STATES GENERAL ACCOUNTING OFFICE 
WASHINGTDN, D.C. 20548 

~-214148 

The Honorable Robert J, Dole 
Chairman, Joint Committee on 

Taxation 

The Honorable Dan Rostenkowski 
Vice Chairman, Joint Committee 

on Taxation 
Conqress of the United States 

This report, in response to your Committee's request, 
provides information on the tax provisions relating to the 
rehabilitation of certified historic structures authorized 
by‘the Tax Reform Act of 1976 and the Revenue Act of 1978. 
These tax incentives have stimulated investment in historic 
rehabilitations at a relatively low cost to the federal 
government. The National Park Service's administration of 
the provisions qenerally has proven satisfactory. In con- 
trast, IRS has experienced some difficulties in seeking to 
administer these tax code provisions. Enactment of the 
Economic Recovery Tax Act of 1981, however, partially alle- 
viated these difficulties. 

As arranqed with your Committee, we are sending copies 
of this report to other congressional committees; the Direc- 
tor, Office of Manaqement and Budget: the Secretary of the 
Treasury; the Secretary of the Interior: the Commissioner of 
Internal Revenue: and other interested parties. 

William J. Anderson 
Director 





GENERAL ACCOUNTING OFFICE 
REPORT TO THE JOINT COMMITTEE 

ON TAXATION 
CONGRESS OF THE UNITED STATES 

INFORMATION ON 
HISTORIC PRESERVATION 
TAX INCENTIVES 

DIGEST ------ 

Since 1966, the preservation of historic prop- 
erties has been a stated national goal. The 
National Historic Preservation Act of 1966 
served as a means for focusing attention on 
the need to preserve historic areas and struc- 
tures. However, for various reasonsr it did 
not fully achieve the intent of the Congress, 
at least during the first decade it was in 
effect. 

Recognizing this, the Congress, through the 
Tax Reform Act of 1976, enacted a "tax expen- 
diture" directed at encouraging preservation 
and/or rehabilitation of historic structures. 
The term tax expenditure refers to the revenue 
loss resulting from any federal tax provision 
which grants special tax relief designed to 
(1) encouraqe certain kinds of behavior by 
taxpayers or (2) aid taxpayers in special cir- 
cumstances. This report provides information 
on the growing historic preservation tax ex- 
penditure. It was prepared at the request of 
the Joint Committee on Taxation, 

Two federal agencies are responsible for ad- 
ministering the historic preservation pro- 
gram. The National Park Service in the De- 
partment of the Interior determines whether 
(1) structures are historically significant 
and (2) proposed or completed rehabilitation 
work conforms to the Secretary of the Interi- 
or's "Standards for Rehabilitation." The In- 
ternal Revenue Service (IRS) in the Department 
of the Treasury is responsible for assuring 
taxpayer compliance with the tax laws relating 
to historic structures. (See pp. 3 and 4.) 

In performing this study, GAO (1) reviewed ap- 
plicable laws, regulations, policies, proce- 
dures, records, and studies: (2) reviewed all 
applications for certification of historic 
structures and rehabilitation work which had 
been completed or were in process at the Na- 
tional Park Service as of December 31, 1979; 
(3) analyzed the most current tax returns 
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available at the time GAO began its work, that 
is, returns filed in 1980 by taxpayers who had 
applied for certification; (4) analyzed re- 
sponses to a GAO questionnaire sent to a 
sample of taxpayers; (5) interviewed IRS, 
Interior Department, and state officials; and 
(6) reviewed pertinent IRS and Interior 
Department records. Wee PP. 4 to 7,) 

Various private and public sector groups have 
predicted a continuing growth in the use of 
the historic preservation tax incentives and a 
corresponding increase in foregone federal tax 
revenues. Thus, the Congress will be consid- 
ering whether there is a need to change the 
federal tax laws affecting historic preserva- 
tion. The data GAO developed should be of 
assistance to the Congress as it considers 
this matter. 

TAX INCENTIVES HAVE STIMULATED 
THE REHABILITATION OF 
HISTORIC STRUCTURES 

Since passage of the Tax Reform Act of 1976, 
the National Park Service’s annual caseload of 
applicants requesting historic structure cer- 
tifications and the number of historic struc- 
tures actually rehabilitated have increased 
substantially. The National Park Service 
received 3,639 applications in fiscal year 
1983--a five-fold increase over applications 
received during the first 2 years of the pro- 
gram. Statistical data developed by GAO and 
the opinions of taxpayers indicate that tax 
considerations have played a key role in stim- 
ulating private investments in historic pres- 
ervation. (See pp. 8 to 10.) 

The Committee on the Budget, United States 
Senate, estimated that the revenue loss for 
fiscal year 1978, the first complete year the 
tax incentives were in effect, was less than 
$2.5 million. It is further estimated, how- 
ever, that the revenue loss could reach $210 
million in fiscal year 1984 and could be as 
much as $700 million in fiscal year 1988. 

GAO’s analysis of 243 projects showed that the 
involved taxpayers had qenerated an estimated 
$27.1 million of historic structure 
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rehabilitation work for tax year 1979, The 
revenue loss to the Treasury that year and, 
conversely, the tax advantage to the taxpayers 
for this work was an estimated $1.3 million, 
or about 5 cents in tax expenditures for every 
dollar of rehabilitation work generated. 
Thus, for the 243 projects, the federal gov- 
ernment's costs for tax year 1979, in foregone 
revenues, were small compared to the total 
amounts spent on rehabilitations. (See pp. 13 
and 14.) 

Even though the federal government's costs for 
historic preservation projects seem relatively 
small, some taxpayers benefited more so than 
others from the historic structure tax expen- 
diture provisions. Therefore, in assessing 
the utility of this (or any other tax expendi- 
ture 1, IRS needs to know who is benefiting and 
to what extent. GAO found that the benefits 
from this tax expenditure have accrued, for 
the most part, to individuals at the higher 
income levels and to partnerships and corpora- 
tions at the higher asset levels. (See pp. 15 
to 17.) 

ADMINISTRATION OF THE 
HISTORIC STRUCTURES PROGRAM 

To properly administer the historic structures 
program, three separate parties--states, the 
National Park Service, and IRS--have to coor- 
dinate their efforts while also effectively 
discharging their independent responsibili- 
ties. First, State Historic Preservation Of- 
ficers review applications requesting certi- 
fication of rehabilitation projects. The 
Officers recommend that the National Park 
Service approve or disapprove certification of 
structures as historically significant and 
that proposed or completed rehabilitation work 
conforms to Interior's standards for rehabili- 
tation. The National Park Service, in turn, 
needs to make timely, accurate decisions on 
applications it receives. Subsequently, IRS 
needs to use National Park Service-generated 
data to ensure that tax benefits accrue only 
to those taxpayers who have received all 
necessary certifications. (See pp- 18 to 22,) 
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National Park Service 
relies on the states 

The National Park Service has come to rely 
more and more on the recommendations of State 
Historic Preservation Officers in deciding 
whether to certify structures and/or rehabili- 
tations. This is in keeping with the admin- 
istration's policy of transferring responsi- 
bilities, where feasible, to the states. 
During fiscal years 1978 through 1983, states 
depended on federal grants to fund their 
historic preservation/rehabilitation activ- 
ities. The administration proposed to elimin- 
ate those grants for fiscal year 1984. How- 
ever, the Congress rejected that proposal and 
provided $26.5 million to the National Park 
Service for administration of the Historic 
Preservation Act of 1966. 

By relying more and more on state recommenda- 
tions in recent years and by taking various 
managerial initiatives, the National Park Ser- 
vice has been able to handle an increasing de- 
mand for certifications over the years. And 
it has done so without substantially increas- 
ing the size of the staff working in this 
area. Wee pp. 25 to 27.) 

IRS experienced some problems 
with the tax incentives 

Due to the number and complexity of the vari- 
ous Internal Revenue Code provisions involved, 
IRS experienced some problems in administering 
the tax incentives. However, the Congress, 
through the Economic Recovery Tax Act of 1981, 
simplified the tax laws pertaining to historic 
structures and partially alleviated these 
problems--but three compliance issues remain. 
One compliance issue involves the non-repor- 
ting or underreporting of "recapture." With 
recapture, taxpayers who sell rehabilitated 
structures within certain time frames must pay 
additional taxes on prior year tax benefits to 
which they no longer are entitled. GAO 
estimates that, out of 806 projects, 10 of 25 
taxpayers who had sold properties did not 
report or correctly calculate tax on amounts 
that should have been recaptured. (See pp. 32 c 
and 33.) 
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A second compliance issue involves inappropri- 
ate tax benefit claims. For example, GAO es- 
timates that, out of 1,144 projects, 8 of 39 
taxpayers denied certification by the National 
Park Service nevertheless had claimed tax 
benefits on their federal tax returns. (See 
p. 34.) 

The third compliance issue concerns "conserva- 
tion easements." A conservation easement rep- 
resents a contractual aqreement, usually a re- 
corded deed, between the property owner (the 
qrantor) and a charitable organization (the 
grantee) receiving the easement. The deed re- 
cords the property owner's promise to protect 
the existing character of the property, bind- 
ing future property owners as well. IRS data 
shows that taxpayers generally overvalued 
their conservation easement deductions by an 
average of about 220 percent. (See pp- 34 and 
35.) 

AGENCY COMMENTS 

IRS reviewed the report but had no specific 
comments. It did note, however, that the 
National Park Service will be supplying it 
with data which will help IRS identify incor- 
rect tax benefit claims. The Department of 
the Interior stated that it concurred with 
GAO's findings as they apply to the National 
Park Service's administration of the program. 
(See pp. 40 and 41.) 
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CHAPTER 1 

INTRODUCTION - 

Since 1966, the preservation of historic properties has 
been a stated national goal. Among other things, the National 
Historic Preservation Act of 1966 (Public Law 89-665, Oct. 15, 
1966) authorized the Secretary of the Interior to: 

--Expand and maintain a national register of districts, 
sites, buildings, structures, and objects significant 
in American history, architecture, archeology, and 
culture. 

--Grant funds to states for the purpose of conducting 
comprehensive historic area and structure surveys and 
preparing plans for the acquisition, preservation, and/or 
development of historic properties. 

--Establish a program of matching grants-in-aid to states 
for projects directed at preserving, for public benefit, 
properties that are significant in American history, 
architecture, archeology, and/or culture. 

The act served as a means for focusing attention on histor- 
ic areas and structures. However, for various reasons, it did 
not fully achieve the intent of the Congress, at least during 
the first decade it was in effect. For example, only small 
amounts of money were appropriated for grants under the law. 
Perhaps more important, however, was the fact that the tax laws 
then in effect discouraged preservation and/or rehabilitation of 
historic structures while encouraging new construction. Specif- 
ically, the tax laws permitted taxpayers to deduct demolition 
costs and any remaininq depreciation on an existing structure in 
determining taxable income. Furthermore, taxpayers could also 
recover the costs of constructing new structures faster than 
they could recover the costs associated with a rehabilitated 
structure. 

Recognizing this, the Congress, through the Tax Reform Act 
of 1976 (Public Law 94-455, Oct. 4, 19761, enacted a "tax expen- 
diture" directed at encouraging preservation and/or rehabilita- 
tion of certified historic structures. The term tax expenditure 
refers to the revenue loss resulting from any federal tax pro- 
vision which grants special tax relief designed to (1) encourage 
certain kinds of behavior by taxpayers or (2) aid taxpayers in 
special circumstances. This report, which was prepared at the 
request of the Joint Committee on Taxation, provides information 
on this growinq historic preservation tax expenditure. 



The tax provisions adopted in 1976 were meant to further 
the goals of preserving and rehabilitating historic structures 
and neighborhoods. The Congress believed that achievement of 
those goals depended on enlisting private funds in the preserva- 
tion movement and that tax considerations would play an impor- 
tant role in determining whether the private sector would parti- 
cipate. 

The Tax Reform Act of 1976 and subsequent amendments to the 
tax code specifically authorized taxpayers to amortize' histor- 
ic structure rehabilitation costs over a 5-year period as op- 
posed to the much longer periods previously required--l5 to 30 
years or longer. Alternatively, taxpayers could elect to use 
one of several other depreciation methods and/or could claim up 
to a 10 percent investment tax credit for rehabilitating a his- 
toric structure. However, effective January 1, 1982, the Eco- 
nomic Recovery Tax Act (Public Law 97-34, Aug. 13, 1961) repeal- 
ed these historic structure related tax provisions and replaced 
them with a 25 percent investment tax credit.2 The impact of 
this change on the administration of the Code provisions is dis- 
cussed in chapter 3. In any case, however, since enactment of 
the Tax Reform Act of 1976, both individual and business tax- 
payers have been able to reduce their tax liabilities to a 
greater extent when rehabilitating certified historic struc- 
tures. 

In addition to tax incentives specifically designed to 
encourage rehabilitation of certified historic structures, the 
Tax Reform Act of 1976 also attempted to clarify existing tax 
provisions which sought to encourage preservation of historic 
properties and structures by placing certain easements (restric- 
tions) on them. For example, after rehabilitating a certified 
historic structure, a taxpayer could enter into a written agree- 
ment with a charitable organization to place restrictions on the 
nature of future alterations to the structure. The organization 
would then assume responsibility for assuring adherence to the 
restrictions. In return for this easement, a taxpayer could 

'Amortize means to provide for the gradual recovery of costs by 
prorating them for depreciation purposes over a fixed time 
period. 

2An investment tax credit permits a dollar-for-dollar reduction 
in the amount of tax owed. The 1981 act permits a tax reduc- 
tion of 25 percent of the qualified rehabilitation expenditures 
incurred. 
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claim a deduction for a charitable contribution based on the 
valuation of the easement, thereby reducing taxable income.3 

The various tax incentives historic structures offer tax- 
payers are discussed in detail in chapter 3 and appendix III. 

The initial revenue loss associated with enactment of the 
historic preservation tax incentives occurred in 1978. At that 
time, the Committee on the Budget, United States Senate, esti- 
mated that the revenue loss for that year was less than $2.5 
million. For fiscal year 1984, however, it is estimated that 
the revenue loss would reach $210 million and could be as much 
as $700 million in fiscal year 1988. 

NPS AND IRS ADMINISTER THE 
HISTORIC PRESERVATION PROVISIONS 

Two federal agencies are responsible for administering the 
historic preservation tax provisions. The National Park Service 
(NPS) in the Department of the Interior determines whether (1) 
structures are historically significant and (2) proposed or com- 
pleted rehabilitation work conforms to the Secretary of the 
Interior's "Standards for Rehabilitation." The Internal Revenue 
Service (IRS) is responsible for assuring taxpayer compliance 
with the tax laws relating to historic structures. 

To be eligible to use the historic preservation tax incen- 
tives, taxpayers must first apply to NPS to have their struc- 
tures designated as "certified historic structures" and to have 
completed rehabilitation work designated as "certified rehabili- 
tations." A certified historic structure is a depreciable 
building or other structure either (1) listed in the National 
Register of Historic Places4 or (2) located in a registered 

3The Tax Reduction and Simplification Act (Public Law 95-30, 
May 23, 1977) and the Tax Treatment Extension Act (Public Law 
96-541, Dec. 17, 1980) modified and made permanent the provi- 
sions for charitable contributions made exclusively for con- 
servation purposes. 

4The National Register of Historic Places is the official list 
of the Nation's cultural resources deemed worthy of preserva- 
tion. The Secretary of the Interior is responsible for main- 
taining a national register of historic districts, sites, 
buildings, structures, and objects significant in American his- 
tory, architecture, archeology, and culture. 
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historic district5 and certified by NPS as being of historic 
siqnificance to the district. A certified rehabilitation con- 
sists of improvements to or restoration of an existing certified 
historic structure which the Secretary of the Interior has ap- 
proved as meeting certain prescribed standards for rehabilita- 
tion. These standards, discussed in greater detail in chapter 
3, are designed to ensure preservation of the significant his- 
torical and architectural characteristics of a structure during 
the rehabilitation process. One standard, for example, provides 
guidance when deteriorated architectural features have to be re- 
placed rather than repaired, 

IRS' role in the administration of the provisions consists 
primarily of (1) providing guidance to taxpayers who wish to use 
the tax provisions and (2) ensuring compliance with the related 
tax laws. To determine compliance, IRS necessarily relies on 
the Department of the Interior to furnish it with information 
needed to identify those taxpayers who are eligible to use the 
tax incentives. IRS also needs such information to identify 
those taxpayers who applied for but were denied certification 
and, therefore, were not eligible to claim tax benefits. 

OBJECTIVE, SCOPE, AND METHODOLOGY 

Our objective in performing this review focused on answer- 
ing the following questions: 

--How many taxpayers are using the tax provisions which 
provide incentives for historic preservation and what are 
the taxpayers' characteristics? 

--Which tax provisions pertaining to historic structures 
were used by taxpayers and to what extent? 

--How much do the tax provisions cost the federal 
qovernment in terms of foregone tax revenues? 

--What administrative problems have IRS, NPS, and/or 
the taxpayers encountered? 

To achieve our objective, we (1) reviewed applicable laws, 
regulations, policies, and procedures pertaining to historic 
structures; (2) reviewed all applications for certification of 

5A registered historic district is a district (1) listed in the 
National Register of Historic Places or (2) designated as such 
by a statute or ordinance of a state or local government. In 
the latter case, NPS must certify that the statute or ordinance 
has as its primary purpose the preservation of historically 
siqnificant buildings. Moreover, the district must meet sub- 
stantially all of the requirements set forth by NPS for quali- 
fication as a reqistered historic district. 
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historic structures and rehabilitation work which had been com- 
pleted or were in process at NPS as of December 31, 1979; (3) 
analyzed tax returns filed in 1980 by taxpayers who had applied 
for certification; (4) analyzed responses to a questionnaire we 
sent to a sample of taxpayers who had applied to NPS for certi- 
fication of their rehabilitation projects: (5) interviewed IRS 
and Interior officials at headquarters, regional, state, and/or 
district levels as well as various state officials: and (6) 
reviewed pertinent IRS and Interior Department records. 

Our review was performed primarily at the national offices 
of NPS and IRS. But field work was conducted at NPS' Mid- 
Atlantic and Southeast Regional Offices located in Philadelphia, 
Pennsylvania, and Atlanta, Georgia, respectively. We selected 
these locations because, according to NPS officials, 75 percent 
of the processing of applications for certification of struc- 
tures and rehabilitations was taking place at these offices when 
we initiated visits to these locations in June 1981, We inter- 
viewed officials and reviewed case files at these two locations 
and at the state historic preservation offices in Georgia, South 
Carolina, Pennsylvania, and Virginia. We also interviewed IRS 
district office officials in these same states. 

We found it difficult to perform this review promptly in 
part because IRS could not readily identify tax returns contain- 
ing a deduction and/or credit for historic preservation. Thus, 
to identify a sample of returns, we had to carry out the time- 
consuming process of developing a universe of potential users of 
the deductions and/or credits. We did so by manually extracting 
data from the applications for certification submitted to NPS 
for approval. Since 1979 represented the latest complete tax 
year at the time we were ready to request tax returns in May 
1980, we established December 31, 1979, as the cutoff date for 
including applicants in our universe. We then requested tax 
returns filed in 1980 from IRS for a sample of applicants. But 
we experienced further delays in obtaining the requested tax re- 
turns because NPS data on applicants frequently proved insuffi- 
cient for IRS tax return identification purposes. 

From a universe of 1,144 applicants who applied to NPS for 
certification during the period October 4, 1976, through 
December 31, 1979, we requested tax returns for 751 appli- 
cants-- all 440 of the applications on which NPS had taken final 
action (approved, denied, appealed, etc.) and 311 of the 704 
applications still in process. The 311 applications were ran- 
domly selected from the universe of applications in process at 
the time. Because the findings in this report are based on 1979 
taxpayer data, we cannot make projections for any other year. 
However, we believe that the findings are indicative of the 
compliance situation for the period from October 1976 through 
passage of the Economic Recovery Tax Act in October 
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1981, since most of the taxpayers used the 5-year amortization 
or accelerated depreciation deductions. Once claimed initially, 
the deductions generally continue to be claimed on the same 
basis in subsequent years. Also, during the period from 1976 to 
October 1981, the tax provisions remained constant and our 
sample involved those taxpayers who used the deductions and/or 
credits for the first time in 1979, as well as those taxpayers 
who initially claimed the deductions and/or credit in prior 
years. 

The following table shows the number of applications we re- 
viewed by type of NPS processing action and the number for which 
we analyzed tax returns. We were unable to analyze returns for 
all of the applicants we selected because IRS could not provide 
us with all of the returns we requested. IRS could not locate 
some returns because of the inadequacy of taxpayer identifica- 
tion data obtained from NPS and others were not available for 
different reasons; for example, the returns were being examined 
by IRS. Still, we were able to obtain tax returns related to 
545 of the 751 NPS applications included in our sample. Our re- 
sults are projectable-only to 
could locate for the tax data 

Number of 
applications for 

Type of certification 
NPS action in sample 

Approved 391 

Denied 24 

Denied/ 
appealed/ 
reversed 25 

In process 311 

Total 751 
- 

the universe of returns which IRS 
in this report, 

Number of Percent of 
applicants for applicants for 

whom returns whom returns 
were available were available 

302 77 

18 75 

17 68 

208 67 

545 73 

We also sent a questionnaire to the 751 applicants in our 
sample who applied for certification of their rehabilitation 
projects to obtain their opinions on the (1) adequacy of the 
Department of the Interior's certification process and IRS' 
guidance on use of the tax provisions and (2) extent to which 
the tax provisions influenced their decisions to rehabilitate 
historic structures. For the 751 questionnaires we mailed, we 
received 606 responses-- an 80 percent response rate. Similar to 
our tax data, the responses to our questionnaire are projectable 
only over the population of questionnaires received. Appendix 
IV contains details on our questionnnire results. 
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Concerninq taxpayers who claimed deductions for charitable 
contributions of conservation easements, IRS provided us with 
aggregate data on all returns it could identify at three dis- 
trict offices--Philadelphia, Atlanta, and Jacksonville--where 
revenue agents had questioned the value of the easement deduc- 
tions. Our analysis of easements is based on that aggregate 
data. 

We performed this review in accordance with generally ac- 
cepted government auditing standards. 

AGENCY COMMENTS 

By letter dated January 5, 1984 (see app. I), the Commis- 
sioner of Internal Revenue stated that IRS had reviewed the re- 
port but had no specific comments to submit. IRS stated, how- 
ever, that the National Park Service will be helping IRS iden- 
tify incorrect tax benefit claims by (1) supplying IRS with a 
breakout of the total costs associated with the rehabilitation 
of a historic structure, (2) emphasizing the need to obtain 
accurate taxpayer identification numbers from all taxpayers 
requesting certification, and (3) providing IRS a list of those 
taxpayers denied certification. 

The Department of the Interior, by letter dated January 16, 
1984 (see app. II), stated that it concurred with the findings 
of the report as they apply to the National Park Service's ad- 
ministration of the program. It also stated that the data we 
developed on tax expenditures, gathered from actual tax returns, 
would be particularly useful to the administration and the Con- 
gress as they consider possible changes to federal tax laws 
affecting historic buildings. 
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CHAPTER 2 

TAX INCENTIVES HAVE STIMULATED 

THE REHABILITATIPN OF 

HISTORIC STRUCTURES 

Since passage of the Tax Reform Act of 1976, there has been 
a substantial increase in both the number of applicants request- 
ing historic structure certifications and the number of historic 
structures actually rehabilitated, Statistical data and the 
opinions of taxpayers indicate that tax considerations have 
proven influential in enlisting private funds into the preserva- 
tion movement. 

Moreover, besides promoting preservation and/or rehabili- 
tation, the tax provisions have had the effect of reducing the 
Nation's rental housing shortage. In effect, the number of 
rental housing units has increased because historic rehabilita- 
tion work frequently has resulted in a shift in the use of 
structures from -private residences to apartments or other kinds 
of rental units. Furthermore, the revenue loss to the federal 
government, in terms of foregone tax dollars, is estimated to 
have been substantially less than the dollar value of the reha- 
bilitation work performed. 

NPS' annual caseload of applications has steadily increased 
since passage of the Tax Reform Act of 1976 from a combined to- 
tal of 549 applications in fiscal years 1977 and 1978, to 3,639 
applications in fiscal year 1983--a five-fold increase over what 
it was during the first 2 years of the program. Moreover, NPS 
estimates that its caseload of applications will be 4,000 in 
fiscal year 1984. Similarly, the estimated dollar value of in- 
vestments in rehabilitation work increased from a combined total 
of $140 million for fiscal years 1977 and 1978 to over $2.1 bil- 
lion in fiscal year 1983. In the first quarter of fiscal year 
1983 alone, 686 projects were approved, a loo-percent increase 
from the same quarter in fiscal year 1982 and more projects than 
were approved in the first 2 years of the program. The follow- 
ing chart illustrates the growth in NW certification activi- 
ties. 
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Source : National Park Service, December 1983. 

Besides experiencing an increased demand for certification 
of structures and rehabilitations, NPS has also experienced an 
increased demand for other certification actions relating to 
national historic districts, locally designated historic dis- 
tricts, and State and local statutes. NPS estimates, for in- 
stance, that at the end of 1976 there were about 1,200 national 
historic districts. By the end of fiscal year 1983, that number 
had risen to about 3,000. 
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As of March 1982, NPS has also certified 81 locally desig- 
nated historic districts and 144 state and local statutes, In 
granting these certifications, NPS determined that the locally 
designated districts effectively had met the requirements for 
districts listed in the National Register of Historic Places and 
that the state or local statutes contained criteria which assure 
the preservation of historically significant buildings. The 
Senate Committee on the Budget currently estimates that these 
historic districts contain as many as 1 million buildings which 
potentially are eligible for special tax treatment. 

Thus, there has been a spurt in historic preservation ac- 
tivities since the tax incentives were enacted. And, responses 
to our questionnaire indicate that the tax incentive provisions 
have played a role in taxpayers' decisions to rehabilitate his- 
toric structures and in the extent of the rehabilitations per- 
formed. We asked taxpayers who applied for certification of 
their rehabilitations as of December 31, 1979, how the tax in- 
centive affected them, Our analysis of their responses, shown 
in the following table, illustrates that the majority would not 
have rehabilitated the structures to the same extent that they 
did had it not been for the tax incentives. 

Extent to which taxpayers would have 
or planned to rehabilitate historic 
structures without tax incentives 

To little or no extent 

To some extent 

To a moderate extent 

To a substantial extent 

To a very great extent 

Total 

aTotal does not add due to rounding. 

Percent of 
applicants 

36 

20 

19 

12 

12 

1 ooa 

Besides the tax incentives, though, there are other reasons 
why investors and developers find rehabilitation an attractive 
alternative to new construction. These include the lower costs 
often associated with rehabilitation, the often faster construc- 
tion time, the highly marketable amenities of older buildings, 
and the location of many older buildings in downtown or 
"in-town" areas. 
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HISTORIC REHABILITATIONS HAVE 
ADDED TO THE RENTAL HOUSING SUPPLY 

For several years, the Congress has been concerned about 
the condition and availability of rental housing units throuqh- 
out the Nation. With passage of the Tax Reform Act of 1976, 
there was concern that rehabilitations of historic structures 
might further exacerbate the rental housing shortage problem: 
however, the rehabilitations have resulted in an increase in the 
number of available rental housing units. 

In a 1979 report,' we pointed out that the Nation's rental 
housing market had reached a crisis stage. The primary factors 
responsible for this were low levels of moderately priced new 
private construction and losses of existing units through aban- 
donments or conversions to condominiums. Other factors such as 
rapidly escalating operating costs and the increasing age of the 
existing rental stock were also having an effect. 

Given the seriousness of the rental housing situation and 
the fact that various public and private sector officials had 
expressed concern over the potential impact of rehabilitation on 
rental housing, we sought to gather data on this issue. As 
shown in the following table, we were able to determine that 
most rehabilitation work was done on private residences, com- 
mercial buildings, and multi-use facilities. 
cussed, 

As previously dis- 
our sample consisted of 751 of the 1,144 applicants who 

applied to NPS for certification from October 1976 through De- 
cember 31, 1979. These sample results are projectable over the 
universe of 1,144 applicants. 

Type of property 

Projected 
number of 

rehabilitations 

Private residences 458 

Residential rental 48 

Commercial/office 250 

Industrial 88 

Multi-use 274 

Unknown 26 

Total 1,144 

Percent 

40 

4 

22 

8 

24 

2 

100 

'Rental Housing: A National Problem That Needs Immediate 
Attention (CED-80-11, Nov. 8, 1979). 
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Although most rehabilitation work was done on private resi- 
dences, commercial buildings, and multi-use properties, the most 
significant change in use of the properties after rehabili- 
tation occurred in the residential area. For example, 193, or 
42 percent, of the 458 structures used as private residences 
before rehabilitation had been or were expected to be converted 
to residential rental units. Furthermore, as shown in the fol- 
lowing table, other types of property were also converted to 
residential rental units as well. 

Number converted 
Type of Number of such to or maintained Percent 

property before properties as residential converted 
rehabilitation involved rental units or maintained 

Private residences 458 193 42 

Residential rentals 48 28 58 

Commercial 
buildings 250 24 10 

Industrial 88 13 15 

Multi-use 274 18 7 

Unknown 26 5 19 

Moreover, our analysis shows that the 1,144 applicants in 
our universe had properties which originally consisted of an 
estimated 1,444 housing units. After rehabilitation, these 
properties were expected to contain about 8,364 housing units, 
an estimated increase of about 480 percent. And, because most 
historic structures are located in the Northeast, that section 
of the country has benefited most in terms of rental housing 
gains. In fact, as shown in the following table, 10 states 
accounted for 94 percent of the expected increase in the supply 
of rental housing units. 
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State 

Massachusetts 

Connecticut 

Maryland 

Pennsylvania 

New York 

Louisiana 

Mississippi 

Maine 

Rhode Island 

Washinqton 

Total 

Estimated 
Number of Rental Housing Units 

as of December 31, 1979 

Before 
rehabilitation 

21 

52 

64 

50 

432 

79 

16 

14 

35 

0 

763 
- 

After 
rehabilitation 

2,734 

1,213 

984 

718 

908 

315 

134 

105 

119 

66 

7,296 

In addition to our statistics indicating an increase in 
residential rental units, NPS' records show that during fiscal 
years 1977 through 1982, the number of rental housinq units 
increased from 5,451 to 25,948 under the program, an increase of 
almost 380 percent. NPS further estimates that at least 9,825 
low and moderate income housing rental units are included in the 
total. 

Increase 

2,713 

1,160 

920 

668 

476 

236 

118 

91 

84 

66 -__I_ 

6,532 

REVENUE LOSSES TO THE FEDERAL 
GOVERNMENT SEEM SMALL IN RELATIONSHIP 
TO THE DOLLAR VALUE OF REHABILITATION 
WORK PERFORMED ON HISTORIC STRUCTURES 

As previously discussed, NPS has experienced an increased 
demand for certifications of historic structures as well as a 
substantial increase in other certification activities. It 
seems clear, therefore, that the historic preservation provi- 
sions of the Tax Reform Act of 1976 are achieving their desired 
effect. The provisions are, of course, also costing theHE;:;:; 
government money in the form of foregone tax revenues. I 
the benefits derived seem to outweigh the tax loss. 
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Like the situation with any other tax expenditure, some 
taxpayers benefit to a greater extent from use of the historic 
preservation tax expenditure provisions than others. In this 
regard, we found that individual taxpayers generated the highest 
number of rehabilitations but that partnerships generated the 
qreater dollar value of rehabilitation work. We also found, as 
might be expected, that both individual and business taxpayers 
at the hiqher income and asset levels, respectively, benefited 
more so than other taxpayers from this tax expenditure. 

To obtain data comparing the amounts invested in rehabili- 
tation projects and the associated federal government costs 
(foregone revenues), we obtained tax information which could be 
projected to 243 of the 1,144 applicants who claimed deductions 
and/or credits on their tax year 1979 returns. We were able to 
make this analysis for only 243, or 21 percent, of the 1,144 
applicants because complete information was unavailable for the 
remaininq applicants. We did not calculate the tax loss relat- 
inq to any applicant for whom we could not obtain complete in- 
formation. 

Our analysis, when projected to the 243 projects, showed 
that the taxpayers involved had generated $27.1 million of his- 
toric structure rehabilitation work for tax year 1979. The 
revenue loss to the Treasury that year and, conversely, the tax 
advantage to the taxpayers for this work was an estimated $1.3 
million, or about 5 cents in tax expenditures for every dollar 
of rehabilitation work generated. Thus, for the 243 projects, 
the federal government's costs for tax year 1979, in the form of 
foreqone revenues, were small in comparison to the total amounts 
spent on rehabilitations. 

Of course, the above statistics pertain only to tax year 
1979: the federal government anticipated further revenue losses 
from these same rehabilitations in subsequent years. This is 
because taxpayers generally accrue tax benefits from accelerated 
depreciation/amortization deductions over a period of years. 
Nonetheless, in the long run, the theoretical maximum cost to 
the federal qovernment of deductions for any rehabilitation 
would total only 50 percent of the amount invested--and then 
only if the investor's marginal tax rate consistently remained 
at 50 percent, the hiqhest tax rate under current law. To the 
extent that taxpayers with lower marginal tax rates take deduc- 
tions for rehabilitations, the federal qovernment's revenue 
losses would be proportionately less than 50 percent. On the 
basis of data we developed for tax year 1979, it appears that 
the actual revenue losses may well be less than 50 percent of 
the amounts invested in rehabilitations. Similarly, potential 
tax revenue losses associated with use of the investment tax 
credit cannot exceed 10 percent of qualified rehabilitation 
expenditures. 
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Even though the federal government's costs for those proj- 
ects seem relatively low, the fact remains that some taxpayers 
benefited from the historic structure tax expenditure provisions 
while others did not. Therefore, in assessing the utility of 
this (or any other tax expenditure), it is important to know who 
is benefiting and to what extent. 

Concerning those who benefited, we were able to obtain data 
on 410, or 36 percent, of the 1,144 applicants. We found that 
individual taxpayers accounted for the larger number of rehabil- 
itations but that partnerships accounted for a greater dollar 
volume of rehabilitation work, as shown in the following table. 

Type 
of filer 

Partnerships 

Individuals 

Corporations 

Small business 
corporations 

Total 

Estimated 
Estimated Percent amount of 

number of of rehabilitation 
projects projects expenditures 

130 31.7 $ 73,429,360 

258 62.9 20,272,856 20.1 

18 4.4 6,799,138 6.7 

4 1.0 239,278 

410 100.0 $100,740,632 
- 

Percent of 
total reha- 

bilitation 
expenditures 

72.9 

0.2 

100.0a 

aTotal does not add due to rounding. 

Using adjusted gross income2 for individual taxpayers and 
total assets for partnerships and corporations, we also deter- 
mined the number of projects and the dollar amount of rehabil- 
itation expenditures generated by taxpayers at various asset and 
income levels. Individual taxpayers at the higher income levels 
generated a much larger dollar value of rehabilitations than did 
taxpayers at lower income levels, as shown on the following 
page l 

2Adjusted gross income consists of an individual taxpayer's 
total income (such as wages, salaries, interest, and dividends) 
reduced by amounts for items such as moving expenses or 
employee business expenses. 
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Individual Taxpayers 

Adjusted qross income 

Estimated 
number of Amount spent 
projects on rehabilitations 

(millions) 

Less than $20,000 

$20,000 to $39,999 

$40,000 to $99,999 

$100,000 or more 

Unknown 

Total 

46 $ 2.1 

67 4.7 

95 7.1 

48 6.0 

2 3 A 

258 $20.2 
- 

A similar situation existed for partnerships and corpora- 
tions. As shown in the following table, the largest partner- 
ships and corporations, in terms of total assets, generated the 
largest dollar volume of expenditures for rehabilitations. 

Total assets 

Less than 
$100,000 

$100,000 to 
$499,999 

$500,000 or 
more 

Unknown 

Total 

Partnerships Corporations 
Estimated Estimated EEimated Estimated 

number amount spent number amount spent 
of on of on re- 

projects rehabilitations projects habilitations 

(millions) (millions) 

91 $20.5 5 $0.9 

20 8.3 7 1.4 

19 44.6 5 4.4 

18 $6.8 
- 
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Thus, the benefits associated with the historic preservation tax 
expenditure have accrued, for the most part, to individual-s at 
the higher income levels and to partnerships and corporations at 
the hiqher asset levels. Not only do these higher income/asset 
taxpayers spend more on rehabilitations, but they may also bene- 
fit from tax deductions on a proportionately greater basis than 
do lower income/asset taxpayers. This is because taxpayers who 
have high marginal tax rates benefit more from tax deductions 
than do taxpayers with lower marginal tax rates. 

E 
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CHAPTER 3 

ADMINISTRATICN OF THE 

HISTORIC STRUCTURES PROGRAM 

To properly administer the historic structures program, 
three separate parties--states, NPS, and IRS--have to coordinate 
their efforts while also effectively discharging their independ- 
ent responsibilities. State Historic Preservation Officers have 
to review applications for certification and make recommenda- 
tions as to whether NPS should approve or disapprove them. NPS, 
in turn, has to make timely, accurate decisions on applications 
it receives. Subsequently, IRS needs to use NPS-generated data 
to assure that tax benefits accrue only to those taxpayers who 
have received all necessary NPS certifications. 

Over the past several years, NPS has come to rely more and 
more on the recommendations of State Historic Preservation Offi- 
cers in deciding whether to certify structures and/or rehabili- 
tations. This is in keeping with the administration's policy of 
transferring responsibilities, where feasible, to the states. 
During fiscal years 1978 through 1983, states depended heavily 
on federal grants as a means for funding historic preservation/ 
rehabilitation activities, particularly State Historic Preserva- 
tion Officer activities. 

By relying more and more on state recommendations in recent 
years and by takinq various managerial initiatives, NPS has been 
able to handle an increasing demand for certifications. And it 
has done so without substantially increasing the size of the 
staff working in this area. 

IRS, on the other hand, experienced some problems in admin- 
istering the various historic structure and related provisions 
of the tax laws. These problems were primarily attributable to 
the number and complexity of the various Internal Revenue Code 
provisions involved. However, the Congress, through the Econom- 
ic Recovery Tax Act of 1981, simplified the tax laws pertaining 
to historic structures. 

THE STATE,'NPS CERTIFICATION 
PROCESS HAS PROVEN EFFECTIVE 

Effective administration of the historic preservation tax 
incentive provisions depends, in the first instance, on timely 
decisions on and processinq of certification applications by 
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State Historic Preservation Officers and by NPS. For the most 
part, taxpayers have been satisfied with the decision processes 
and timeliness of certification actions. However, NPS has grad- 
ually sought to shift more and more decisionmaking responsibili- 
ties to the states. The states in turn have been willing to as- 
sume additional responsibilities in part because federal grants 
could be used to fund State Historic Preservation Officer activ- 
ities. For fiscal year 1984, however, the administration had 
proposed to eliminate such grants. And, if the grants had been 
eliminated, some states might have chosen not to fund these ac- 
tivities at fiscal year 1983 levels. This, of course, could 
have reduced the quality and timeliness of the certification 
process, thereby reducing the utility of the historic preserva- 
tion tax incentives. The Congress, however, provided funds for 
such grants in the Department's 1984 appropriation, thereby 
eliminating this potential problem for that fiscal year. 

Procedures for obtaininq 
certification of a historic structure 
and/or related rehabilitation work 

For a structure to qualify as a certified historic struc- 
ture, it generally must be located in a registered historic dis- 
trict and be certified as significant to that district.' A 
registered historic district may be a National Register district 
which has been nominated and placed on the National Register or 
a district which is designated under a state or local statute or 
ordinance when both the statute and the historic district have 
been certified by NPS. Following are the criteria for listing a 
district or structure on the National Register: 

"The quality of significance in American History, architec- 
ture, archeology, and culture is present in districts, 
sites, buildings, structures and objects of State and local 
importance that possess integrity of location, design, set- 
ting, materials, workmanship, feeling, and association, and 

3 

(a) That are associated with events that have made a 
significant contribution to the broad patterns of 
our history: or 

(b) That are associated with the lives of persons 
significant in our past; or 

'In some cases, a particular building may in itself be a his- 
toric structure due to a particular event or series of events. 
For example, the early homes of former U.S. Presidents may not 
be located in historic districts but nevertheless may be certi- 
fied as historic structures based on their own historic merit. 
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(c) That embody the distinctive characteristics of a 
type, period, or method of construction, or that 
represent the work of a master, or that possess 
high artistic values, or that represent a 
significant and distinguishable entity whose 
components may lack individual distinction; or 

(d) That have yielded or may be likely to yield, 
information important in pre-history or history." 

Because not all structures located in a registered district 
qualify as certified historic structures, the owner of a struc- 
ture who wants to obtain tax benefits for rehabilitation work 
must apply for and obtain certification of the structure. To 
obtain certification of a historic structure and/or related re- 
habilitation work, a taxpayer submits a two-part application 
form (Historic Preservation Certification Application) to NPS 
through a State Historic Preservation Officer. The State His- 
toric Preservation Officer, or a designated representative of 
this Officer, is the official within each state authorized to 
act as a liaison to NPS in the certification process. Part I of 
the form provides information for certifying the historic sig- 
nificance of the structure: part II provides descriptive infor- 
mation for use in deciding whether to certify the rehabilitation 
work. 

Among other things, part I of the form must contain the 
following: 

--Name of the owner of the structure. 

--Name and address of the structure. 

--Name of the historic district in which the structure is 
located. 

--Current photographs of the structure. 

--A brief description of the structure's appearance. 

--A brief statement of the structure's architectural and/or 
historical significance. 

Once such an application has been received, the State Historic 
Preservation Officer reviews the information provided and for- 
wards it to NPS along with a recommendation as to whether the 
structure should be certified as historically significant to the 
district. The State Historic Preservation Officer uses the fol- 
lowing NPS criteria in determining whether to recommend certifi- 
cation by NPS. 
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--A structure which contributes to the historic signifi- 
cance of a district is one which by location, design, 
setting, materials, workmanship, feeling, and association 
adds to the district‘s sense of time and place and his- 
torical development. 

--A structure which does not contribute to the historic 
significance of a district is one which detracts from the 
district's sense of time and place and historical devel- 
opment. Also, if the structure's integrity or its orig- 
inal design or individual architectural features or 
spaces have been irretrievably lost, the structure is not 
considered appropriate for certification. 

--Ordinarily, structures built within the past 50 years 
are not considered eligible unless a strong justification 
can be made concerning their historical or architectural 
merit or the historic attributes of the district are 
based on events which occurred less than 50 years ago. 

In deciding whether individual structures meet the above 
criteria, State Historic Preservation Officers may rely solely 
on the information contained in the application or they can make 
site visits to inspect the structure. NPS in turn may make a 
decision based solely on the State Historic Preservation Offi- 
cer's recommendation. Or, NPS may ask for additional informa- 
tion and/or conduct a site visit before reaching a decision. 
NPS bases its decision on the same criteria used by State His- 
toric Preservation Officers and subsequently notifies the appli- 
cant/taxpayer of its decision. 

For proposed and completed rehabilitations of historic 
structures, NPS also has final decisionmaking authority. A cer- 
tified rehabilitation consists of improvements to or restoration 
of a certified historic structure which are consistent with the 
historic character of the structure or district in which it is 
located. The property owner must complete part II of the NPS 
application form and submit it to the State Historic Preserva- 
tion Officer. The application may be for a proposed or a com- 
pleted rehabilitation. For a proposed rehabilitation, the State 
Historic Preservation Officer reviews the project to determine 
whether it is likely to meet the Secretary of the Interior's 
"Standards for Rehabilitation." Those standards specify, among 
other things, that 

--Every reasonable effort shall be made to provide a com- 
patible use for a property which requires minimal altera- 
tions of the building, structure, or site and its envi- 
ronment. 
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--The distinguishing original qualities or character of a 
building, structure, or site and its environment shall 
not be destroyed. 

--All buildings, structures, and sites shall be recognized 
as products of their own time, Alterations that have no 
historical basis and which seek to create an earlier ap- 
pearance shall be discouraged. 

--Deteriorated architectural features shall be repaired 
rather than replaced, wherever possible. 

--The surface cleaning of structures shall be undertaken 
with the gentlest means possible. 

--Every reasonable effort shall be made to protect and pre- 
serve archeological resources affected by or adjacent to 
any rehabilitation project. 

For both proposed and completed rehabilitations, State His- 
toric Preservation Officers recommend approval or disapproval to 
NPS. They base their decision on whether they feel the project 
will meet or has met the Standards for Rehabilitation. NPS then 
makes the final decision and so informs the applicant/taxpayer. 
When a proposed rehabilitation which has previously been given 
preliminary NPS approval is completed, the owner submits a writ- 
ten statement to the State Historic Preservation Officer. The 
statement must specify the project completion date and that, in 
the owner's opinion, the project meets the Secretary's standards 
and is consistent with the work described in the application 
form: photographs of the completed work must also be included. 
The State Historic Preservation Officer reviews the information 
and forwards it with a recommendation that NPS approve or reject 
the project. A site inspection may be made by the State Histor- 
ic Preservation Officer and/or NPS. NPS then notifies the owner 
regarding its decision. 

If the completed rehabilitation does not meet the Secre- 
tary's standards, NPS sends the applicant a letter explaining 
the reason(s) for disapproval. The applicant may appeal this 
decision to NPS. According to NPS data, since the Tax Reform 
Act was passed in 1976 and through fiscal year 1982, NPS 
approved over 90 percent of the rehabilitation certification 
requests it received, 
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Ge timeliness of and assistance 
-- g;o;znine;hna;:rtification process has 

9 y acceptable to taxpayers 

There are three potential certification actions required of 
the State Historic Preservation Officer and NPS before taxpayers 
are eligible to take advantaqe of tax incentives. The three 
stages and the time frames established in the Code of Federal 
Regulations for completion of the certifications are as follows: 

--Historic significance: The State Historic Preservation 
Officer has 45 days from the time that the property owner 
submits the required information to forward the informa- 
tion with a written recommendation to the Keeper of the 
National Reqister at NPS. Once this information is re- 
ceived, NPS has 30 days to issue a written notice to the 
property owner in the form of a Certificate of Siqnifi- 
cance or as a notice that the structure does not contrib- 
ute to the historic siqnificance of the district. 

--Proposed rehabilitation: If the taxpayer's application 
covers rehabilitation work that has not commenced, the 
State Historic Preservation Officer has 45 days to deter- 
mine if the project is likely to meet the Secretary of 
the Interior's Standards for Rehabilitation and to for- 
ward the application and recommendation to NPS. NPS nor- 
mally has 45 days to determine if the proposed rehabili- 
tation is consistent with the standards or to advise the 
owner of any revisions necessary to meet the standards. 

--Completed rehabilitation: On a completed rehabilitation, 
the State Historic Preservation Officer has 30 days to 
forward a recommendation, together with the documentation 
furnished by the taxpayer, to NPS. 'Notification as to 
certification or disapproval is to be made by NPS within 
15 days of receipt of the State Historic Preservation 
Officer's recommendation. 

To determine whether a sample of applications for certifi- 
cation was beinq processed within the time frames established by 
the regulations, we analyzed a randomly selected sample which 
could be projected to 301 applications processed by State His- 
toric Preservation Officers and NPS during the period January 
1977 through mid-January 1982. We estimate that 56, or 19 per- 
cent, of the 301 applications were processed in accordance with 
the time frames set Eorth in the requlations. The remaining 245 
projects exceeded established time frames by an average of 44 
days. And the latter fiqure encompasses processing by both 
State Historic Preservation Officers and NPS. Furthermore, as 
discussed below, our questionnaire results show that taxpayers 
qenerally were satisfied with the timeliness of the certifica- 
tion process. 
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To determine how taxpayers felt about the timeliness of the 
certification process, we sent a questionnaire to each of the 
individuals or organizations who were listed as owners of the 
properties in our sample. As shown below, we estimate that 
about 74 percent of the applicants to which we could project our 
survey results were very satisfied or somewhat satisfied with the 
State Historic Preservation Officers' timeliness in processing 
requests for certification: about 70 percent were very satisfied 
or somewhat satisfied with NPS' processing. Only about 15 percent 
of the taxpayers questioned expressed dissatisfaction with state 
and/or NPS processing time frames. 

Ti&iness in Processing hpplications 

V-Y Sam&mt Neither satisfied sanwhat Very dis- 
satisfied satisfied mr dissatisfied dissatisfied satisfied Total 

State 
Officers: 52.9 21.0 

NPS: 
Certif i- 
cat ion 
of historic 
siqnif i- 47.7 23.2 15.1 
came 

Certif i- 
cation of 
rehabil i- 
tation 47.4 20.3 

amtal does not add due to rounding. 

17.1 

8.4 

a.9 6.2 1oo.e 

6.4 100.0 

5.6 100.0 

According to the questionnaire responses, taxpayers also were 
generally satisfied with the guidance they received from State 
Historic Preservation Officers and NPS on the requirements for 
obtaining certification of structures and rehabilitation work, as 
shown on the following page. 
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Guidance on 
Guidance on structure's rehabilitation 

historic significance standards 
State State 

Officers NPS Officers NPS 

*---------de -----(percent)------------ 

Very satisfied 64.2 54.9 54.5 49.2 
Somewhat satisfied 18.7 22.3 21.1 20.9 
Neither satisfied nor 

dissatisfied 8.0 16.5 11.6 18.3 
Somewhat dissatisfied 4.1 2.6 6.9 5.8 
Very dissatisfied 4.9 3.7 5.8 5.7 

Total 100.0a 100.0 100.0a 100.0a 

aTotal does not add due to rounding. 

Program improvements have 
enabled NPS to handle 
J 

Although states and NPS were generally successful in 
processing certification applications during the initial years 
of the historic preservation program, problems began to develop 
in fiscal year 1982. Specifically, staffing shortages and an 
increased volume of applications caused backlogs in certain NPS 
regional offices. In response in part to the certification re- 
quest backlogs, the NPS Director established a study group to 
review the program and recommend improvements. 

Among other things, the study group found that hiring 
freezes, less money, and reduced personnel ceilings had pre- 
vented NPS from achieving regional staffing goals. The study 
group pointed out that, meanwhile, the demand for certification 
of historic structures and rehabilitations had grown and was ex- 
pected to continue to grow rapidly in future years. For exam- 
ple, in fiscal year 1981, NPS handled 2,712 certification 
requests --a 37-percent increase over the 1,974 requests received 
in fiscal year 1980. And for fiscal years 1982 and 1983, the 
study group estimated that NPS would be called on to handle 
3,800 and 4,300 certification requests, respectively. 

In light of its findings, the study group made several rec- 
ommendations. For example, it recommended that NPS consolidate 
historic preservation functions in five rather than the then ex- 
isting eight regional offices. The group felt that such a con- 
solidation would result in the concentration of critical profes- 
sional personnel where they were needed, thus enabling NPS to 
maintain its program with fewer people and lower operating 
costs. The study group further noted that NPS could reduce its 
workload by relying more heavily on State Historic Preservation 
Officers' recommendations. 
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According to NPS officials, implementation of the above two 
recommendations has enabled the agency to deal effectively both 
with the backlogs that had developed and with the continuing in- 
crease in demand for certifications. NPS officials further 
noted that the concept of increased reliance on State Historic 
Preservation Officers coincided well with the way the program 
had evolved over the years. In this regard, they noted that, at 
the outset of the program in 1977, NPS had exercised strong con- 
trols over the certification decision-making process, Gradual- 
ly, however, as states gained experience working with the his- 
toric preservation regulations and procedures, they developed 
expertise and were able to make appropriate recommendations to 
NPS . 

For fiscal year 1984, however, the administration had made 
a proposal which could have reversed the trend toward further 
NPS reliance on State Historic Preservation Officer recommenda- 
tions. That is, in its fiscal year 1984 budget request, the In- 
terior Department had proposed to eliminate federal funding for 
state historic preservation activities. In prior yearsl this 
funding --in the form of federal grants--enabled many states to 
afford to pay large portions of the costs of historic preserva- 
tion activities. For example, in fiscal year 1983, the State of 
Pennsylvania earmarked over $1 million for historic preservation 
activities-- $446,962 in state funds and $611,817 in federal 
grants. Similarly, in that same year, the State of Georgia ear- 
marked $629,000 for historic preservation activities, SO percent 
of which was derived from federal grants. In total, for fiscal 
year 1983, NPS grants to states for historic preservation activ- 
ities amounted to $21.5 million. 

If the Interior Department's proposal had been approved by 
the Congress, it is uncertain whether the states would have 
funded historic certification activities. The Interior Depart- 
ment apparently had recognized that possibility and had 
requested an increase of 29 positions and $1.2 million for NPS' 
fiscal year 1984 historic preservation certification activities. 
As an indirect offset to this increased federal expenditure, NPS 
also planned to begin charging fees for certification actions. 
For fiscal year 1984, NPS had estimated that 8,125 certification 
requests would generate $1.6 million in fees which could be 
deposited as miscellaneous receipts in Treasury Department 
accounts. 

According to NPS officials, these proposed program revi- 
sions were not specifically designed with a view toward reducing 
states' involvement in the historic preservation program. NPS 
officials noted that states would have the option of retaining 
or even expanding their current program responsibilities--but 
without federal funding, 
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In fiscal years 1982 and 1983, the Interior Department pro- 
posed to eliminate federal grants for historic preservation ac- 
tivities, but the Congress rejected the proposals and appropria- 
ted funds for the grants. The Congress took the same action 
with the fiscal year 1984 proposal. On November 4, 1983, the 
President signed the Department's appropriation act which pro- 
vides $26.5 million to carry out the provisions of the Historic 
Preservation Act of 7966. 

RECENT LEGISLATIVE CHANGES SHOULD 
FACILITATE IRS' ADMINISTRATION OF THE 
HISTORIC PRESERVATION TAX INCENTIVES 

Tax incentives for the preservation of historic structures 
were first authorized by the Congress in 1976. And, as pre- 
viously mentioned, they have achieved their desired effect of 
stimulating private sector interest in preserving and rehabili- 
tating historic structures. For several years, however, IRS 
experienced some difficulties in seeking to effectively admin- 
ister this tax expenditure. That is, problems arose in large 
part because the provisions were complex, requiring that tax- 
payers choose from among several possible Internal Revenue Code 
options. IRS thus faced the difficult task of ensuring that 
taxpayers adhered to the differing requirements associated with 
the various options. 

Recognizing that the complexity of the historic preserva- 
tion tax code provisions were causing administrative problems, 
the Congress moved to simplify them through enactment of the 
Economic Recovery Tax Act of 1981. Still, some tax compliance 
problems were not eliminated by the 1981 act. These involve 
(1) "recapture" of tax credits, (2) inappropriate tax benefit 
claims, and (3) overvaluation of conservation easement deduc- 
tions. 

The historic preservation sections of 
the Internal Revenue Code caused tax 
administrati& problems for IRS 

With passage of the Tax Reform Act of 1976 and the Revenue 
Act of 1978, private investors began exhibiting an increasing 
interest in the preservation and/or rehabilitation of historic 
structures. Unfortunately, however, the historic preservation 
tax incentives included in those acts were complex. As a 
result, taxpayers experienced difficulties in seeking to comply 
with the tax laws and IRS found it difficult to effectively 
administer the provisions. 
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Complexity of the 1976 provisions 

Before 1976, taxpayers were afforded no specific tax incen- 
tive to rehabilitate historic structures. With enactment of the 
1976 law, however, taxpayers were afforded the opportunity to 
choose between two different tax incentives. 

--Taxpayers could amortize (write off), over a S-year 
period, certain amounts invested in the rehabilitation 
of historic structures. Previously, such investments 
were written off over the useful life of the structure-- 
a period of time that could involve 15 to 30 years or 
more. 

--Alternatively, taxpayers who "substantially rehabili- 
tatedn2 a historic structure could elect to use an 
accelerated depreciation method not previously available 
to them. That is, certain taxpayers were authorized to 
depreciate the residual value of the structure before 
rehabilitation through use of the "sum-of-the-years 
digits" or "150 percent declining balance" methods. Pre- 
viously, only the "straight line" or "125 percent declin- 
ing balance" methods could be used. Appendix III 
explains these depreciation methods in more detail. 

Subsequently, through the Revenue Act of 1978, the Congress au- 
thorized use of a IO percent investment tax credit as an added 
incentive that could be used by certain taxpayers for historic 
structures. The credit could be taken in conjunction with the 
accelerated depreciation provisions of the 1976 act but did not 
apply when taxpayers elected to use the S-year amortization ap- 
proach. 

21n general, a "substantially rehabilitated" structure is one 
whose rehabilitation costs exceed the pre-rehabilitation cost 
basis of the structure. A certified rehabilitation is consid- 
ered "substantial" if the amounts added to the capital account 
exceed the greater of (1) the adjusted basis of the property or 
(2) $5,000. 
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In addition to these tax incentives, the Tax Reform Act of 
1976 and subsequent legislation made permanent and attempted to 
clarify previous legislation pertaining to deductions for chari- 
table contributions made for conservation easements. A conser- 
vation easement is a contractual agreement, usually a recorded 
deed, between the property owner (the grantor) and a charitable 
organization (the grantee) receiving the easement. The deed re- 
cords the property owner's promise to protect in perpetuity the 
existing character of the property, binding future property own- 
ers as well. The grantee of the easement is typically given the 
right to inspect the property or structure at any time and to 
enforce the easement. 

In passing the legislation, the Congress recognized the 
value of easements in furthering four conservation goals, one of 
which is related to historically significant land areas and 
structures. A historic conservation easement usually refers to 
a restriction placed on alterations that may be made to the fa- 
cade or the interior details of a certified historic structure. 
Easements, however, may also be used to protect historically im- 
portant land areas. The other conservation goals include the 
preservation of recreation areas, natural habitats, and scenic 
spaces. 

To encourage the use of conservation easements, the Con- 
gress has provided a tax deduction to easement donors equal to 
the reduction in property value experienced after the imposition 
of the easement--the so called "before and after test." Reduc- 
tions in the property value are generally the case because the 
land is no longer available for its "highest and best use." 
Highest and best use in this context usually refers to the re- 
alistic development potential of the land in terms of commercial 
or expanded residential use. This reduction in property value, 
which is determined by the donor or a paid appraiser, is viewed 
as a donation of a partial interest in real property (noncash 
contribution) and may be deducted from the donor's adjusted 
gross income when calculating taxable income. 

Tax administration 
difficulties encountered 

To determine whether taxpayers in our sample were complying 
with the various Internal Revenue Code provisions relating to 
historic preservation and to evaluate IRS' compliance program, 
we analyzed data that could be projected to 545 tax returns 
filed with IRS in 1980. We estimate that the 545 returns per- 
tained to 400 separate properties. The number of returns exceed 
the number of properties because multiple tax returns were filed 
for certain properties by, for example, the various partners in 
partnerships. The tax returns were selected from the universe 

i 

Y 

29 



of 1,144 applicants who applied to NPS for certification from 
program inception through December 31, 1979. We found that IRS 
and/or taxpayers had experienced difficulties with four aspects 
of the historic preservation tax incentives. 

First, we estimate that tax returns pertaining to 53, or 
about 5 percent, of the 1,144 applicants contained claims for 
tax benefits under mutually exclusive Internal Revenue Code sec- 
tions. That is, the taxpayers had claimed the 10 percent in- 
vestment tax credit along with 5-year amortization or had 
claimed both S-year amortization and the accelerated deprecia- 
tion provision. As discussed on page 36, however, the Economic 
Recovery Tax Act will, over the long term, have the effect of 
eliminating this as a problem area for IRS. That act simplified 
the historic structure tax provisions of the Internal Revenue 
Code. Thus, with respect to the above problem, IRS generally 
will only have to be concerned about rehabilitation expenditures 
made before January 1, 1982--the effective date of the new law. 

Second, we found that taxpayers sometimes received exces- 
sive benefits from the historic preservation tax incentives. In 
this regard, taxpayers who claim benefits under certain tax code 
provisions, such as accelerated depreciation deductions on cer- 
tified historic structures, may have to pay additional taxes on 
the portion considered to be a *tax preference amount." The tax 
preference amount --or special tax benefit--for amortization of 
certain rehabilitation expenses claimed under the S-year write- 
off is the result obtained by subtracting the straight-line 
depreciation over the normal useful life of the improvement from 
the amount of the amortization, For example, if the normal 
useful life of improvements made to a certified historic struc- 
ture was 20 years and the cost was $100,000, the straight-line 
depreciation would be $5,000 per year. But when a taxpayer 
elects to use the 5-year write-off, the amount of the annual 
deduction would be $20,000. The difference between the two 
amounts --$15,000--is the tax preference amount that the taxpayer 
must consider when calculating the minimum tax. That tax calcu- 
lation is designed to assure that higher income taxpayers do not 
totally shelter their incomes from taxation. 

IRS requires individual taxpayers to file Form 4625, “Corn- 
putation of Minimum Tax--Individuals," if the amount of any one 
tax preference item or the total of several tax preference items 
is more than $10,000;3 corporations have similar requirements. 
In the case of partnerships and small business corporations, IRS 
requires that they report the tax preference amounts to their 
partners and shareholders, respectively, for inclusion on indi- 
vidual tax returns. 

a taxpayer who is married and files a separate tax return, 
the amount is $5,000. 



We estimate one or more taxpayers associated with 58, or 5 
percent, of the 1,144 projects either did not take the minimum 
tax into account or underreported tax preference items, as shown 
in the following table. 

Type of filer 

Estimated 
number of 
returns 

Estimated amount of 
unreported or under- 

reported tax preference 

Individuals 
Partnerships 
Corporations 
Small business 

corporations 

34 $ 578,055 
20 602,362 

2 148,293 

2 24,097 

Total $1,352,807 

Of the estimated 34 individual taxpayers included in our sample 
who did not report or underreported tax preference items, we es- 
timate that 30, or 88 percent, should have filed Form 4625 along 
with their Form 1040 --but did not do so. In these instances, 
the historic preservation tax deduction alone was sufficient to 
activate that filing requirement. Similarly, of the estimated 
20 partnership returns on which tax preference items were unre- 
ported/underreported, we estimate that 7, or 35 percent, con- 
tained tax preference amounts large enough to require one or 
more of the partners to file a minimum tax form based solely on 
the tax preference amount pertaining to historic structures. 
But none of the partnerships had reported these amounts to the 
partners and only one partner had filed the minimum tax form. 
We did not attempt to determine how the one partner obtained the 
data needed to complete the minimum tax form. 

Although the problem of unreported or underreported tax 
preference amounts may have some tax consequences in the form of 
foregone federal tax revenues, the problem should resolve itself 
over the long term. The Economic Recovery Tax Act of 1981 re- 
placed the existing tax incentives with a special tax credit 
which is not a tax preference item. Thus, with respect to the 
tax preference/minimum tax problem, IRS generally will have to 
be concerned only with those taxpayers whose rehabilitations 
were underway before January 1, 1982. 
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The third problem area we noted pertains to the fact that 
the Internal Revenue Code provides for the "recapture" or recov- 
ery of any excess tax benefits that have accrued to taxpayers 
who sell rehabilitated historic structures within certain time 
frames. As previously discussed, a taxpayer who elects to amor- 
tize a $100,000 investment over 5 years receives a special bene- 
fit equal to $15,000 in deductions each year ($20,000 less the 
$5,000 that would have been allowable via straight line depreci- 
ation for a building with a useful life of 20 years). However, 
if the taxpayer was to sell the structure before 20 years had 
elapsed, there would be a tax consequence in the form of recap- 
ture. For example, if the taxpayer sold the structure after 
only 10 years, the amount to be recaptured would be computed as 
follows: 

Total depreciation 
claimed during 
first 5 years $100,000 

Less: amount of depreciation 
allowable under straight 
line method ($5,000 x 10 years) 50,000 

Depreciation amount 
subject to recapture $ 50,000 

In the above example, the taxpayer is required to include the 
$50,000 as ordinary income on the tax return filed for the year 
in which the structure was sold. And, depending on the individ- 
ual's tax bracket, the amount of tax due on that $50,000 could 
be substantial-- as much as $25,000, for example, for a taxpayer 
in the 50 percent tax bracket. Moreover, recapture applies not 
only to the S-year amortization provision but also to the use of 
accelerated depreciation and to the 10 percent investment tax 
credit which can be used alone or in conjunction with accelera- 
ted depreciation. However, the recapture rule for the invest- 
ment tax credit does not apply to structures held for more than 
7 years. 

Of the 806 projects to which we could project our data, we 
estimate that only 25 of the properties had been sold. But an 
estimated 10, or 40 percent, of the 25 taxpayers who filed tax 
year 1979 returns pertaining to the properties did not report or 
correctly calculate tax on amounts that should have been recap- 
tured. We were unable to compute the tax effect of this form of 
underreporting but, as demonstrated in the above example, the 
amount of tax involved could be substantial. And, unlike some 
of the other problems we noted in the administration of the his- 
toric structure Code provisions, the recapture problem will not 
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resolve itself over time. This is because, as discussed on page 
37, the Economic Recovery Tax Act of 1981 amended but did not 
delete recapture requirements. 

The fourth area of concern relates to inappropriate tax 
benefit claims. We found that taxpayers claimed tax benefits 
for 

--items not eligible for inclusion in costs related to 
structure rehabilitation, 

--rehabilitations of properties which did not qualify for 
tax benefits because they were ultimately maintained as 
or converted to personal residences, and 

--rehabilitations which did not meet Interior Department 
standards and which were denied certification. 

Because not all of the expenses associated with the process 
of rehabilitating a historic structure qualify for special tax 
benefits, taxpayers are required to carefully compute the eligi- 
ble amounts, For example, costs incurred for reinforcing the 
existing foundation of a building would qualify for special tax 
benefits. But, costs incurred for items such as landscaping, 
carpeting, and furniture would not qualify. Regarding use of 
the 5-year amortization provision, only eligible rehabilitation 
costs may be written off in that time frame, and not the costs 
of the structure itself. That is, taxpayers must keep eligible 
rehabilitation costs separate from the cost basis of the struc- 
ture in calculating the deduction. 

We estimate, however, that taxpayers associated with 59, or 
5 percent, of the 1,144 projects for which tax data was avail- 
able claimed tax benefits for unallowable items. There was no 
strict pattern to the unallowable items claimed, but available 
data showed that on an estimated 24, or 41 percent, of the 59 
projects, the taxpayers included the cost of the structure in 
the calculation of the 5-year amortization deduction. 

Of the 24 returns, an estimated Y5 taxpayers reported 
structure and rehabilitation costs as a single amount. For the 
remaining nine, we were able to separately identify the differ- 
ent costs. We estimate that the nine taxpayers claimed a total 
of $146,226 in tax write-offs of which $110,934, or 76 percent, 
consisted of costs associated with acquisition of the struc- 
tures. These taxpayers generally can deduct a reasonable annual 
amount for depreciation on the struct&Jres, but not at rates that 
would result in a complete write-off aver 5 years. 
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Also, we found that other taxpayers had claimed special tax 
benefits for historic structures rehabilitated but ultimately 
used as personal residences. When tax benefits are claimed, the 
renovated historic structure is to be used for some commercial 
purpose, for example, a business, rental unit, etc. Neverthe- 
less, we estimate that 30, or about 3 percent, of the taxpayers 
associated with the 1,144 projects included in our sample 
claimed tax benefits on rehabilitated buildings ultimately used 
as private residences. 

Finally, we found that a few taxpayers apparently had 
claimed extensive tax benefits for rehabilitations denied certi- 
fication by NPS. Specifically, we estimate that 39 tax returns 
had been filed on properties denied certification by NPS. And, 
of these 39 tax returns, 8, or 21 percent, contained rehabilita- 
tion related tax benefit claims. The investment amounts claimed 
on the eight returns totaled an estimated $245,468 for returns 
filed in 1980, or an average of $30,684 per return. 

On another matter, we noted that our sample did not contain 
any taxpayers who had claimed a deduction for a conservation 
easement. We therefore asked IRS to provide us with data on all 
conservation easement deductions that it had audited at its 
Philadelphia, Atlanta, and Jacksonville district offices. IRS 
was able to provide data on 42 cases which included tax years 
1974 through 1980. With the exception of one case, IRS dis- 
agreed with the amount of the valuations claimed by the taxpay- 
ers, The data showed that the taxpayers generally overvalued 
their conservation easement deductions by an average of about 
220 percent. The overvaluations ranged from an average of 127 
percent in the Atlanta district office to an average of 268 per- 
cent in the Philadelphia district office. The table below shows 
the total amounts of overvaluation that IRS had found in each of 
the three district offices. 

Amount of deduction Percent 
District Number of Claimed Allowed over- 

office cases by by IRS Difference valued 

Philadelphia 26 $ 7,557,800 $ 2,054,lOO $ 5,503,700 268 

Jacksonville 2 767,000 300,000 467,000 156 

Atlanta 13 46,233,057 20,390,127 25,842,930 127 - 

Total 41 $54,557,857 $22,744,227 $31,813,630 
- 
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The problem of taxpayer valuations differing from IRS valu- 
ations is not restricted to conservation easements alone. In at 
least three other situations involving taxpayer valuations of 
noncash items, IRS has found that deductions have been over- 
stated. In each case, IRS felt it reasonable to assume that the 
limited number of returns audited represented only a small part 
of the total potential problem. 

The first situation is the recent appeals case of United 
States v. Brigham Young University, where IRS audited 162 per- 
sons who had claimed a deduction for noncash charitable contri- 
butions to Brigham Young University. These audits revealed 
that, in each case, the individual had overvalued the gift for 
tax purposes. IRS figures show that the total claimed value of 
the gifts was $18 million, of which approximately $16 million 
was disallowed. 

The second situation involves the valuation of art prints. 
In 1981, IRS reviewed 427 individual art prints, donated by 350 
taxpayers, with an aggregate taxpayer-asserted valuation of 
$72,758,000. The IRS study team recommended downward adjust- 
ments of the valuation of all 427 prints, These recommended 
downward adjustments in deductions totaled $71,437,000. 

Another example of the problems inherent in valuing certain 
noncash items is discussed in our 1979 report4 on the personal 
casualty and theft loss tax deduction. In that report, we 
pointed out the difficulties in valuing such deductions. In the 
tax cases we reviewed, taxpayers claimed a total of $538,494 in 
casualty and theft loss deductions. IRS allowed only $169,937 
of the amounts claimed. 

Viewed together, these three examples of overvaluations and 
the evidence presented on conservation easements lead us to con- 
clude that the valuation of noncash items is an area that is po- 
tentially subject to extensive taxpayer abuse, and as such, war- 
rants close scrutiny by IRS. 

In sum, IRS has experienced a variety of difficulties in 
seeking to assure compliance with the historic preservation tax 
incentives of the Internal Revenue Code. Fortunately, however, 
as discussed in the following pages, certain legislative changes 
enacted as part of the Economic Recovery Tax Act of 1981 should 
facilitate IRS' task in the future. 

4The Personal Casualty and Theft Loss Tax Deduction: 
and Proposals For Change (GGD-80-10, Dec. 5, 1979). 

Analysis 
-. 
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Legislative changes have reduced 
tax administration difficulties 

Among other things, the Economic Recovery Tax Act of 1981 . 
simplified the tax laws governing historic structure rehabilita- 
tions and further improved the incentive for private sector in- 
vestment in such rehabilitations. As a result of the simplifi- 
cation, IRS' tax administration task has been facilitated. 

Effective January 1, 1982, the Economic Recovery Tax Act 
repealed all of the tax incentives--5-year amortization, accel- 
erated depreciation, and the 10 percent investment tax credit-- 
enacted in prior years. In lieu of those incentives, the act 
provided for a 25 percent investment tax credit for certified 
historic structures. The credit is limited to "substantially 
rehabilitated" structures which are at least 30 years old. The 
act defines a substantial rehabilitation as one which costs at 
least $5,000 or, in the case of a lesser investment amount, one 
which is equal to the value of the structure less accumulated 
depreciation. The act also contained various other tests and 
rules relating to the credit, some of which are discussed below 
as they pertain to the tax administration problems we identified 
through our sample. 

As discussed on pages 30 to 34, we identified four major 
tax administration concerns relating to (1) taxpayer use of mu- 
tually exclusive Internal Revenue Code sections, (2) non-report- 
ing of tax preference amounts, (3) "recapture" of tax deduc- 
tions/credits, and (4) inappropriate tax benefit claims. 

The Economic Recovery Tax Act has had differing effects on 
each of these four problem areas. For example, the act elimin- 
ated the first problem as an area of continuing concern to IRS. 
This is because taxpayers no longer need to choose from among 
these several different methods for computing tax benefits. 
Instead, they may only use the 25 percent investment tax credit. 

Concerning the tax preference reporting and compliance 
problem, the act has reduced compliance enforcement concerns. 
This is because the new 25 percent investment tax credit for 
historic structures is not a tax preference item. Thus, IRS 
needs only to be concerned with those taxpayers who incurred 
rehabilitation costs before January 1982 and then only if the 
taxpayer continues to take historic structure related tax deduc- 
tions over a period of years. 
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The act also simplified --but did not eliminate--the recap- 
ture requirements of the historic preservation tax incentives. 
That is, under the new law, if a qualified rehabilitated build- 
inq is held by the taxpayer for longer than 5 years after the 
rehabilitation is completed and the building is placed in ser- 
vice, there is no recapture. If the property is disposed of af- 
ter a holding period of less than 1 year after it is placed in 
service, 100 percent of the credit is recaptured. For proper- 
ties held between 1 and 5 years, the recapture amount is reduced 
by 20 percent per year, 

Thus, the recapture compliance problem is still a matter of 
concern. This is true for properties rehabilitated under both 
past and current law. And the recapture compliance problem is 
one which could become much more siqnificant--from a revenue 
loss standpoint--in future years. This is because the amounts 
invested by taxpayers in historic structure rehabilitations are 
expected to grow to $400 million or more annually by tax year 
1985, thereby generating a high dollar value of tax credits po- 
tentially subject to recapture. 

Incidentally, IRS already has experienced serious recapture 
related compliance problems with another provision of the Inter- 
nal Revenue Code, Under Code section 167(k), IRS has found that 
a small number of cases involving non-reporting of recapture 
have resulted in a relatively large amount of tax due. The in- 
tent of section 167(k) is to encourage the rehabilitation of 
low-income housing by permitting taxpayers to depreciate expen- 
ditures up to $20,000 per dwelling unit over a S-year useful 
life rather than the previously typical 20- to 25-year periods. 
As is the case with the amounts claimed for historic rehabilita- 
tions, taxpayers who use section 167(k) are subject to recapture 
provisions upon disposal of the property. 

In response to our concerns5 and concerns expressed by 
members of the Congress, IRS did a study to measure taxpayer 
compliance levels in recapturing (1) depreciation claimed under 
Code section 167(k) and (2) accrued but unpaid expenses on De- 
partment of Housing and Urban Development involved multi-family 
housing projects. IRS reviewed cases of defaults, foreclosures, 
and ownership changes pertaining to properties on which taxpay- 
ers had taken deductions under section 167(k) but had not com- 
plied with the recapture provisions. IRS has estimated that its 
review of about 238 tax year 1978 returns has or will result in 
disallowed deductions totaling about $10.3 million and estimated 
additional taxes totaling $2.7 million, or an average of $11,335 
per return. 

5Audit activities resulting in GAO report entitled 
Multi family Assigned Mortqaqes (CED-80-43, Jan. 
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Finally, the Economic Recovery Tax Act may not affect the 
problem of inappropriate tax benefit claims. Taxpayers may con- 
tinue to claim tax benefits for (1) properties rehabilitated for 
ultimate use as taxpayers' personal residences and/or (2) reha- 
bilitations not certified by NPS. Regarding the latter problem, 
IRS already is getting the data it needs from NPS to develop a 
stronger compliance program. Specifically, IRS currently re- 
ceives copies of all certification related approval and denial 
letters sent by NPS to taxpayers. Thus, IRS can readily identi- 
fy those rehabilitations for which NPS has denied certification. 
Currently, IRS refers denial notices to its district offices for 
evaluation. Districts, however, may or may not examine related 
tax returns, depending on workload. 

Regarding taxpayer overvaluation of deductions on conserva- 
tion easements, there is no readily available means to identify 
Form 1040 returns containing these deductions. Therefore, 
neither we nor IRS know the extent of the problems. Taxpayers 
claiming a deduction for a conservation easement do so under the 
contributions section of Schedule A. But because there is no 
line specifically designated solely for conservation easement 
deductions, the deduction may be combined with other types of 
deductions and may not be readily distinguishable from others 
claimed by taxpayers. 

Currently, IRS has an informal system for identifying abu- 
sive conservation easement deductions. These deductions are 
identified by IRS revenue agents during routine reviews of re- 
turns selected for audit. In these instances, an agent can 
question the valuation and request that an IRS real estate ap- 
praiser ascertain the "correct" value of the conservation ease- 
ment. In addition, the appraiser may conduct an on-site inspec- 
tion of the property. And, as previously noted, when agents 
have questioned valuations, they have found that taxpayers qen- 
erally have overvalued the deductions. 

In response to the Senate Committee on Finance's concern 
about the lack of a data base on the nature and scope of conser- 
vation easements, IRS has begun a 5-year study which will 
involve the identification of tax returns claiming a conserva- 
tion easement deduction of $5,000 or more for tax years 1981 
throuqh 1985. IRS plans to identify taxpayers who claim the 
conservation easement deduction as follows. Beginning with tax 
year 1981, all Forms 990, Schedule A,6 filed by tax-exempt 
organizations include the following question: "During the year 
did you receive any qualified conservation contribution whose 
value was more than $S,OOO? If IrYes," attach a schedule as 
described in the instructions." The instructions include a 
request that the donee orqanization list the donor's name and 
address and social security number. Usinq this information, IRS 
-- -- 

'Form 990, Schedule A, 'Organizations Exempt Under 501 (c) 
(31." 
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can check the donor’s tax return and obtain details on the 
donated easement. The goal of IRS' study is to compile 
statistical data on the number and characteristics of the 
conservation easement deductions it identifies. 

In general, IRS has been hesitant to devote much in the way 
of resources to compliance problems relating to historic reha- 
bilitations. This is because relatively few taxpayers have 
claimed these special tax benefits in comparison to the millions 
of tax returns filed annually. Nevertheless, if use of the re- 
cently enacted 25 percent historic rehabilitation investment tax 
credit increases as predicted for future years, IRS may need to 
revise its examination strategy to better ensure compliance with 
the tax laws governing the credit. 
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APPENDIX I 

COMMISSIONER OF INTERNAL REVENUE 

Washmgton. DC 20224 

APPENDIX I 

Mr. William J. Anderson 
Director, General Government Division 
United States General Accounting OFfice 
Washington, DC 20548 

Dear Mr. Anderson: 

Thank you Eor the opportunity to comment on your draft 
report entitled “Information on Historic Preservation Tax 
Incentives.” We have reviewed the report and have no specific 
comments to submit regarding the report text. 

We would like, however, to mention that we understand 
informally from the National Park Service (NPS) that they will 
be supplying us with a breakout oE the total costs associated 
with the rehabilitation of a historic structure. In addition, 
they are also emphasizing the need to obtain accurate taxpayer 
identification numbers from all taxpayers requesting 
certification of historic structure rehabilitations. This 
information as well as a listing of denied certifications will 
factlitate the Service’s ability to identify and prevent 
incorrect tax benefit claims and will ensure that the Service 
can eEfectiveiy locate tax returns claiming tax benefits For 
rehabilitations denied certifications by NPS. 

With kind regards, 

Sincerely, 
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APPENDIX II APPENDIX II 

United States Department of the Interior 
OFFICE OF THE SECRETARY 

WASHINGTON, D.C. 20240 

F4217(230) 

Mr. J. Dexter Peach 
Director, Resources, Community and 

Economic Development Division 
United States General Accounting Office 
Washington, D.C. 20548 

Dear Mr. Peach: 

This is in response to the General Accounting Office (GAO) draft 
report, "Information on Historic Preservation Tax Incentives." 

The report examines how Federal tax laws affecting historic pres- 
ervation activities have been administered by the National Fark 
Service (NPS) and the Internal Revenue Service. We concur with 
the findings of the draft report as they apply to the NPS adminis- 
tration of the program and are pleased that the report finds the 
Park Service's performance "satisfactory." Much of the informa- 
tion gathered by the GAO, such as the average size of projects, 
usefulness of the incentives, types of owners, etc., is similar to 
data gathered by the D&partment in its 1979 study, "Federal Tax 
Provisions to Encourage Rehabilitation of Historic Buildings An 
Assessment of Thbir Effect," andthe just-released report by the 
Advisory Council on Historic'Freservation, "Federal Tax Law and 
Historic Preservation." The hard data on tax expenditures, 
gathered fran actual. tax returns, will be particularly useful to 
the Administration and Congress as they consider possible changes 
to Federal tax laws affecting historic buildings. 

Because the draft report identifies no specific problems with the 
NPS administration of the project _and contains no recommendations 
for remedial action, we do not have an? additional comments to 
make at this time. 

Sincerely, 

\ T-'/G. 
f 

Ray Arnett 
Assistant Secretary for Fish and 

Wildlife and Parks 
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APPENDIX III APPENDIX III 

DESCRIPTION OF THE TAX 
INCENTIVES FOR HISTORIC PRESERVATION 

Section 2124 of the Tax Reform Act of 1976 and section 315 
of the Revenue Act of 1978 amended the Internal Revenue Code of 
1954, as amended, to provide the following incentives for his- 
toric preservation and disincentives for demolition. 

Section 191(a) provided a 
S-year write-off of 
rehabilitation expenses 

Section 191(a) permitted owners of certified historic 
structures to amortize (write off) the amortizable basis (cer- 
tain amounts expended) pertaining to the costs of completing a 
certified rehabilitation of these structures. These costs were 
amortized over a 60-month period rather than depreciated over 
their actual useful life. At the same time, allowable deprecia- 
tion deductions of the basis of the historic structure may be 
continued during the amortization period. 

The expenditures to be amortized, such as the costs of 
modern plumbing, electrical wiring, and heating and air condi- 
tioning systems, may be made only on depreciable structures used 
in a trade or business or for the production of income in order 
to be eligible. Therefore, if a certified historic structure is 
a private residence which includes a separate rental apartment, 
for example, only that portion of the costs of the certified 
rehabilitation which is attributable to the rental apartment may 
be amortized over 5 years. This provision applied to additions 
to the capital account made after June 14, 1976, and before June 
15, 1981, 

Section 167(o) permitted use of 
accelerated depreciation on 
substantially rehabilitated structures 

Only certified historic structures which were "substantial- 
ly rehabilitated" were eligible for the benefits of section 
167(o). In general, a "substantially rehabilitated" structure 
was one whose rehabilitation costs exceeded the pre-rehabilita- 
tion basis of the structure. A certified rehabilitation was 
considered "substantial" if the amounts added to the capital 
account exceeded the greater of (1) the adjusted basis of the 
property or (2) $5,000. 
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Before enactment of section 167(o), the pre-rehabilitation 
basis in the certified historic! structure co Id be depreciated 
via the 125 percent declining balance method Y for residential 
real estate with a remaining useful life of 20 years or more, or 
straight line for shorter-life residential and commercial real 
estate, depending on the use of the structure. Under section 
167(o), the pre-rehabilitation basis could be depreciated via 
the sum-of-the-years' digits method for residential real estate 
or via the 150 percent declining balance method for commercial 
real estate. This section could not be used with section 
191(a). It applied to additions to the capital account made 
after June 30, 1976, and before July 1, 1981. 

Sections 280B and 167(n) 
provide disincentives to 
demolish certified structures 

Ordinarily, investors who acquire, without the intent to 
demolish, a building which is not a certified historic building 
and is not located in a registered historic district may deduct 
the cost of demolition. Section 280B, however, provides that 
investors may not take a deductible loss if they demolish a 
certified historic structure or any other building located in a 
registered historic district, even if they acquired it without 
an intent to demolish the building. If they do demolish the 
building, they must add the cost to the capital account of the 
underlying land which is not depreciable. They r therefore, 
cannot deduct the costs from current income. This provision is 
effective for demolitions commencing after June 30, 1976, and 
before January 1, 1984. 

l In general, taxpayers are allowed to depreciate the cost of 
income-producing property by deducting from income a portion 
of the cost of the property each year over the useful life of 
the property. The three most common methods to determine the 
appropriate rate of depreciation are straight line, declining 
balance, and sum-of-the-years' digits. Under the straight 
line method, an equal amount of the cost of the property is 
allowable as a deduction each full year. The percentage rate 
is determine by dividing 100 percent of the cost by the useful 
life of the property. Thus, a property with a 20-year useful 
life will have a constant straight line rate of depreciation 
of five percent a year. 

Under appropriate circumstances, taxpayers may use deprecia- 
tion methods such as the 125 percent declining balance method 
or the sum-of-the-years' digit method to accelerate the recov- 
ery of cost above the straight line rate. The use of these 
methods provides for larger depreciation.deductions in the 
earlier years of a property's use than are allowed in the 
later years. 
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Section 167(n) limited depreciation to the straight-line 
method on a structure which replaced a demolished certified 
historic structure or other building located in a registered 
historic district. This applied to structures constructed in 
whole or in part or used on a site which was occupied by a 
certified historic structure or by any structure located in a 
registered historic district. This limitation also applied to 
non-certified historic structures which have been substantially 
altered and located in a registered historic district. The 
provision applied after June 30, 1976, and before January 1, 
1982, 

There is an exception to the above rule. Investors are 
permitted to take a deduction or can use the appropriate rates 
other than straight line if they obtain a certification from the 
Secretary of the Interior that the building is not of historic 
significance to the registered district in which it is located. 
The certification should be obtained before the beginning of the 
demolition or alteration, but if, in good faith, the investors 
are unaware of the requirement before the demolition or the 
alteration, they can take the tax benefits. Such a good faith 
determination is made by the Secretary of the Interior. 

Section 48(g) provided a 10 percent 
investment tax credit for 
rehabilitation of structures 

Generally, buildings were not previously eligible for the 
investment tax credit. However, section 315 of the Revenue Act 
of 1978 amended the Code to provide a new tax incentive to 
encourage the rehabilitation of older buildings. Code section 
48(g) provided for a 10 percent investment tax credit for 
qualified rehabilitation expenditures incurred after October 31, 
1978, and before January 1, 1982, subject to the following: 

--The building had to be at least 20 years old and at least 
that amount of time must have elapsed between the date of 
rehabilitation and the date the building was placed in 
service in connection with an earlier rehabilitation for 
which the rehabilitation credit was allowed. 

--The rehabilitation had to be substantial, and at least 75 
percent of the existing external walls of the building 
were to remain in place as external walls after the 
rehabilitation. 
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--The credit had to apply to buildings used for industrial 
and commercial purposes (such as factories, office 
buildings, warehouses, and stores) but not to residential 
rental properties. 

--The credit had to apply to certified historic structures 
as well as other buildings. On historic structures 
located in registered districts, however, the taxpayer 
had to have the rehabilitation certified by the Secretary 
of the Interior. 

--The credit could be used with section 167(o) but not with 
section 191(a). 

Section 170(f)(3)(B) provides a 
tax deduction for historic_ 
preservation easements 

Section 170(f)(3)(B) allows taxpayers to take a charitable 
deduction for an easement on real property granted in perpetuity 
or a partial interest in real property granted to a charitable 
organization exclusively for conservation purposes. In essence, 
an easement is an agreement between property owners and grantees 
in which the owners promise to protect the existing character of 
the property; the agreement binds future owners as well. The 
owners restrict their rights in the property in various ways, 
such as promising not to (1) subdivide the property, (2) alter 
any portion of the facade of a building so as to detract from 
its historically or architecturally significant appearance, or 
(3) destroy the scenic attractiveness of a historic site. 

Economic Recovery Tax Act of.1981 
provides 25 percent investment tax credit 

The Economic Recovery Tax Act of 1981 became law on August 
13, 1981, and substantially changed the tax treatment of real 
estate investment, including rehabilitation of historic struc- 
tures. Effective January 1, 1982, the act repealed the 10 per- 
cent investment tax credit and replaced it with a 25 percent 
credit for a certified historic rehabilitation. The new credit 
is available for both depreciable nonresidential and residential 
buildings and only on buildings which have been substantially 
rehabilitated. This means that the qualified rehabilitation 
expenditures during the 24-month period ending the last day of 
the taxable year must exceed the greater of either the adjusted 
basis of the property (cost of the building plus capital 
improvements, less depreciation) or $5,000. 
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The act did not affect Code section 2808 pertaining to 
capitalization of demolition costs nor section 170(f)(3)(B) 
pertaining to easements. However, it repealed the following 
other historic preservation tax provisions: 

--60-month amortization of certified historic structures 
rehabilitation expenditures under Code section 191 (a), 

--accelerated depreciation of expenditures on substantially 
rehabilitated certified historic structures under Code 
section 167(o), and 

--denial of accelerated depreciation on a building 
constructed or reconstructed on the site of a demolished 
or substantially altered certified historic structure 
under Code section 167(n). 

Generally, the act applies to qualified rehabilitation 
expenses incurred after December 31, 1981. However, where 
expenditures occur both before and after this date, expenditures 
before January 1, 1982, can qualify for either the 10 percent 
credit and/or the accelerated depreciation under Code section 
167(o) or the 5-year amortization under section 191(a). Expen- 
ditures incurred on or after January 7 can qualify for the new 
25 percent investment tax credit. 
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i U.S. GENERAL. ,ACCOUNTING OFFICE 

SURVEY OF TAXPAYERS’ USE OF TAX INCENTIVES 
FOR THE REHABILITATION OF HISTORIC STRUCTURES 

I. 

Percent 
87 
27 

5 

7 
Percent 
- 2. 

In terms al this property. do you cottstder yourself to 5 Frum which of the follovnng sources did you lint 
be an owner of an mcome-productnp property. learn shout the tax tncentives for the rehahthtaltun of 
a developer. or a iessee’ lCheck all rhar opplv 1 hntom structures? {Check CMK J iiS) 

(5.8, Perccn t 

1. I-J Chvner da7 ~n~,),ne-prorluc~ngprl~pertli 
-y-l 0 Tar preparer <II attorne) 

Z m Adeveloper 
3: .‘ 0 Preservationihistoirc ,>rgarwir,ot, lloual. 

state.national) 
3 0 A lessee 11) .i n News media 

4. 0 Other ,speci:l,, 4 q Houstng industry (e.g.. rcaitors. architects. 
3 budders. erc.) 

Do you m ow,, UT be part Interest tn this 
structure. 191 3 ; 0 IRS publ~cattoniregulatr~~nirultng 

92 
8 

3. 

4. 

Percent 
6 

14 

25 

23 

28 

4 

Approxtmately when was the ongmal sttu:t’l:r hudt I 

When yuu applied for certllicatmn ot the rehdbllltd- 
rim work. to what extent were the oiher SITUC~U~~S 
in the netghborhood rehablbrawd or I” the process oi 
being rehabdttated’ /Check one I 114) 
I 0 70 a very great extent 

Y. q To a substantial extent 

3 0 To a moderate extent 

4. 0 To someextent 

5 0 To Itttle llr no eYtent 

6. 0 No basis KI ~u?ge 

2 10. U&XXX-t 
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6. 

Percent 

14 

30 

25 

6 

6 

19 

7. 

Fercent 
55 

18 

11 

1 

29 

8. 
Percent 

49 

7 

6 

2 

34 

2 

How satisfied or dissatisfied are you with IRS’s 
guidance (tax return lnstructions,regulations. ur 
personal contactnj in your use of the tax incentlre 
provisions for historic structures (Check one j ;I61 

I 0 Very satrstied 

2 0 Satisfied 

3. 0 Neither satisfied nor dirsarkfred 

4. 0 D~rsatisfied 

5, q Very dlssatislied 

6. 0 No barrs tojudge 

Whxh, If any. ot the following tax incentives did you 
use in fihng a tax return for tax year 1979? /Check 

sectton I91 -5 

all thor apply ) 

year 
amortization of rehabilitation 

/I7211 

1 expenditures 
1. cl 

2. El 

3 0 

4. a 

5. cl 

9. If the tax incentives had not been available. to what 
extent would you have rehabilitated or planned to 
rehsblhtate this structure anyway? 

Percent 
36 I. 0 To little or no extent 

(Check o;e.; 

Percent 4 1 PM ore than 

20 

adequate 

2. q To some extent 

20 

27 

3 0 To a moderate extenr 

2. 

1. L 

q Adequate 

4. q To a substantial extent 

11 5, 0 To a very great extent 

10. Disregarding the mvestment tax credit (48(g)), we 
are interested in your opinion regarding the adequacy 
of 167(o) as an incentive. If Sectmn 191 did not 
exist, how adequate or inadequate would 167(o) be 
to encourage you to rehabilitate historic structures? 
(Check one.1 041 

Sectmn 167(o)-accelerated 
dtprwation 

Section 48(g)-invesrment 
credtt for rehabditation 
expenses 00 commercial 
property at least 20 years old 

Section 170(fX3)(B)-charitabl 
conlrlbution deduction for 
he.torlc preservation easement 

None (CONTINUE) 90 2. 0 No 

I 
I 33 3, 0 Marginally adequate 

25 4. 0 inadequate 

) 10070 WJtSTION 11 5. 0 Very inadequate 
I, 

1 I. Did you/are you receiving any Department of the 
tnterior grants through your State Historic Pre- 
servation Office to help you rehabilitarethestructure? 

Percent P-7) 
IO I. 0 Yes 

Which of the followmg reasons & explams why you 
chose not to claim the above tax lncentlves in tax 
year 19?9? (Check one.) mi 
I 0 Project no1 yet ehgible for lax benefn~ 

2 0 Cert&ation denied 

3 q Concern about Sectlon 1250 and Section 
47 (recapture provisions) ~recovery of the 
appropriate amounts of depreciation upon 
the sale of a certified hktorlc structure 

4 0 Concern that the tax incentwe leglslabon 
for hlstonc stmctures would not he re- 
enacted upon its expiration in I‘-lRl 
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We are interested in your .spenewe with State end f&Ierol ojficials in the process of obtaining certificatron ofyour historic 
structure dnd rehabilitation work. The three questions below ask about your satisfaction or dissarisfaction with the assrrtanee 
provided by the stuff in the State Historic ~esvveriut~ Ol(ice end in the US. RepartmenI of’the Interior (DO,) rn lerms uf 
timeliness and g&wce in processing *our oppiicatiorl am.f meetwg DOI wucture and rehabilitation srotldards. 

12. 

13. 

14. 

In getting your applicatmn for historic certification 
processed, were you satiskd or dissatisfied with the 
assistance provided you by the State Historic pre- 
servation Office in the following areas? (Check one 
for each row.) 

I ‘? 3 4 5 6 

1. Guidance in applying for certiftcatmn of PEW&T 
structure‘s htstoric signilicance 64 19 8 4 5 - 1.261 

2. Guidance in meeting DO1 standards for 
rehabilitation work 54 21 12 7 6 - i-7 7! 

3, Timeliness in processing application 53 2 I. 10 TO 6 -’ i28! 

4. Other (please describe) i-‘91 

50 4 - 21 25 - 

In the following areas. please Indicate your s&fac- 
tion or dissatisfactron with the assistance provided by 
the staff of the U.S. Department of the interior in 
getting your structure certified historically significant 
-Part I of the-ion. (Check oneforeach row ) 

1. Guidance in applying for certificatmn of PERbENT 
structure’s historic significance 5s 22 16 3 4 - 130) 

2. Timeliness m processing application 
48 23 15 a 6 - (31) 

3. Other (please describe) (32) 

39 3 - 7 51 - 

In the following areas. please indicate your sausfac- 
tion or dissatisfaction with the assistance provided by 
the staff of the U.S. Depariment of the Interior in 
gettmg your rehabilitation v:ork certified--Part of 
the application? (Check one for each row.) 

I. Guidance in meeting DOI standards for 
rehabilitation work 

2. Timelinerr ir! prcctrsic; application 

3. Other (please describe) 

I 7 3 4 5 6 

PERCENT 
49 21 18 6 6 - 1331 

48 20 17 Y b - (34) 

135) 

37 - - 27 36 - 

3 

i 
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15. 

Percent 

5 

6 

a 

20 

49 

12 

16. 

Would you have decided to demolish this structure 
rather than rehabilitate it if the tax disinctnlivas 
under Section 2808 and 167(o) had not existed? 
(Check 0nc.j (361 

1. 0 Defvli1elyyes 

2. 0 probably yes 

3. 0 Undecided 

4. 0 probably no 

5. 0 Minirely no 

6. 0 Nobasir tojudg 

19. How many other historv structures do you own or 
have part interest in that might be eligible for certi- 
fication. but which you have not yet chosen lo have 
certified? (NOTE: If you do not know the answer 
ro rhir qwstion. check “Nut known. “1 

m PI-m 0 

Number oirtructures Not known 

(If you entered “0” or checked “Not known”. go to 
question 2 I .) 

20. Which of the following reasons best explains why you 
chose not to obtsin certification for rhe rehabilitation 
of these historic structures? (Check one.1 1431 n-----L relCrllL 

Would you USC the tax incentive provisions for historic 1. 0 Concern about Section I250 and Srction 
structures if you purchlatd. under similar ownership, 

(37) l5 
47 (%capture provisions”)-recovery of 

another eliPible structure? Khmk one.) excess deoreciation and/or investment tax 
Percent 

1 I. 0 Definitely no 

3 2. 0 Robably no 

I 

(CONTINUE) 

3. 17 Undecided 

credit u&n the sale of a certitiid historic 
$lNClUK 

J 

7 

3? 

58 

1 

Percent 
37 

a 

3 

20 

22 
10 

A 5 probably yes 

5. 0 aPfmittly yes 

I 

(GO to 

6. 0 No basis to judge 

17. Why wouldn’t you use the tax incentive provirions if 
you purchased, under similar ownership. another 
eligibibh structure? (Check one./ 1381 

1. c] Concern about Section 1250 and Section 
47 (“recapture provisions”)-recovery of 
the excess depreciation and/or investment 
tax credit upon the sale of a certiflsd 
historic structure 

2. 0 Does not provide a sufficient tax shelter 
for income 

3. 0 Concern that the tax lnccntivc ltgislalion 
for hisloric structures would not be re- 
enacted on Its expiration in 1981. 

4. 0 “Red tape”-the burden of obtainin 
certifxation 

6. Resnondents checked more &an 
one reason. 

18. How many other historic structures do you own or 
have part interest in that havt been ccrlitied? (NOT& 
If you do nor kaw rhe answer 10 this questrun. 
check “Not known. ‘I 

Number of structures Nor known 

14 2. 0 Does not provide a sufficient tax shelter 
for income .. 

S 3. 0 Concern that the tax Incentive iegiblation 
for historic structures would not be re- 
enacted on its expiration in 1981. 

24 4. c] “Red tape”-the burden of obtaining 
certification 

13 6. More than one reason checked. 

6 8. Funding prpblems. 

(Area code) Number 

21. If you have any comments or recommendations 
concerning the tax Incentive or disinccnlive pro- 
viuons for historic structures. please we the spree 
provided b&w.. (4) 

THANK YOU FOR YOUR COOPEtiTION 

4 

(268095) 
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