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The federal jobs bill to be taken up by 
the U.S. Senate after its Memorial Day 
break could mean fewer buildings get-
ting built in Greater Baltimore, where 
financing is already scarce for new con-
struction projects.

Maryland’s congressional delegation 
supports the jobs bill, which they say is 
needed to encourage employers to start 
hiring again and banks to start lending 
more money to small businesses. But real 
estate groups fear part of the legislation 
will have the opposite effect by closing 
the spigot on real estate financing, which 
in turn will mean fewer jobs for architects, 
planners, engineers and contractors.

The bill, passed by the House of Rep-
resentatives on May 28, includes a pro-
vision called carried interest that would 
tax developers’ earnings at a higher rate. 
If it becomes law, real estate experts say 
that will make investors less inclined to 
fund new office, retail or residential proj-
ects in the region.

“Anything that increases the costs of 
doing projects, there are going to be less 
of them,” said Doug Schmidt, partner at 
Glen Burnie’s Chesapeake Real Estate 
Group LLC.

Legislators are looking to tax develop-
ers along with investment fund managers 
and venture capitalists to raise about $18 
billion, according to Speaker Nancy Pelo-
si’s office. That money would be used to 
fund a variety of programs including an 
extension of jobless benefits and the re-

newal of tax breaks for research and de-
velopment projects. Among the bill’s sup-
porters is Sen. Benjamin Cardin, D-Md.

“The economy is still suffering, people 
are still out of work, and we need to take 
more action to get people back to work,” 
Cardin spokeswoman Susan Sullam said.

But the carried interest provision cuts 
to the heart of how development projects 
get funded and threatens to upset that 
formula, real estate experts say. Industry 
groups representing building and shop-
ping center owners are opposing the 
measure, which could affect more than 
a million real estate investment partner-

ships across the country, said Thomas 
Bisacquino, president of NAIOP, a trade 
group representing industrial and office 
property owners.

“This is a severe blow to entrepreneurs 
who would otherwise be contemplating 
new deals,” Bisacquino said. “Candidly, 
many development projects will now not 
be taken on due to this legislation.”

Carried interest has been considered 
for years as a way of taxing fund manag-
ers at an income tax rate of 35 percent 
instead of the lower capital gains tax rate 
of 15 percent. The idea is that fund man-
agers are providing a service and are not 

putting any of their money at risk, so the 
profits they make should be assessed at 
the higher rate. 

Fund managers typically get paid a 
management fee for their services plus a 
percent of the profit they make for their 
clients. That is usually about 20 percent.

Both pots of money are taxed at the 
smaller capital gains rate, but the 20 per-
cent would be taxed at a higher income 
tax rate with the carried interest propos-
al. A real estate developer might get the 
same development fee and 20 percent 
profit for his work lining up a construc-
tion project for a group of investors that 
gets 80 percent of the profits. 

But unlike fund managers that typi-
cally do not have any of their own money 
on the line, real estate developers put up 
significant sums of their own money in 
planning, engineering and development 
fees with no guarantee they will get any 
of those funds back, said Steve Gold-
berg, a real estate lawyer with Gallagher, 
Evelius & Jones LLP in Baltimore. Fre-
quently those developers also invest part 
of their own money in the projects, an-
other difference from fund managers.

If that developer now has to pay 35 
percent in income taxes on those prof-
its, he or she is likely to want a higher 
percent of the take to make it worth the 
effort. But that means an investor has to 
be willing to take less, which Goldberg 
said is not likely to happen.

“There’s definitely going to be an im-
pact, and it’s likely going to cause some 
deals not to get done that would have 
gotten done,” Goldberg said. 
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Retailers may like the U.S. House’s lat-
est tax bill, but venture capitalists hate it. 

The House, on a 215-204 vote, passed 
legislation May 28 that extends vari-
ous tax breaks and provides additional 
weeks of unemployment benefits for out-
of-work Americans. 

The National Retail Federation sup-
ported the bill because it extended a tax 
break that allows retailers and restau-
rants to depreciate the cost of renova-
tions over 15 years instead of the usual 
39 years.

Many other business groups, however, 
opposed the legislation. That’s because 
it would raise taxes on a wide range of 
businesses to help pay for its $90 billion 

cost. Business lobbyists hope to stop 
these tax hikes when the Senate takes 
up the legislation.

One of the bill’s biggest changes in 
tax law would be how carried interest 
is taxed. Carried interest is the share of 
an investment fund’s profits that is paid 
as compensation to the fund’s general 
partner. This compensation currently is 
treated as capital gains, which are taxed 
at lower rates than ordinary income.

The House bill would tax 50 percent 
of this compensation as ordinary income 
in 2011 through 2013. After 2013, 75 per-
cent of carried interest would be taxed 
as ordinary income and only 25 percent 
as capital gains.

Supporters of this tax change contend 
the current tax treatment of carried in-
terest provides an unjust tax break to 

wealthy hedge fund managers.
“A basic tenet of tax policy is that 

compensation for 
services rendered 
should be taxed as 
ordinary income, 
not capital gains, 
and carried inter-
est seems to fall 
into that category,” 
said Chuck Marr, 
director of federal 
tax policy at the 
Center on Budget 
and Policy Priori-
ties.

But venture capi-
talists contend that 

higher taxes on fund managers would 
discourage investment in new projects 

and new technologies.
The National Venture Capital Associa-

tion contends that taxing a large chunk 
of carried interest as ordinary income 
would create a disincentive for long-term 
investments in businesses.

“If this bill is signed into law, Congress 
should expect a further decline of ven-
ture investment over time, a move away 
from seed and early-stage investment, 
and less innovation and job creation 
for our country,” said NVCA President 
Mark Heesen.

Marr doesn’t buy NVCA’s argument, 
however.

“It’s hard to believe that the people 
working to find the next Apple or Mi-
crosoft are doing it just because of a tax 
shelter and would quit rather than be 
taxed like everybody else,” he said.

U.S. jobs bill could put the pinch on region’s developers

Venture capitalists say carried interest provision could stifle investment 

Baltimore lawyer Steve Goldberg says the bill could stymie some deals.
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