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So, You’ve Managed to Receive a Tax Credit Allocation:  What next? 

Congratulations!  You’ve successfully been awarded a tax credit allocation from your state 

housing finance agency and/or one of its suballocators.  What does this mean and what should 

you do next?  One of your key roles as a developer is to secure the necessary financing to 

construct your project and get it ready for occupancy.  Without ample financing, your project is 

likely going to fail.  Securing adequate financing is an especially challenging endeavor with 

affordable housing, as these projects often require several layers of financing in order to keep 

rents affordable.  As you may be aware, the federal tax credit program is one of the most widely 

used financing mechanisms for affordable multi-family housing developments.   

However, just because you’ve received an allocation does not mean your job is finished.  In fact, 

receiving a tax credit allocation is just one of many hurdles that developers must overcome in 

order to successfully construct and manage a tax credit development and actually, it’ just the first 

step of a lengthy and complex negotiation process with potential equity investors.  Receiving an 

allocation of tax credits doesn’t do you any good unless you can actually sell the credits to an 

investor.  Investors are critical to the housing development process because very few projects can 

support enough debt to finance the entire cost of a project.  If a project does not attract equity, it 

will most likely not be built.   

The goals of this paper are to provide you with a refresher on the basics of the tax credit 

program, to help you understand what motivates investors so that you can create projects that are 

attractive to them, and most importantly to help guide you through the negotiation process and 

give you insights into some key issues you should be paying attention to when evaluating equity 
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proposals from potential investors.  By paying attention to these key issues, you can be on the 

road to successfully closing your deal and getting your project constructed (and hopefully within 

budget!). 

Federal Low-Income Housing Tax Credit Program:  The Basics 

The federal low-income housing tax credit (LIHTC) program was created by the Tax Reform Act 

of 1986 to provide an economic incentive for the acquisition and rehab or new construction 

development of affordable rental housing.  It was designed to compensate a building owner for 

the reduced rents that result from renting to low-income tenants.1 Although it was originally a 

temporary program, the Omnibus Budget Reconciliation Act of 1993 extended the LIHTC 

permanently.2 It is governed by Section 42 of the Internal Revenue Code of 1986 and is an 

indirect federal subsidy.  Developers use the equity capital generated from the sale of the tax 

credits to lower the debt burden on tax credit properties, making it easier to offer lower, more 

affordable rents.  Investors, such as banks, purchase the tax credits to lower their federal tax 

liability.  Investors earn dollar-for-dollar credits against their federal tax liability for a 10-year 

period.  However, the low-income use must be maintained for a minimum of 15 years in order to 

avoid recapture of the credit.   

As federal loans and subsidies available for affordable housing have continued to shrink, the 

LIHTC has become one of the primary tools for developing affordable housing.  Since its 

inception, the program has helped finance nearly two million low-income units.3   

                                                           
1
 See Angela Christy, “Tax Credit Primer – The Basics of the Low-Income Housing Tax Credit Program” (1) 

2
 See Angela Christy, “Tax Credit Primer – The Basics of the Low-Income Housing Tax Credit Program” (1). 

3
 “Low-Income Housing Tax Credits:  Affordable Housing Investment Opportunities for Banks.”  U.S. Department of 

the Treasury.   
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The Internal Revenue Service allocates tax credits to the State Housing Credit Agencies (HCAs), 

who, then in turn, allocate the tax credits to eligible affordable housing developments through a 

competitive selection process.  In Minnesota, the HCA is the Minnesota Housing Finance 

Agency (MHFA).  A state’s allocation is based on population, which is referred to as the volume 

limitation.  For each state, the annual 9 percent tax credit volume cap is measured as the product 

of a fixed per capita rate multiplied by a state’s population.  The minimum allocation in any state 

is $2,000,000.  Once allocated, each dollar of allocation may be claimed as a tax credit in each of 

ten years, making the state allocation worth ten times the annual allocation.    

Minnesota is a bit different from other states as it also has suballocators which have been 

designated by the Legislature.  Suballocators receive an allocation of tax credits from the state, 

which is a portion of the state’s overall allocation.   The suballocators then allocate those tax 

credits to eligible projects within their jurisdictional boundaries.  Projects outside of the 

suballocators’ boundaries apply straight to the MHFA.  In Minnesota, the suballocators are the 

Dakota County Community Development Agency, Washington County, the City of Minneapolis, 

the City of St. Paul, the City of Duluth, the City of St. Cloud, and the City of Rochestor.     

Each allocating agency must adopt a Qualified Allocation Plan (QAP) which outlines the 

agency’s system of allocation and describes the criteria by which credits will be awarded.  Each 

state has its own priorities for allocating tax credits and its own identified housing needs, so the 

criteria can vary greatly from state to state.  The Minnesota Housing Finance Agency’s QAP can 

be found at www.mnhousing.gov.  One minimal requirement is that at least 10 percent of each 

state’s allocation must be set-aside for projects involving qualified non-profit organizations.  

Again, in Minnesota, because there are suballocators, each suballocating agency will have its 

own QAP with its own set of priorities and scoring criteria.  Because the scoring criteria and the 
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priorities of each allocating agency are different, it is very important to review the corresponding 

QAP and their preference criteria before submitting an application.  Attachment A outlines 

MHFA’s selection criteria and preference criteria as an example.  Again, if you are planning a 

development in any of the suballocators’ jurisdictions, you will need to review their preference 

criteria and not MHFA’s.  The application process is highly competitive, as there are typically 

many more developments applying for credits than there are credits available.  It is critical to 

know what the allocating agency’s goals are and what they are looking for in order to be 

successful in obtaining credits.   

Projects may include new construction, rehabilitation, and acquisition/rehab projects.  Eligibility 

for the program is based on tenant income.  Owners must rent to tenants with incomes at or 

below 60% of the area median income.  Under Section 42, LIHTC project developers must set 

aside either 40 percent of the units for residents that earn no more than 60 percent of the area’s 

median income or 20 percent of the units for residents earning 50 percent or less of the area’s 

median income.  These units are then subject to rent restrictions regarding the maximum gross 

rent that can be charged, including an allowance for utilities.  The credit is claimed in an equal 

amount every year for 10 years; however, the low-income use must be maintained for a 

minimum of 15 years to avoid recapture of the credits.  Investors typically exit the investment at 

the completion of the 15-year compliance period.  Although the compliance period ends after 15 

years, the law requires units to be rent-restricted and occupied by income-eligible households for 

at least 30 years. This additional 15 years is known as the extended use period.   

The amount of the credit is an amount equal to the applicable percentage times the qualified 

basis of each low-income building.  The applicable percentage depends on what type of project 

you have – there are either projects eligible for the 9% (or 70% subsidy) credit or projects 
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eligible for the 4% (30% subsidy) credit.  The 9% credit is for new construction or substantial 

rehabilitation projects that are not federally subsidized.  The 4% credit is for existing or new 

buildings that are federally subsidized.  Figure 1 illustrates how a typical 9 percent LIHTC 

investment operates.  In this example, developers submit project proposals to the HCA through a 

competitive funding application process.  Accepted projects are eligible for 9 percent tax credit 

allocation.  Developers then obtain equity capital from investors.   

Figure 1:  Flow of 9 Percent Tax Credits and Equity Investment 
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The qualified basis of any building is an amount equal to the applicable fraction times the 

eligible basis of the building.  The applicable fraction is the lower of the number of low-

income units vs. the total number of units or the floor space of low-income units vs. the total 

floor space of the residential units.  The eligible basis, in general, equals the cost of construction 

and residential-related costs.  Land and costs associated with land are not includable in eligible 

basis, as well as syndication costs, costs associated with permanent financing, and tax credit 

related costs.  You should check with your accountants and tax credits attorneys to determine 

what you can and cannot include in your eligible basis calculation.  The amount of tax credits 

you are eligible for is equal to your qualified basis times your applicable percentage.  See 

Attachment B for a sample budget, corresponding tax credit calculation, and sources and uses.   

Selling Your Tax Credits   

The next step after receiving an allocation of tax credits is to think about and come up with a 

strategy for selling the tax credits in your project.  The first step is to think about how you want 

to conduct your search for an investor.    

Syndication is the process by which an owner of a building brings an investor into the ownership 

structure so the investor can claim the tax credits and other benefits (to be described later) in 

exchange for providing equity or capital into the project.  Every tax credit syndication involves a 

developer and one or more investors.  The developer has control of a site and an allocation of tax 

credits.  Usually, the developer arranges for construction and permanent loans.  They are 

typically the expert on the development process and have the responsibility of finishing the 

project, as well as overseeing the lease-up and management once it is completed and operating.  
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The investor’s contribution is cash.  In tax credit deals, the investors put up most or all of the 

equity; the developer puts up little or no cash.  There are two main reasons to syndicate:  1) the 

developer minimizes his or her cash contribution by taking in investors and 2) most developers 

lack the equity capital that these projects require.   

Typical Investors 

LIHTC investors can be either individuals or corporations, although most tax credit investors are 

corporations.  Corporations dominate the market because, unlike individuals, they are not subject 

to passive loss rules and therefore can use credits and losses from these projects more easily than 

individuals can.  Most corporations invest in tax credit equity funds rather than individual 

projects.  The managers of the equity funds make investments in individual projects and pass the 

tax credits through to the corporate investors.  There are some corporations that invest directly in 

projects – the advantage of this is greater control and discretion over the placement of money.  I 

will be using an example throughout this discussion in order to illustrate the concepts.  The 

example I will be using will be a direct placement deal.     

Typical Ownership Structure 

Typical ownership structures include limited partnerships or limited liability companies.  Figure 

2 illustrates the typical ownership structure and flow of tax credits and equity on a direct 

investment LIHTC deal.  A limited partnership is not a taxable entity- it is a “pass through” 

entity, whereby tax items are passed through to the partners.  In a standard tax credit deal, the 

limited partners (investors) own 99.9 percent of the partnership, and the general partner (the 

developer) owns one-tenth (0.01) of a percent.  The developer/general partner gets their 

compensation through a developer’s fee and other miscellaneous fees that can be built into the 
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agreement.  The investor’s compensation is tax benefits.  The general partners of the limited 

partnership typically run the business.  The limited partners do not materially participate in the 

operation of the business, but they can have approval and consent right over investment matters 

and major decisions affecting the partnership.  A distinguishing characteristic of a limited 

partnership is that the limited partners have limited liability, which is generally limited to the 

amount invested in the partnership and distributions received.  In order to distinguish the 

partnership from a corporation, there is unlimited liability of the general partner.  However, as a 

practical matter, developers often set up single asset entities to act as general partner, with the 

developer or its affiliate as its sole member, so the developer has a layer of insulation.4    

Figure 2:  Typical Legal Structure for a Direct Investment LIHTC deal 

 

 

 

 

 

 

 

 

 

                                                           
4
 See Angela Christy, “Tax Credit Primer – The Basics of the Low-Income Housing Tax Credit Program” (1) 
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Why do Investors Invest in LIHTCs?  What’s in it for them? 

Understanding why investors invest in LIHTC deals, what types of projects they like to invest in, 

and what they look for in a deal will help you create good projects that are attractive to investors.  

Also, being aware of and understanding the investor’s key issues and what they are trying to 

push for will help you in your negotiations with them.  It is very important to make sure that you 

understand how their requests will affect you as developer and general partner.  Without an 

understanding of how their requests affect the deal, they might be able to slip something past you 

that might not be favorable to you as developer or general partner.   

LIHTC investors are just like any other investors, meaning they are looking for a way to earn a 

return on their money.  Investing in the LIHTCs is an alternative to other potential investments.  

As stated above, without equity most projects will not be built, and in order to attract equity, 

your project must produce an adequate return on investment (ROI).  Investors measure ROI by 

comparing their economic benefits to the equity investment (or the portion of the project cost 

that they had to pay with their own funds).  The higher their ROI, the greater their incentive to 

invest.  The primary elements in the calculation of an investor’s estimated return include an 

investor’s federal income tax rate, the price paid for the tax credits, the 10-year stream of tax 

credits, and the timing of the capital contributions.  The calculation involves sophisticated 

modeling of cash flows and differs for each transaction and investor.  Each transaction represents 

different financing elements and basis.  Each investor is different as well; each has its own tax 

liability profile and risk-adjusted return expectations.  Some investors will prefer higher yields 

with later capital contributions and some may sacrifice higher yields for a lower guaranteed 
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return.  To maintain and achieve their projected yields, investors will try to negotiate tax credit 

adjusters into deals.5  This will be discussed in more detail in a later section.   

Investor Economic Benefits 

Investor economic benefits come in a few forms – cash flow, appreciation, and tax benefits.   

1. Cash Flow – whatever money remains from rent collections after the owner pays all 

operating expenses and debt service on loans is cash flow 

2. Appreciation – the difference between the price someone paid for a building in the 

past and the building’s value today 

3. Tax benefits – there are three main tax benefits for rental housing investors – paper 

losses, depreciation, and tax credits 

Although cash flow and appreciation are really important for investors in the market-rate housing 

arena, these two benefits are not necessarily the most important benefits for investors who are 

investing in the affordable housing industry.  Affordable housing does not typically produce a lot 

of extra cash flow after operating expenses and debt service are paid because the rents are kept 

so low in order to be affordable.  Often long-term affordability is guaranteed through rent 

restrictions, which are typically filed against the property.  These rent restrictions typically limit 

appreciation.  Consequently, the tax benefits are typically the most important economic benefits 

for affordable housing investors.   

 

 

                                                           
5
 “Low-Income Housing Tax Credits:  Affordable Housing Investment Opportunities for Banks.” Comptroller of the 

Currency.  Administrator of National Banks.  U.S. Department of the Treasury.   
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Investors benefit from Losses 

Paper losses are a significant benefit in affordable rental projects.  A project can produce positive 

cash flow and still show negative taxable income, or a paper loss, because one must make several 

adjustments to cash flow to calculate taxable income.  The following might help: 

The first adjustment is adding back any principal payments that were deducted as part of debt 

service.  Only the interest portion of debt service is tax deductible, principal payments are not.  

Since debt service includes both, principal payments have to be added back to cash flow.   

The second adjustment is for any reserve deposits that are funded from operations.  Technically, 

reserve deposits are not an operating expense, but rather a savings account for future capital 

improvements and repair and replacement needs; therefore, they must be added back to cash 

flow to calculate taxable income.   

The third adjustment is for depreciation, which reduces taxable income.  Depreciation is a tax-

deductible allowance for the wearing out of building improvements.  The amount of depreciation 

depends on the building’s depreciable basis.  Basis is an accounting term that means capitalized 

costs.  Original basis is the capitalized cost of acquiring or developing a property.  Depreciable 

basis is the portion of that cost that can be depreciated.   

The fourth adjustment to cash flow is for amortization of intangible assets.  These are mostly 

startup costs and expenses related to permanent financing.  The last adjustment is subtracting out 

the accrued interest on subordinate loans.  Affordable rental housing projects often have soft 

second financing from various governmental/non-profit lenders, which often allow borrowers to 

accrue the interest charged rather than pay it currently.  This accrued interest is tax-deductible 
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even though it has not been paid.  Accrued interest increases paper losses and the tax benefits for 

investors.   

Cash flow plus principal payments and reserve deposits, minus depreciation, amortization, and 

accrued interest equals taxable income.  A positive number means the owner has a tax liability 

and a negative number means a loss.  Investors will look for losses, so as to decrease their 

chances of tax liability.  Passive loss rules do not apply to non-closely held corporations, 

meaning they can apply losses from real estate against any income.  Corporate investors can use 

losses more easily than individuals can, which is why corporate investors make up the majority 

of affordable rental housing investors.   

Depreciation benefits investors by reducing taxable income, but it does not eliminate taxes.  

Instead, it postpones them until the building is sold because depreciation reduces the property’s 

book value or adjusted basis.  A property’s adjusted basis is its original capital cost plus any 

capital improvements minus any costs that have been expensed through depreciation or 

amortization.  When the owner sells, he or she pays taxes on the difference between the sales 

price and the adjusted basis.  Losses are typically seen as an additional benefit to investors who 

are investing primarily for tax credits.  In a typical LIHTC deal, losses may provide 10 to 20 

percent of all the economic benefits for the investor, therefore, it’s important to have at least a 

basic understanding of them.   

Other Investor Benefits 

Another reason some investors, especially banks, have been interested in the LIHTC program is 

that it provides them with additional commercial lending opportunities.  Banks will often offer a 

package deal for LIHTC projects including pre-development/acquisition loans, bridge loans, 
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construction loans, permanent mortgage financing, and letters of credit.  Another important 

incentive for banks to invest in LIHTC deals is the favorable consideration they receive under 

the Community Reinvestment Act.  Investments and/or loans to LIHTC projects meet the 

definition of qualified activities under the CRA.   

What do investors look at when making investment decisions? 

Tax planning is an important factor that investors look at when evaluating projects for potential 

investments.  LIHTCs are designed to reduce an investor’s tax liability, so investors must be able 

to project their taxable income over the term of the investment in order to evaluate to what extent 

they can use LIHTCs to reduce their overall tax liability.  The potential loss or recapture of the 

tax credits due to noncompliance by the IRS represents a risk to the investor.  Owners of LIHTC 

properties must meet specific requirements during the planning, construction, and operation of 

the property to claim the tax credits.  An example of a noncompliance recapture situation would 

be if a project does not maintain its minimum set-aside of low-income units during the 15-year 

compliance period.  Once the compliance period is up, the IRS cannot recapture the credits and 

the investors typically exit the LP or LLC at that time.   

Investors also take underwriting and credit risks into consideration when investing in LIHTC 

deals.  Before taking these risks, the investor must perform due diligence to determine the 

financial capacity, performance, management capacity, and expertise of the project developer, 

general partner, and property manager.  Equity investors look at the reputation of the general 

partner and their financial net worth.  For obvious reasons, they want to work with a general 

partner and developer who have a good reputation – a general partner who has successfully built 

and managed other similar tax credit developments.  The strength of these development partners 
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is measured by their proven track records and management skills.  Investors will also want to 

take a look at how your other properties are performing.  They will want to be confident that you 

have adequate financial, management, and compliance monitoring resources to support the long-

term viability of the project.  If there are guarantors in the deal (often times the guarantor is the 

general partner as an organization, sometimes it’s an individual who is a part of that 

organization), the equity investor is going to want to make sure that the guarantor’s net worth is 

sufficient enough to cover any shortfalls in the project.   

Equity investors will also perform typical real estate underwriting as part of their evaluation.  

During the construction and lease-up phases, the investor will consider all the sources and uses 

of construction financing and they will want to know the expected costs to be included in eligible 

basis.  Equity investors are going to want to know that your project will work in its proposed 

location, so many will require a market study which supports your specific project including the 

specific number of units you are proposing with the rents you are proposing.  They will look at 

market demand and your assumptions for expenses, and project financing rates and terms.   

They will look at the type of housing product you are proposing.  In order to get the best investor 

proposal, you should make sure that your product is a good, quality product with a lot of 

demand.  If you are proposing family housing, you will want to think about larger units with 

more bedrooms, perhaps townhomes or 3 to 4 bedroom apartments.  Think about what products 

to use.  Think about the life of the products and how often you will have to do repairs and 

replacements.  Perhaps you’ll want to use more durable, long-lasting products like fiber-cement 

siding or “green” building materials.  In fact, any new construction tax credit project that gets 

financing through Minnesota Housing has to adhere to a certain set of “green” criteria known as 

Minnesota Green Communities.   
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Since this is a long-term investment and the compliance period is 15 years, investors will want to 

look at project reserves, debt service coverage, and guarantees.   An investor also relies on the 

performance of the properties to cash flow as projected and to perform as proposed, so make sure 

you are using realistic assumptions.   

The limited partner will also analyze the experience and track record of your project team 

including the architect, general contractor, property manager, tax and real estate counsel, 

accountants, and the developer (if it’s someone other than the general partner).   

With the general contractor in particular, they will most likely want payment and performance 

bonds and/or a construction completion letter of credit.  They want to make sure they have the 

expertise and experience to ensure they will complete the project on time and within budget.  

With all other development team members, they will look to see if they have experience with tax 

credit deals to ensure that the tax credit regulations are adhered to and to minimize any non-

compliance issues.  

Searching for an Investor 

 You might already be aware of a good investor or have worked with one in the past and 

therefore you might choose to do a negotiated deal with that investor without searching for 

others.  Another way to search for one is to do a request for proposals (RFP).  I would suggest 

doing an RFP if you have not done many deals or have not developed a relationship with any 

particular investor.  An RFP guarantees more of a competitive process and because of that, you 

will hopefully get a more competitive proposal for the credits.  See Attachment C for an example 

of an RFP.  This RFP describes the project and spells out the specific areas that the developer 

wants the investor to address in their proposal.  Be specific about what information you want to 
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see.  It’s a very good idea to have investors include and address these key areas in their proposal 

because these are the key areas for deciding which investor you want to go with.  These issues 

will also ultimately end up being the key areas for negotiation on the business deal as well, so 

make sure each proposal addresses them.  You might want to limit your solicitation to four or 

five investors because once you start dealing with any more than that, the comparison becomes 

pretty complex and much more difficult.  Always give a response deadline as well.  You should 

include fairly detailed information about your project in your RFP because the investors will 

need this information to put their proposals together.  Included in the information should be a 

project description, site and project photographs, project budget, cash flow analysis, sources and 

uses, information on other financing sources including terms, and development team 

information.  You might want to think about having your accountant run some financial 

projections (you will ultimately need these before you close on the deal anyway) and include 

those as well – that way the investor can use these to run their internal rate of return calculations 

and base their proposal on them.   

Investor Responses 

The interested investors will respond with some sort of preliminary letter that tells the developer 

how much they will invest in the project and the timing of their contributions.  This letter really 

does not mean much other than it serves as an indication of the investor’s interest and the amount 

of money that the developer might be able to raise.  It does not bind the investor to the project.  

When a developer has accepted an investor’s preliminary letter of interest, the next step is to 

negotiate a letter of intent.  Typically, the investor has a standard letter and modifies it to fit the 

characteristics of a specific deal.  The developer looks at the first draft and suggests changes.  

Negotiations continue until both parties come to an agreement.  The letter of intent is important 
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because it spells out the key business issues that must be settled between the investor and the 

developer if they are to form a partnership for the deal.  These key terms and provisions will 

ultimately end up in the final partnership agreement, so as the developer and general partner, you 

will want to pay attention to them now.  This will hopefully make the final negotiations on the 

partnership agreement a lot easier.  The main business issues should be resolved in the letter of 

intent, so as to avoid bringing up major business issues further into the process.   

Major Negotiation Issues in Syndication 

Although there are no two LIHTC deals that are identical, there are some standard business 

issues that arise between the developer/general partner and the investor.  Once you get the 

proposals from the potential equity investors, you will want to develop a method for analyzing 

them.  See Attachment D for an example analysis spreadsheet. 

1. The Price for the Tax Credits 

The equity contributed to the partnership is based on the negotiated price paid for the tax 

credits projected to be received over the ten year credit period.  The developer has a certain 

allocation of tax credits and the investor offers to pay a certain number of cents for every 

dollar of LIHTCs.  When the federal tax credit program first started, tax credits did not 

command a very high price, commanding only $0.50 on the dollar.  This was because the 

original tax credit program was meant to be a temporary program until the Omnibus Budget 

Reconciliation Act of 1993 which extended it permanently. 6  Investors did not think the 

program would continue and so many were apprehensive about investing in a temporary 

program.  When the program was extended indefinitely, and as the program matured and 

                                                           
6
 “Tax Credit Primer – The Basics of the Low-Income Housing Tax Credit Program.”  Berrie, Peter; Christy, Angela; 

Hust, Bridget.   
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investors and developers became familiar with it, prices went up.  In the late 1990s, typical 

offers were $0.70 to $0.75 for every dollar.  From 2005-2006, some projects were receiving 

as high as $1.07 for every dollar of LIHTCs.  In recent times, the price has dropped to 

around $0.60 to $0.80 depending on the deal, due to the housing market and mortgage 

lending industry crises.    

Several issues play into pricing.  Timing of the payments from the investor will affect the 

price.  Pay attention to the investor’s proposed pay-in schedule.  You will want to figure out 

the present value equivalent of the staged capital contributions by doing a present value 

analysis.  This is the time value of money, meaning a dollar today is worth more than a 

dollar promised in the future.  To determine the present value equivalent, you discount the 

future payments, and the appropriate discount rate to use is the interest rate you would pay 

to borrow against these payments.  See Attachment E for an example of an equity pay-in 

schedule and the present value analysis.  This is important because even though it might 

look like you are getting a really good price for the tax credits, the investor might be paying 

their equity over several years, and therefore, the true present value of what you are getting 

will most likely be lower.  So, let’s say you have two proposals - one is quoting you a really 

good price, but the equity installments are really back-loaded, meaning you get most of the 

funds much later in the deal and the other is quoting you a little bit lower of a price but it’s 

more of a front-ended deal with much of the equity coming in at closing or 50% 

completion, the lower price proposal still might be the better deal because you are getting 

more of the funds up-front rather than later.  It is very important to do a present value 

analysis when looking at the proposals from potential investors.  See Attachment D, Row 

51 for a comparison of proposal prices on an example LIHTC deal.   
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An investor is going to try to limit the amount they contribute up-front to the project or the 

amount they contribute at the closing of the partnership and the financing.  Instead they are 

going to try to delay their contributions as much as possible, so as to avoid the risk that the 

project will not get constructed.  Many investors do not want to take any construction risk 

and will want to pay a good portion of their equity installments after construction 

completion.  As a developer, you will want to get as much of the investor’s equity up-front 

as possible.  Any money paid by the investor during construction is money you, as the 

developer, do not have to borrow or at least delay borrowing.  For instance, you may not 

need to draw on a bridge loan or as much of the soft debt financing for awhile and therefore 

avoid paying or accruing any interest on any of this financing.   

From the developer’s standpoint, the larger the equity contribution and the sooner it gets 

paid-in, the better.  A larger equity contribution means the developer has that much less in 

other financing to come up with.  It also means that there is more money to pay various fees 

(typical fees will be discussed later) to the developer.  You will obviously want to get as 

high a present-valued price per tax credit as possible. Also pay attention to what criteria 

you have to meet in order to get the equity installments.  Many require 50% construction 

completion or 100% construction completion and full lease-up.  Other criteria include 

evidence that all subordinate debt has been spent, evidence that reserves have been set-up, 

receipt of 8609s from the HCA (these are usually criteria of later equity installments).  See 

Attachment E for example criteria.   

2. The Certainty of the Investor Equity 

You will want to pay attention to the types of investors who are submitting proposals.  I 

described this earlier.  Is it a direct investor?  Is it a multiple member equity fund?  Is it a 
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single investor equity fund?  If it’s a fund, has the fund manager located the investors, have 

the equity dollars been committed to the fund, and what are the fund’s approval 

requirements.  If it’s a direct investor, what are the conditions to committee approval of the 

investment?  Many investors will need a lot of information about the project, about you as a 

developer, about the plans for lease-up and property management before they will go to 

their investment committee, but hopefully you will have already provided a lot of that 

information in your RFP.  Finally, what are the due diligence requirements of each of the 

investors for closing?  Due diligence requirements have gotten quite lengthy on many tax 

credit deals.  Investors are requiring more and more information to make themselves 

comfortable with deals.  See Attachment F for a sample list of due diligence items required 

prior to closing on a partnership agreement. 

3. Tax Credit Adjusters  

Tax credit adjusters allow the limited partner/investor to reduce their capital contributions if 

they do not receive the anticipated tax credits.  This could occur for a couple of reasons.  It 

could occur because the developer did not make basis, or incur sufficient eligible costs 

(discussed above) for the full allocation of the tax credits.  It could also occur because the 

investor failed to rent the units quickly enough – this is typically called the timing adjuster. 

No unit qualifies for LIHTCs unless it has been occupied once by a low-income, qualified 

tenant and lease-up delays may cause a loss of credits.  A lease-up schedule is used to 

determine the first-year credits.  See Attachment G for an example.  If the project does not 

produce the full amount promised as part of the deal and written into the partnership 

agreement, the investor compensates by reducing their capital contributions.  You will want 

to pay attention to the situations in which the investor will reduce its anticipated 
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contributions, as well as the basis for the adjustment, meaning how much it will be 

adjusted.  Will it be the credit price?  A $1 for each $1 reduction in credit?  A $1 plus the 

investor’s anticipated return for each $1 reduction in credit.  A $1 plus the investor’s 

anticipated return for each $1 reduction in credit, plus their tax liability resulting from the 

receipt of the above amount?  You should also try to negotiate credit adjusters that will 

positively affect you as developer into the deal.  An upward adjuster is used to compensate 

the general partner/developer for “over-delivering” tax credits or delivering more tax 

credits than were anticipated or included in the financial projections.  The timing adjuster 

can benefit the developer if you deliver any tax credits earlier than you promised.  You will 

want to make sure you are a bit conservative in your promises on the first-year tax credits, 

the number of tax credits, and the timing of them.  It is usually best to under-promise and 

over-deliver than to over-promise and under-deliver.  But, if you have some of these 

adjusters built into the agreement, you will still be able to benefit if you deliver more first-

year credits, more credits overall, and if you deliver them early.  A first-year credit adjuster 

can also benefit the developer if the developer delivers more credits in the first-year than 

were promised.  Again, to be on the safe side, estimate a bit on the conservative side and 

then try to over-deliver.  Just like the adjustments that reduce the investor’s capital 

contributions, you should pay attention to the basis for these “positive” credit adjustments 

and how they are being calculated.  Investors will try to build in certain language which 

limits your ability to take advantage of them, so pay close attention to the language.  An 

example might be where a first-year credit adjuster is built into the agreement, but the 

developer has to deliver at least 20 percent more credits than anticipated in order to get any 
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more equity from the investor instead of just getting more equity no matter if you delivered 

$1 more in tax credits.   

4. The Guarantees 

Investors/limited partners often want several different guarantees built into the agreement. 

You should consider the duration of the guarantees and the dollar amounts.  See 

Attachment H for example guarantees.   

 Investors will typically want a construction completion guarantee where the general 

partner agrees to advance any funds necessary to complete lien-free construction of the 

project.  Often, they will want the general partner or any guarantors to agree to pay all 

development costs and operating deficits not budgeted for through a certain period – that 

certain period could be substantial completion, final completion, construction warranty 

period, 100% occupancy, break-even.  If any amounts are advanced by the general partner, 

in what form are they?  Are they loans or non-repayable advances?  If they are re-payable, 

what funds are they paid from?  An example would be that any advances would be interest-

free loans, repayable out of future cash flow or proceeds of sale or refinancing.   

Another common guarantee is the operating deficit guarantee.  The limited partner will 

often require the general partner to cover any operating deficits, sometimes for the full 15 

years.  Limited partners will often want these to run the full 15 years, but you will want to 

try to limit the duration, even to the construction period.    Is there a limit on the amount?  

Are the amounts advanced as loans or non-repayable?  What is considered an “operating 

deficit”?  You will want to get this defined.  The first source of funding for operating 

deficits is typically an operating reserve, which is also typically required by investors.  

Once/If the reserve runs out, the general partner may still be obligated to cover any deficits.   



24 

 

Another typical guarantee is the repurchase guaranty.  This means the general partner 

and/or any guarantors are required to repurchase the investor’s interest in the partnership 

upon the occurrence of certain events.  These events typically include failing to achieve 

completion by a certain date, a lender rescinding its commitment on any of the loans, and 

failure to place the project in service by the date required by the Internal Revenue Service.  

Again, make sure to check what the dollar amount of the repurchase guarantee will be?   

The tax credit deficit guarantee is also a typical guarantee on a tax credit deal.  This is 

basically a guarantee of the delivery of the promised amount of tax credit at the promised 

time – the tax credit adjusters would apply here.  Pay attention to the duration and the 

amount. 

5. Partners’ Limits of Authority 

Other key issues that you will want to think about are the authorities and obligations of both 

you as general partner and those of the limited partner.  There are often provisions within 

the partnership agreement that deal with the removal of the general partner by the limited 

partner.  You will want to pay attention to the instances in which your removal can take 

place and what the consequences of removal are – do you forfeit your interest in the 

partnership?  Do you forfeit any fees after removal?  Are you required to make any 

payments such as anticipated operating deficits?   

Another issue of authority is who has the authority to select consultants.  Do you as general 

partner have sole authority to pick whichever consultants you choose?  Or, does the limited 

partner?  Does the limited partner have to approve of your selection?  You will want as 

much freedom as possible in your selection because you most likely have consultants with 
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whom you’ve worked with regularly and have business relationships with.  You are going 

to want to try to limit the limited partner’s authority over this as much as possible.   

The level of involvement of the partners and the oversight of the limited partner are key 

issues as well.  As general partner, you have most of the control over the day-to-day 

operations and business of the development and the partnership.  Again, you will probably 

want to try to limit the limited partner’s involvement as much as possible and have the 

freedom to make the business decisions without having to consult with them or get their 

approval.  To what extent will the limited partner be monitoring construction, 

disbursements, lease-up, or operations?  Will they be doing site inspections or inspecting 

tenant files?  How much notice do they have to give you?  These are all things you will 

want to pay attention to as you’re negotiating the deal.   

You will also want to pay attention to what your obligations are as general partner.  What 

are the insurance requirements?  What are your reporting requirements – what types of 

reports do you have to send to the limited partner and how often?  Are you just reporting or 

do they have to give approval on anything such as yearly operating budgets?  Again, you 

will probably want to try to limit your reporting requirements as there will be costs 

associated with them, as well as the administrative burden of doing them.  What are the 

rental achievements you have to adhere to?  Do they have to approve the property 

management company?   

6. Reserve Requirements 

Limited partners will often require reserves to be set-up as part of the development budget.  

As general partner, you will also want to make sure there are sufficient “rainy day” reserves 

for any operating deficits or for capital improvements and/or repair and replacement as the 
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development ages.  You will want to make sure you plan for major capital improvements to 

the property like new siding, new roof, and new windows because these will be 

unavoidable improvements as the development ages.  As general partner, it is highly 

important to properly maintain the property and to make sure these improvements are made 

–this is how you build a good reputation in the industry and attract good equity proposals. 

Many partnerships have three reserves – one for the lease-up period when not all units are 

leased yet, but you are still responsible for all operating costs, one for operating deficits 

once all units have been leased, and one for capital improvement and repair/replacement.  

Both partners should analyze and “size” the reserves upfront, so that there is sufficient cash 

during the initial 15-year compliance period.  This “sizing” will be based on the 

assumptions you are using for rental income and your operating costs over the 15-year 

period, as well the debt service you will be making on any loans.  It is important to make 

sure you are using similar assumptions as the investor.  

7. Cash Flow Distribution and Fees 

You will want to review the proposed cash flow distribution schedule.  Fees to both the 

limited partner and to you as general partner are often embedded within the cash flow 

distribution.  Obviously, the goal for you would be to try to limit the fees going to the 

limited partner and increase the fees going to you as general partner, but keep in mind that 

all fees need to be reasonable.  Typical limited partner fees include fees paid at closing such 

as attorney’s fees and an ongoing annual asset management fee. The annual asset 

management fee is for monitoring the development to make sure it is in compliance with 

Section 42 requirements and to make sure the promised number of credits are being 

delivered.  The limited partner’s attorney fee is typically included in the development 
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budget, but the asset management fee often comes out of operating.  You will want to find 

out if the asset management fee comes out of the cash flow distribution after operating 

expenses and debt service have been paid, and what happens if there is insufficient cash 

flow to pay it - do you as general partner have to guarantee it?   

Typical general partner fees are developer fees, property management fees, and various 

partnership incentive management/development fees.  An incentive developer fee is a fee 

that is paid to the general partner if there is a cost savings on the development budget.  The 

amount of the fee would be equal to the proposed total development cost from the budget 

minus the actual costs of development.  This gives the developer an incentive to try to 

realize cost savings during development.      

There may be other limited partner and general partner fees built into the cash flow 

distribution, so you will want to pay attention to any fees you as general partner are 

expected to pay.  Partnership administration fees are typically fees that go to the general 

partner for dealing with the day-to-day operations and management of the partnership.  

There will also be a property management fee, and any unpaid developer fee coming out of 

cash flow.  Other typical distributions coming out of cash flow are additional payments to 

reserves, any required credit adjuster payments or tax equivalency payments, repaying any 

loans that either the limited partner or the general partner loaned to the partnership, and 

making any required cash flow payments on any of the subordinate loans.   

You will want to pay attention to the order of the cash flow distributions and try to predict 

whether there will be sufficient cash flow to make any general partner fee payments.  If 

there doesn’t seem to be a lot of extra cash flow, you might want to negotiate the general 

partner fees higher up in the distribution in order to ensure they get paid.  Any remaining 
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cash flow goes to the general partner and the limited partner in accordance with their 

interests in the partnership. If your projects cash flow quite well, you might want to think 

about building in several distributions in order to avoid having a lot of cash go to the 

limited partner because in a lot of partnerships, the limited partner’s interest is 99.9 percent.  

See Attachment I for an example cash flow distribution schedule.   

8. Sale Provisions 

Understanding the plan for the end of the 15 compliance period is important when 

negotiating a partnership.  It is important for you to determine the limited partner’s 

anticipated exit strategy.  If you are a non-profit or mission driven organization whose goal 

is to build and maintain affordable housing, you will want to consider whether the goals of 

the investor align with yours.   

The sale of the project can happen in two ways:  1) Selling it subject to the low-income use 

restrictions under the extended land use agreement for an additional 15 year period or 2) 

selling it free from the low-income extended use restrictions.    

If you are a mission-driven organization trying to increase affordable housing, you will 

most likely want to keep the housing affordable through the low-income use restrictions.  

One way to try to ensure this is through a right of first refusal.  Is the investor willing to 

grant you a right of first refusal?  A right of first refusal can only be granted to a qualifying 

non-profit and/or governmental entity, and it allows for the acquisition of the project for a 

price equal to not less than the outstanding principal amount of mortgage debt and federal, 

state, and local taxes attributable to the sale.  This would allow you to have the first option 

to purchase the property at the end of the compliance period and keep it affordable into the 

future.  
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The sale of the project can also be free from the low-income extended use restrictions.  This 

requires notice to the State HCA or suballocator, giving them one year to find a qualified 

buyer.  If no investor is found, the land use restriction agreement terminates.  However, for 

up to 15 years thereafter, there can be no evictions of existing tenants, except for good 

cause, and the rents for such units must be Section 42 rents.7 

Other sale options are a buyout option and a put option.  The buyout option occurs when the 

general partner has the option to purchase the limited partner’s entire interest in the 

Partnership for an amount equal to the greater of (i) the fair market value of the limited 

partner’s interest (subject to continued use of the property for low-income housing for the 

extended use period); or (ii) the sum of all taxes imposed on the limited partner resulting 

from receipt of such purchase price together with any amounts due the limited partner as tax 

credit adjusters, guaranty payments, tax equivalency payments, or any loans it has made. 

An example of a put option is where the limited partner has the right to put its entire interest 

to the general partner (or its designee) for a price equal to the sum of the following:  (i) One 

Thousand Dollar ($1,000); (ii) the limited partner’s costs and expenses associated with the 

transfer of its interest: (iii) all federal, state and local taxes attributable to such transfer; and 

(iv) all amounts due and owing to the limited partner.  These transfers are typically made 

pursuant to an Assignment and Assumption Agreement.   

Sometimes projects are not able to keep up with maintenance and capital improvements 

because reserves are inadequate and the rental income is not sufficient because of the 

affordable rents.   So, you might also choose to apply for rehab tax credits at the end of the 

                                                           
7
 “Tax Credit Primer – The Basics of the Low-Income Housing Tax Credit Program.”  Berrie, Peter; Christy, Angela; 

Hust, Bridget.   
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compliance period if your project is in need of renovation.  Many developers/owners 

choose to refinance and re-syndicate the credits either with a new investor or with the 

current investor.   

9. Miscellaneous Things to Consider 

There are a few other miscellaneous things to consider when negotiating a partnership with 

an investor.   

a. Consider your goals as general partner and their goals as investor and the consistency 
of your missions.  Once again, if you are a non-profit or governmental agency you 
most likely are a mission-driven organization.  How do the goals of the proposed 
investor align with yours?  As an investor, their goal is obviously to get a return on 
their investment, but do they also have a goal of investing in the communities they 
work in by investing in affordable housing?  Do they mainly just want the tax 
credits or are they in it to make a lot of money.  Some mission-driven organizations 
mainly want to work with investors who just want the tax credits and not necessarily 
get a lot of cash out of the deal.  Do you care about that?  You will want to seek a 
win-win partnership.  You won’t get everything you want and neither will they – 
both sides have to give to get – it’s a negotiation and a partnership just like any 
other partnership.  Can you achieve a partnership that achieves both of your needs?  
Is it a “fit”?  Are you “compatible” in terms of your overall goals and missions?   

 
b. Consider the reputation of the investor or their experience with tax credit deals.  Just 

as they are looking at your experience with tax credit deals, you will also want to 
look at their experience.  It is important that they have some experience working 
with tax credits.  You probably don’t want to work with an investor who has never 
invested in tax credits before.  Also, think about their reputation as an investor?  Do 
they tend to offer good pricing?  Do they want to have control over decisions or 
day-to-day business operations of the partnership?  How do these align with your 
expectations or goals?   

 

c. Are there any “deal-breakers”?  You both will want to identify and disclose any 
“non-negotiable” items up front.  If you cannot reach an agreement on the non-
negotiable issues, then you should probably move on to another investor.   

 

d. Balance the risks and rewards for all partners.  As stated earlier, a successful 
partnership has to be a balanced relationship.  What is the balance between control 
and the risks/liabilities assumed by each partner?  What is the balance between 
responsibilities and the fees and other rewards allocated to each partner?   

 

e. Consider the customer service of the investor/limited partner.  Is your contact easy to 
work with?  Are they available when you need them?  Are they reasonable when 
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you make requests?  Are they willing to negotiate and work with you to come to an 
agreement?  Do they respond quickly?  Are they willing to work with you when 
issues arise?  These are all things to consider.   

 
The Partnership Agreement 

A partnership is a combination of a business deal and the legal provisions and protections that 

each partner needs in order to enter into the partnership.  The business deal and the negotiations 

come first.  After you’ve negotiated the business deal as we’ve discussed above, you will want to 

turn it over to the attorneys to create the partnership agreement with the appropriate set of legal 

protections for each partner.  Together, the terms of the business deal and the legal protections 

constitute the full legal agreement, or the Partnership Agreement.   Once the developer and the 

investor reach an agreement on all the major deal points, they will execute the partnership 

agreement, which will govern the relationship of the parties for the life of the partnership.  The 

partnership agreement should, at a minimum, address the following main areas, as well as the 

areas of negotiation discussed above: 

1. Name of the limited partnership 

2. Duration of the partnership 

3. Principal place of business, registered agent and registered office. 

4. Capital contribution of each partners, and timing and conditions of payment of each 

installment of capital contribution. 

5. Whether partners may or are required to make additional contributions or loans to the 

partnership. 

6. Each partner’s allocation of profits, losses and tax credits and distribution of cash flow or 

cash upon sale or refinancing.  

7. Duties and rights of each partner, as well as consent and approval rights of actions.   
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8. Procedure for admitting new partners and for existing partners to withdraw. 

9. Tax year of partnership.   

10. Fees paid to the general partners or affiliates. 

11. Guaranties and indemnities of the general partner and guarantors in favor of the limited 

partner.   

12. Financial and other reporting requirements and annual operating budget requirements.   

13. Events of default and removal of general partners.   

14. Sale of the project. 

15. Statutory right of first refusal if the general partner is a qualified non-profit organization. 

Make sure to review the partnership agreement in detail to ensure that all of the items you 

negotiated made it into the final document.  Congratulations you’ve made it to the final 

partnership agreement!  However, your work isn’t finished.  As general partner and/or developer, 

you have an ongoing responsibility of making sure the project gets constructed on time and 

within budget, that it gets leased-up on schedule, and the ongoing responsibility of the project’s 

operations for the life of the partnership.  You have to make sure that your project attracts 

tenants, that the property manager does his/her job, that rents and expenses are reasonable, and 

that the tenants meet the income qualification for any government assistance programs (including 

the tax credits) that were used on the project.  As general partner, you have agreed to a 15-year 

obligation to the limited partner, so do not take your role lightly – this is a great reason why you 

will want to analyze the proposals you get, to negotiate with the limited partner, and to pay 

attention to what ends up in the final partnership agreement.  Hopefully, this paper has helped 

you understand why investors are investing in tax credit projects and what they look for in a 
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project, as well as helped point out some key issues you should pay attention to while negotiating 

with your investor.   

Once again, congratulations!  You are well on the road to a successful project.   

A note from the author regarding the current tax credit market (2009): 

The state of the tax credit market is in turmoil just like the rest of the housing market and the 

state of the American economy in general.  Much of this turmoil is caused by investors leaving 

the market.  There are too many credits and not enough investors.  Many of the past investors no 

longer need tax credits because they do not have as much income and therefore not as much tax 

liability in order to use the credits.   

The Housing and Economic Recovery Act of 2008 sought to bolster the tax credit market, but 

essentially what it did was add more supply of tax credits to a market where the primary problem 

is a lack of demand.  The American Recovery and Reinvestment Act of 2009 includes a 

provision where housing credit authorities may exchange certain tax credit authority for cash 

grants from the Treasury in an amount equal to 85% of the total value of the tax credits. For ex-

ample, by exchanging $100,000 of 2009 tax credit allocation authority, a housing credit agency 

is entitled to a grant in the amount of $850,000 – 85% of the product of 10 (the number of years 

for which the tax credit could be claimed) and the amount of the allocation authority exchanged.   

Another key provision of the 2009 American Recovery and Reinvestment Act of 2009 is its 

inclusion of approximately $2.25 billion of additional HOME funds made available to housing 

credit authorities to help fill the financing gaps on projects awarded with low-income housing tax 

credits in 2007, 2008, or 2009.   
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Because of the lack of demand, tax credit prices have plummeted in the last couple years.  As 

stated early, a few years ago some developers were getting $0.93-$1.00 or even higher per $1 of 

tax credit.  In today’s market, some developers are seeing $0.60-$0.75 depending on the deal.  

This has changed the negotiation process quite a bit.  A few years back, developers were in the 

driver’s seat when it came to negotiations with investors.  Investors were chasing deals and 

developers were able to leverage a lot in negotiations.  The tables have now turned and investors 

are in the driver’s seat.  Developers are now chasing too few investors.  Investors are now able to 

“cherry pick” which deals they want to invest in and many are picking very straight-forward, 

“vanilla” tax credit deals from very reputable developers in markets that are performing well in 

comparison to other markets that have been harder hit by the housing and economic crisis.  

Again, because of this, you as a developer may not have as much negotiation power as 

developers had a few years ago.  However, the key issues and the things you want to pay 

attention to are still the same and are still very relevant.  You will still want to take a look at the 

areas I’ve pointed out and negotiate the deal points to your benefit as much as possible.  But, be 

aware that you may not be able to get as much out of the investor (both in pricing and other deal 

points) as in the recent past.  You will have to come up with more soft second financing in order 

to fill the gap created by the reduced equity pricing.  This will also be a challenge because soft 

second financing is in huge demand already.  Again, you will want to be as competitive as 

possible with your project, so you will want to pay attention to the preference criteria of your 

possible funders.   

But we must remain positive.  These things are cyclical and with any luck, the market will turn 

around and developers will be back in the driver’s seat.   
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Attachment A:  MHFA’s Qualified Allocation Plan 
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Attachment B:  Sample Budget, Tax Credit Calculation, and Sources & Uses 

Budget 

You are Home Townhomes 

Rosemount, MN 

  Budget:   Subtotals:   
Eligible 
Costs: 

            

Land Acquisition Costs           

Land Acquisition Cost $730,000       X 

Other Land Acquisition Costs $2,000       X 

Closing Costs(title, recording, etc.) $0       X 

Land Acquisition Total     $732,000     

            

Building Acquisition Costs           

Building Acquisition Costs $0       $0 

Other Building Acquisition Costs $0       $0 

Closing Costs (title, recording, etc.) $0       $0 

Building Acquisition Total     $0     

            

Construction/ Rehab Costs           

Site Work         $0 

Construction/ Rehab Costs $3,687,500       $3,605,500 

Equipment $0       $0 

General Requirements $0       $0 

Builder's Overhead $0       $0 

Builder's Profit $0       $0 

Bonding Fee $0       $0 

Builder's Risk Insurance $0       $0 

  $0       $0 

Subtotal $3,687,500         

Contingency $147,500       $88,500 

Construction/ Rehab Total     $3,835,000     
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Development Costs           

Real Estate Matters:           

Partnership Formation $0       $0 

Subdivision $0       X 

Condominiumization $0       X 

Legal $0       $0 

Title & Recording (Construction) $0       $0 

Project Design:           

Architectural $131,000       $131,000 

Architectural Supervision $43,000       $43,000 

Cost Estimate $0       $0 

Soils testing $8,251       $8,251 

Soil work $40,746       $40,746 

Site Investigation $0       $0 

Accounting Fees $0       $0 

Energy Star Rating $20,100       $20,100 

Project Planning:           

City Fees $94,411       $87,000 

SAC & WAC fees $143,680       $143,680 

Development Fees (City) $213,768       $179,136 

Public Infrastructure (City) $245,530         

City Fees (water meters) $110,550       $110,550 

Legal fees $53,000       $1,850 

Permits $0       $0 

Accounting Fees $13,000       $0 

Appraisal $2,500       $1,250 

Environmental Study $2,100       $2,100 

Market Study $0       $0 

Utility Fees $0       $0 

Survey & Soil Borings $22,300       $20,000 

Marketing/Leasing:           

Marketing  $0       X 

Operating Reserve $70,000       X 
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Inspection Fees $0       $0 

Construction Insurance $0       $0 

Other:           

Furnishings and Equipment $1,700       $1,700 

Working Capital Reserves $45,000       X 

Lifetime Reserve         X 

Replacement Reserves $30,000       X 

Development Costs Total     $1,290,636     

            

Developer's Fee $583,000   $583,000   $583,000 

            

Financing Costs           

Tax Credits:           

Tax Credit Fee $21,278       X 

Tax Credit Counsel         $0 

Cost Certification $10,000       $0 

Organization Fee $100       X 

Origination Fees         $0 

LP Counsel $35,000       $0 

Tax-Exempt Bond Financing           

Bond Counsel $0       $0 

Underwriter's Fee $0       $0 

Reimburseables $0       $0 

Other $0       $0 

Other $0       $0 

Conventional Loans:           

Construction Loan Origination Fees $0       $0 

Construction Loan Legal Fees $0       $0 

Permanent Loan Origination Fees $0       X 

Permanent Loan Legal Fees $0       X 

Title and Recording $15,000       $12,750 

Other:  Hazard and Liability Insurance $2,500       $2,400 

Other:  Construction Interest $31,813       $23,860 

Other:  Taxes during Construction $1,000       $0 
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Other Loans:           

Legal Fees $0       $0 

Recordation Tax/Fees $0       $0 

Other $0       $0 

Other $0       $0 

Construction Period Interest $0       $0 

Financing Total     $116,691     

            

Total Development Cost     $6,557,327     

            

Total Eligible Costs         $5,106,373 

            

 
                                                    Tax Credit Calculation 
 
1.c New Construction/ Rehabilitation Tax Credits     
Enter "1" if eligible for New Construction/ Rehabilitation Tax Credits 1  

Total Eligible Costs (from Budget)  $5,106,373  
Less:  Acquisition Eligible Basis (from Box 1.b)  $0  

Less:  Historic Tax Credits (from Box 1.a)  $0  

Less: Other Adjustments to Eligible Basis (Grants, etc.)  $0  

New Construction/ Rehabilitation Eligible Basis  $5,106,373  

QCT or DDA?  If so, enter "1.3", otherwise enter "0".  0.0  

Adjusted Eligible Basis  $5,106,373  

Applicable Fraction (% of development for qualified low income use) 100.00% 

Total Qualified Basis for New Construction/ Rehabilitation  $5,106,373  

Tax Credit Percentage (4% or 9% credit, or actual as published monthly by Treasury Department) 8.11% 

Annual New Construction/ Rehabilitation Tax Credits   $414,127  

     

1.d Tax Credit Equity     

Annual Acquisition Credits  $0  

Annual New Construction/ Rehabilitation Credits  $414,127  

Total Calculated Annual Credits  $414,127  
Allocated Annual Credits (if allocation is not yet received, enter calculated amount from line 
above ) $410,153  

10 years   10  

Total Tax Credits   $4,101,530  

Percentage of Investor Limited Partner's Interest  99.99% 
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Note: 

In the example above, you’ll notice from the budget that there are $5,106,383 eligible basis 

costs.  As noted in the discussion above, things like land, syndication expenses, financing fees, 

and reserves are not eligible basis.  Things like hard construction costs, architectural fees, some 

city fees, and some other soft costs are eligible.  Again, check with your accountants on what you 

should be assuming as eligible.  On the second table titled “Tax Credit Calculation” you take 

your eligible basis from your budget.  If you are in a qualified census tract or difficult 

development area (you would need to check with your HCA on this), you would then multiply 

Investor's Share of Total Tax Credits  $4,101,120  

Equity Investment ($/ investor's credit)  $0.97  

Tax Credit Equity from Acquisition & New Construction/ Rehabilitation Credits $3,978,086  
      

Total Historic Credits  $0  

Percentage of Investor Limited Partner's Interest  0.00% 

Investor's Share of Total Tax Credits  $0  

Equity Investment ($/investor's credit)  $0.00  

Tax Credit Equity  $0  
      

Total Tax Credit Equity   $3,978,086  

You are Home Townhomes 

Rosemount, MN 
            

SOURCES AND USES STATEMENT 
      

      

SOURCES:    USES:    

      

LIHTC Tax Credit Equity $3,978,086   Land Acquisition $732,000   

GP Captial Contribution $730,000   Building Acquisition $0   

State Housing Finance Agency $600,000   Construction $3,835,000   

First Mortgage $320,000   Development Expenses $1,290,636   

HCA Funding partners $321,000   Developer Fee $583,000   

Local Housing Agency $500,000   Financing Fees $116,691   

TIF $59,244      

HOME $48,997      

 $6,557,327   Total $6,557,327   
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the eligible basis by 30%.  In this case, the project is not located in either of these types of areas, 

so we enter 0.  Subtotal the eligible basis and then apply the applicable fraction, which is the 

fraction of your development that will meet the Section 42 requirements.  In this case, 100 

percent of the project will meet the requirements.  Subtotal your eligible basis again, and then 

multiple it by the applicable fraction.  This project was constructed prior to the 2008 housing 

law, so the applicable percentage was 8.11%.  This gets you the total annual tax credit.  This 

project was only allocated $410,153 credits, so you use that number.  Then multiply it by 10 (for 

10 years) to get your total tax credits.  This is then multiplied by 99.99%, or the investor/limited 

partner’s interest in the project.  This gives you the investor’s share of the total tax credits, which 

is $4,101,120.  You then multiply this by the price paid per tax credit, or $0.97.  This gives you 

the total investor equity.  You then enter the total equity amount on your Sources & Uses 

statement.  You then have to make sure you have commitments for your debt financing, most 

likely from public agencies, state and local governments.   
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Attachment C:  RFP Example (For Illustrative Purposes Only) 

 
DATE 

 

INVESTOR NAME 
ADDRESS 
CITY  ZIP 
 

RE:  You are Home Townhomes 

Dear INVESTOR NAME: 

Housing Developer, Inc., as General Partner of the You are Home Housing Limited Partnership, 

is accepting proposals for Limited Partners to purchase the tax credits for our 15th housing 

development.  

Enclosed for your review is a summary of the You are HomeTownhome development, a 

preliminary cash flow analysis, a location map, photographs of the site, a resume of the 

development team, and a market study.  Also enclosed is a summary of Housing Developer, 

Inc.’s other developments.  A copy of our 2008 Comprehensive Annual Financial Report is 

available on our website at www.housingdevloper.org 

In your equity proposal, please address the following items: 

• Capital Contributions:  the price and the schedule and criteria of installments. 

• Allocations and Distributions:  use of excess cash flow and asset management fees. 

• Sale Provisions:  criteria for sale, use and distribution of after-sale proceeds. 

• Credit Adjustments:  criteria and factor of adjustments  

• Guarantee Provisions:  type and criteria of guarantees required 

• Reserve Requirements:  type and amount of reserve accounts required 

• Insurance Requirements:  type and amount of insurance coverage required 

• Reporting Requirements:  type and frequency of required reports 
 

Please submit your proposal no later than February 1, 2008.  If you are interested in additional 

information please do not hesitate to contact me.  I can be reached at (612)-123-4567.  

 

Sincerely,  

Housing Finance Coordinator  
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Enclosures (7) 

SUMMARY OF YOU ARE HOME TOWNHOMES 

 You are Home Townhomes will consist of 32 units including 24 two-bedroom units of 

approximately 1,120 square feet and 8 three-bedroom units of approximately 1,400 square feet.  

All of the 32 units will be restricted to families with incomes at or below 60% of median income, 

with preference given to families with incomes at or below 50% of median income.  The 

proposed rents are $600 for the two bedrooms, and $650 for the three bedrooms.  The rents in 

many of the Housing Developer, Inc.’s developments are affordable to households with incomes 

well below the limits—many are affordable to households with incomes at or below 30% of area 

median income.   

The development will be located on a 5-acre site within the City of Rosemount, just north of 

downtown on the west side of State Highway 3 and the north side of Connemara Trail.  The site 

has convenient access to State Highway 3, as well as other local and regional transportation 

routes.  The site is currently vacant in a developing section of the city.  There are single-family 

and townhome owner-occupied residences to the west and east of the site.  The high school, 

middle school, and elementary schools are located approximately .5 mile to the south.  The 

proposed library (to be constructed in 2007) will be less than 1 mile south.  Approximately .5 

mile west on County Road 42 are a number of retail businesses. 

The following permanent funding sources have been committed to date: 

 

• Federal Low-Income Housing Tax Credits            $410,153 

• General Partner Capital Contribution of Land          $730,000 

• First Mortgage Loan                           $320,000 

• Local Housing Agency Loan                     $500,000 

• State Housing Agency Loan                      $600,000 

• State Housing Agency Funding Partner Loan          $176,000 

• State Housing Agency Funding Partner Loan          $145,000 
 

Note:  All the loans listed above are deferred loans at 0% or 1% interest rates with 30 year 
terms.   

 

Housing Developer, Inc. has committed to providing a revolving loan to the partnership for 

expenses incurred prior to the financing closing.  The revolving loan is set at 7% interest to be 

paid at the time of closing.  Housing Developer, Inc. is also willing to extend a bridge loan and a 

first mortgage to the partnership at competitive interest rates.  The first mortgage would carry a 

30-year term, and the bridge loan would be paid with the receipt of equity.  It is expected that a 
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closing will take place in fall 2008 and construction will be completed in the fall of 2009.  The 

general contractor has yet to be selected.   

Housing Developer’s expectations include a preference to invest excess cash flow back into the 

development by building up reserves and a right of first refusal pursuant to Section 42(i)(7) of 

the Internal Revenue Code to acquire the development at the end of the 15-year compliance 

period.  
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Attachment D:  Sample Investor Proposal Analysis Spreadsheet 
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Attachment E:  Example Pay-In Schedule and Criteria for receiving Equity Installments 

Equity Installments 

 

Condition of Funding 

Proposed 

Amount % Uses 

1. • Admission Date and Closing of Partnership 

Agreement. 

• Receipt of Building Permits 

• Receipt of all loan commitments (permanent, 

subordinate and bridge), on terms and amounts 

sufficient for construction period finance 

• Equity installment will be funded in one lump sum 

• Funding of all General Partner Equity 

$1,861,709 46.8%  

2. • 100% Construction Completion 

• Receipt of Certificate of Occupancy 

• Receipt of copies of all insurance policies 

(including title insurance) on the partnership 

property (or certificates therefore) 

• Endorsement to the Title Policy, which does not 

reflect any mechanic’s or materialmen’s liens 

which are unacceptable to the Limited Partner 

• Full funding of all debt 

$1,549,977 39.0% Paydown Bridge Loan; 

$30,000 to Working 

capital reserve 

3. • Receipt and approval of Cost Certification or 

Certification of Eligible Basis by CPA and an 

estimate of first year tax credits by CPA 

• Receipt of Form 8609 

• Receipt of Certification certifying that not less 

than 100% of all rental units in the project qualify 

as low income housing under Section 42 IRC 

• Receipt by the Limited Partner of evidence that 

the Extended Use Agreement for the Credits has 

been recorded 

• Receipt and/or review of all initial tenant files 

• Final closing or conversion of the permanent loan 

(if it has not already occurred) 

• 1.15x DSCR for 3 consecutive months prior to 

funding 

$233,200 5.86%  

4.  • Receipt of 2009 Partnership Return 

• Receipt of 2009 Audited Financial Statements 

• 1.15x DSCR for 6 consecutive months prior to 

funding 

• Full funding of require reserves 

$333,200 8.34% $88,442 Developer 

Fee; $70,000 

Operating Reserve; 

$30,000 Replacement 
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Reserve 

 Total $3,978,086   
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Attachment F:  Example Due Diligence Checklist 
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

INITIAL PROJECT INVESTMENT DOCUMENTS 

1. a) Initial Certificate of Limited Partnership  

b) Initial Partnership Agreement 

c) Certificate of Good Standing 

d) Any Amendments to Certificate or Partnership 

Agreement 

e) Taxpayer Identification Number 

GP/GP Attorney 

 

a)  

b)  

c)  

d)  

e)  

 

2.A. Organizational Documents of GP: 

a) Certificate of Incorporation and Articles of  

Incorporation 

b) Certificate of Good Standing 

c) By Laws 

d) Authorizing Resolutions 

e) Corporate Certificate certifying that articles, by-laws and 

authorizing resolutions remain in full force and effect without 

amendment or modification 

 

f) [If tax credits allocated under not for profit set-aside – §501(c)(3) 

application and qualification letter] 

GP/GP Attorney 

a)  

b)  

c)  

d)  

e) 

f)  

g)  
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

 

g) Federal ID Number 

 

B. Organizational Documents of Developer: 

 

C. Organizational Documents of Property Manager: 

 

D. Organizational Documents of Guarantor 

 

 

 

 

2.B  

 

2.C  

 

2.D  

3. Financial Projections GP/GP Accountants  
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

4. Low-Income Housing Tax Credit Documents: 

a) Application 

b) Tentative Reservation  

[c) Extension(s)] 

d) Evidence of Location in 130% area 

[e) If acquisition credits - Acquisition Credit Affidavit or other 

evidence of non-placement in service for the requisite 10 year 

period] 

f)  Carryover Allocation 

g)  Owner’s and Fiduciary’s Certification, and evidence of incurred 

10% plus of costs for each Project 

[h) Market Study] 

i) Architect’s certificate re: floor space fraction and confirming per 

square foot cost of low-income units and market rate units 

GP/GP Attorney 

 

a)  

b)  

c)  

d 

e)  

f)  

g)  

h)  

i)  

5. Historic Rehabilitation Tax Credit Documents: 

 

GP/GP Attorney 

 

6. Section 8 Documents: GP/GP Attorney  

7. a)  Phase I Environmental Report 

b)  Phase II Reports, if applicable 

c) Reliance Letter in favor of Limited Partner 

GP 

a)  

b)   

c)   
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

8. Evidence of Zoning Compliance (zoning letter from City/County) 

NOTE:  Must be in form sufficient for title company to give 

zoning coverage - check with title company 

GP 

 

9. Acquisition Documents: 

a) Purchase and Sale Agreement 
b) Copies of Conveyance Deeds 
c) Closing Statement 
d) Parking Agreement/Lease (if parking rights 

separate from project) 

GP/GP Attorney 

 

a)  

b)  

c)  

d)  
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

10. a) Title Commitment and copies of all documents listed as title 

exceptions 

NOTE:  must provide: 
- 3.1 zoning endorsement 

(3.0 on new construction) 

- survey coverage 

- fairway coverage (re: change in partners not 

invalidating coverage) 

- non-imputation endorsement 

- 8.1 Environmental 

- comprehensive 

 tax benefit endorsement 

- endorsement deleting arbitration 

- pending disbursement on Lender’s policy  

- Insured Closing Letter (where title company is 

not a subsidiary) 

- Other – upon review of commitment 
b)  Closing Protection Letter 

GP/GP Attorney 

 

 

11. a) Evidence of Tax Abatement and Tax Exemption 

b) Evidence of available Empowerment Zone incentives 

GP/GP Attorney 

a)  

b)  

12. a) Survey 

b) Resubdivision Plat (if applicable) 

c) Condominium documents (if applicable) 

GP 

a)  

b)  

c)  
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

13. Appraisals: 

 a) “as is” land appraisal 

 b) “as built” rent stabilized and tax credit enhanced  appraisal 

(values must exceed amount of all  mortgages secured by 

property) 

Bank 

 

a)  

b)  

CONSTRUCTION DOCUMENTS 

 

14. Architect:  

a) Architectural Design and Inspection Agreement 

b) Plans and Specifications (including Site Plan) 

c) Evidence of Professional Liability (errors and omissions) Coverage 

(greater of $1,000,000/ occurrence and aggregate or 10% of value 

of construction contract) 

[d) If Mixed-Income - Architect’s Mixed-Income Certificate 

e) If Historic – Certification respecting Placement in 

Service] 

f) General Liability Insurance ($1,000,000 per occurrence, 

$2,000,000 in the aggregate) 

GP/GP Attorney 

 

 

 

a)  

b) 

c)  

d)  

e)  

f)  

 

 



55 

 

NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

15. a) Evidence of Completed Value form of Builder’s Risk and 

Commercial General Liability Coverage 

($1,000,000/occurrence; $2,000,000/aggregate; 

$3,000,000 umbrella) MUST SHOW LIMITED PARTNER 

AS ADDITIONAL INSURED AND AS CERTIFICATE 

HOLDER ENTITLED TO 30 DAYS’ WRITTEN NOTICE OF 

CANCELLATION OR NON-RENEWAL – BUILDER’S RISK 

MUST BE WRITTEN ON FORM ACORD 27; AND 

COMMERCIAL GENERAL LIABILITY MUST BE WRITTEN 

ON 25-S, MODIFIED TO REQUIRE DELIVERY OF NOTICE 

[b) Earthquake Coverage 

 c) Flood Insurance (FEMA/Commercial)] 

GP 

a)  

b) 

c)  

16. L.P. Agreement with inspection and disbursement advisor  Limited Partner  

17. Contractor: 

a) Construction Contract 

Note:  Must be an AIA - A111 contract - cost of the 

work, plus a fee, with a guaranteed maximum cost 

b) Construction Cost Breakdown 

c) Estimated Construction Draw Schedule 

d) Contractor’s Bond or Letter of Credit and Completion Assurance 

Agreement 

e) General Contractor’s Worker’s Compensation (statutory limits) 

and General Liability Insurance ($1,000,000 per occurrence) 

f) Abatement Contracts (including scope of work) 

GP/GP Attorney 

a)  

b) 

c) 

d) 

e)  
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

18. Consulting Contract GP/GP Attorney  

19.  Relocation Documents: 

a) Relocation Agreement 

b) Budget and Backup 

GP/GP Attorney 

 

 

20. a) Building Permit(s) 

b) Utility Availability Letters (electric, gas, sewer, water, telephone, 

cable) 

GP 

a)  

b) 

LIMITED PARTNER ADMISSION DOCUMENTS: 

 

21. a) Amended and Restated Limited Partnership Agreement, 

admitting limited partner 

b) Partnership Administration Agreement 

c) Financial Statements of GP and Guarantor 

d) Notice Certification respecting first draw 

e) Post-Closing Checklist 

 

 

a)-b) and d)-e) –  

LP Attorney 

 

c)  GP 

 

 

a)  

 

b)  

c) 

d)   

e)  

22. State Law Opinion regarding Partnership and General Partner 

respecting organization matters, due authorization, 

enforceability and similar matters 

GP Attorney 
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

23.A. Tax Opinion Letter 

a) Acquisition Credit 

b) LIHTC Construction/Rehabilitation Credit 

c) Federal Historic Tax Credit 

d) State Credits 

e) 501(c)(3) issues 

B. Certification by General Partner of Certain Tax Matters 

GP Attorney 

 

24. a) Property Management Agreement 

b) Forms of Lease (low income/market rate, if applicable) 

c) Property Management Plan 

d) Fidelity Bond 

e) Evidence of Worker’s Compensation, Commercial 

General Liability ($1,000,000 per occurrence; 

$2,000,000 in the aggregate with $3,000,000 umbrella) 

and Employer’s Liability Insurance 

f) Certificate of Good Standing 

g) Marketing Plan and Tenant Selection Criteria 

GP/GP Attorney 

a)  

b)  

c)  

d)  

e)  

f)  

g) Included in c) above 

25. Title Closing Instruction Letter to Title Company a) GP/GP Attorney 

b) LP Attorney 

 

26. a)  Development Services Agreement 

b)  Amended and Restated Development Services Agreement 
GP/GP Attorney 

a)   

b)  
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

27. Assignment of Contracts 

NOTE:  Needed if any project contracts were entered into by 

GP, rather than the Partnership 

GP/GP Attorney 

 

28. Disbursing Agreement 

NOTE:  need to review insurance coverage/financials of 

disbursing company if not a title company subsidiary 

GP/GP Attorney 

 

29. Closing Statement GP/GP Attorney  

30. a) Federal Court searches of Partnership, GP    and Guarantor 

  i) Pending suits and judgments 

  ii) Bankruptcy 

  iii) Federal and Estate Tax Lien 

 b) State and County searches of Partnership,    GP and Guarantor 

  i) UCC-11 information search 

  ii) Pending suits and judgments 

GP/GP Attorney 

a)  

b)  
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

LOAN DOCUMENTS 

 

31. Bridge and Permanent Mortgage Loan Documents: 

a) Commitment Letter 

b) Loan Agreement 

c) Promissory Note(s)  

d) First Mortgage, Security Agreement, Assignment of 

Leases and Rents and Fixture Financing Statement 

e)  Master Disbursing Agreement 

f) Assignment of Architect’s Agreement and Plans and 

 Specifications 

 g) Assignment of Construction Contract  

 h) Master Subordination Agreement 

 i) Financing Statements 

 j) Environmental Indemnity - Intentionally omitted 

k) Pledge of right to LP contributions 

l) Other 

 

GP/GP Attorney 
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

32. HCA Loan ($600,000): 

a) Commitment Letter 

b) Promissory Note 

c) Loan Repayment Agreement and Mortgage 

d) Disbursement Agreement 

e)  Financing Statements 

f) Other 

 

GP/GP Attorney 

 

33. Local Funder Loan Documents ( $500,000): 

 a) Loan Agreement 

 b) Promissory Note 

c) Combination Mortgage, Security Agreement and Fixture 

Financing Statement 

 d) Declaration of Covenants, Conditions and Restrictions 

e) Request for Notice of Foreclosure 

f) Other 

 

GP/GP Attorney 
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

34.         HCA Funding Partner Loan Documents ($145,000): 

a) Promissory Note 

b) Subordinate Mortgage 

  

GP/GP Attorney 

 

35. Local Funder Loan Documents ($48,997): 

a) Loan Agreement 

b) Promissory Note 

c) Combination Mortgage, Security Agreement and Fixture 

Financing Statement 

 d) Assignment of Rents and Leases 

 e) Development  Agreement 

 f) Intentionally Omitted 

 g)  Regulatory Agreement 

 h) Request for Notice of Foreclosure 

 i)  Financing Statement 
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

36.      HCA Funding Partner Loan Documents ($176,000): 

a) Commitment Letter 

b) Construction Loan Agreement 

c) Promissory Note 

d) Combination Mortgage, Security Agreement and Fixture 

Financing Statement 

e)  Assignment of Rents and Leases 

f) Assignment of Architect’s Contract & Architect’s 

Acknowledgement and Consent 

 g) Assignment of Construction Contract and    Contractor’s 

Acknowledgement and Consent 

 h) Certificate of Total Funding Sources 

 i) Certificate of Total Project Cost  

 j) Title Insurance Certificate 

 k) Request for Notice of Foreclosure 
 l) Escrow and Disbursement Agreement 
 m Financing Statement 

 n) Other 

 

GP/GP Attorney 
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

37. Local Funder Loan  ($59,244) 

 a) Loan Agreement 

 b) Promissory Note 

 c) Combination Mortgage, Security Agreement and Fixture 

Financing Statement 

 (d)  Other 

 

GP/GP Attorney 

 

38. Other documents to be determined upon review of the above 

documents 
 

 

POST-CLOSING ITEMS 

39. [a) Carryover Allocation 

b) Owner's and Fiduciary's Certification as to Project Expenditures in 

prior year (for carryover allocations), and backup documentation] 

c) Forms 8609 

d) Section 42 Recorded Land Use Restriction Agreement 

e)  Evidence of Allocation of State Credits 

GP/GP Attorney 
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

40. Notice Certification 

GP 

Note:  Exhibit A-8 to form Partnership 

Agreement;  Needs to be attached to each 

request for disbursement of limited partner 

capital contributions 

41. Occupancy Permits GP/GP Attorney  

42. a) AIA Certificate of Substantial Completion 

 b) Supplemental AIA Certificate of full completion,   including 

punchlist 

GP/GP Attorney 

 

43. Final Cost Certification 

 

GP/GP Attorney 

 

44.  a) Owner’s Title Policy 

 b) 3.1 Zoning Endorsement and Survey Coverage (new  

  construction projects only) 

 c) Final endorsement to title insurance policy (removing  

  pending disbursement endorsement) 

GP/GP Attorney 

 

45. As-Built Survey (new construction projects only) GP/GP Attorney  
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NAME OF DOCUMENT 
PARTY PREPARING 

OR OBTAINING 
STATUS 

46. Property Insurance (all-risk, special form fire and extended 

coverage for the full replacement cost) and evidence of 

continuing commercial general liability coverage ($1,000,000 

per occurrence, $2,000,000 in the aggregate and $3,000,000 

umbrella) MUST SHOW LIMITED PARTNER AS ADDITIONAL 

INSURED  AND LOSS PAYEE, AND AS CERTIFICATE HOLDER 

ENTITLED TO 30 DAYS’ WRITTEN NOTICE OF CANCELLATION 

OR NON-RENEWAL – CASUALTY MUST BE WRITTEN ON FORM 

ACORD 27; AND COMMERCIAL GENERAL LIABILITY MUST BE 

WRITTEN ON 25-S, MODIFIED TO REQUIRE DELIVERY OF NOTICE 

GP/GP Attorney 
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Attachment G:  Example Lease-Up Schedule 

 

Units Per Building 4 5 3 4 4 3 4 5 32  Percent 
Anticipated Placed in 
Service 6/30/2008 6/30/2008 6/30/2008 7/31/2008 7/31/2008 7/31/2008 8/31/2008 8/31/2008    

 Building 1 Building 2 Building 3 Building 4 Building 5 Building 6 Building 7 Building 8 Total  Leased 

31-Jan 0 0 0 0 0 0 0 0 0  0.00% 

28-Feb 0 0 0 0 0 0 0 0 0  0.00% 

31-Mar 0 0 0 0 0 0 0 0 0  0.00% 

30-Apr 0 0 0 0 0 0 0 0 0  0.00% 

31-May 0 0 0 0 0 0 0 0 0  0.00% 

30-Jun 0 0 0 0 0 0 0 0 0  0.00% 

31-Jul 4 5 3 0 0 0 0 0 12  37.50% 

31-Aug 4 5 3 4 4 3 0 0 23  71.88% 

30-Sep 4 5 3 4 4 3 4 5 32  100.00% 

31-Oct 4 5 3 4 4 3 4 5 32  100.00% 

30-Nov 4 5 3 4 4 3 4 5 32  100.00% 

31-Dec 4 5 3 4 4 3 4 5 32  100.00% 

 24 30 18 20 20 15 16 20 163   

            

Maximum Occupancy -            

Building units X 12 48 60 36 48 48 36 48  384   

            

Modified Percentage 50.00% 50.00% 50.00% 41.67% 41.67% 41.67% 33.33%  42.45%   
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Attachment H:  Example Guarantees 

Note:  The General Partner and Guarantor(s), jointly and severally, will provide the guarantees 

outlined below.  The LP, at its sole option, may reduce the amount of any unpaid Capital 

Contributions to the Partnership to satisfy any of the following Guarantees.  The guarantees of 

the General Partner and the Guarantor(s) will be unlimited unless specified below.   

Completion of Development Guarantee 

a) Agree to advance all funds necessary to complete lien free construction of the Project in 

accordance with plans and specifications in a good and workmanlike manner.   

b) To pay any and all development costs and operating deficits not otherwise budgeted for, 

that arise through substantial completion and three (3) consecutive months of Required 

Debt Service Coverage (1.15x), based up on income and accrued expenses acceptable to 

LP.   

c) These advances shall be interest free loans, repayable out of future cash flow or proceeds 

of sale or refinancing with the priority outlined in this letter.   

Repurchase Guarantee 

The General Partner and Guarantor shall be required to repurchase LP’s interest up on certain 

material events including failure to achieve completion by December 31, ____ (as evidenced by 

permanent certificates of occupancy and issuance of an AIA certificate of completion by the 

Project Architect, and concurrence by LP’s construction consultant), any lender rescinds its 

commitment to fund a permanent loan and such loan is not replaced with another loan with 

substantially similar terms, or failure to place in service prior to the date required by the Internal 
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Revenue Service.  The Repurchase Price shall be equal to 110% of capital contributions to the 

Partnership as of such repurchase date.   

Operating Deficit Guarantee 

Deficits will be guaranteed for three (3) years from the achievement of the later of (i) 100% 

lease-up or (ii) achievement of 3 months of Required Debt Service Coverage (1.15x); provided, 

however, that the expiration of the operating deficit funding obligation will be extended for each 

calendar year that the average Debt Service Coverage Ratio, compute for the 12 calendar month 

period, is less than 1.15x.  Release of the Operating Deficit Guarantee is contingent upon 

continued full funding of the Operating Reserve.  These advances shall be interest free loans, 

repayable out of future cash flows or proceeds of sale or refinancing with the priority outlined in 

the letter.  The Operating Deficit Guarantee shall be capped at a total of $583,000 (developer 

fee). 

Credit Deficit Guarantees 

The following credit deficit guarantees will be payable first from a reduction in any unpaid 

capital contributions, and then upon written demand by the LP and would bear interest at the 

LP’s prime rate until fully paid.  These advances shall be interest-free loans, repayable out of 

50% of future cash flow or proceeds of sale or refinancing, with the priority outlined in this 

letter.   

Adjustment at Cost Certification and upon Receipt of IRS Form 8609 – If the amount of the tax 

credits, as established by the Cost Certification and/or the form 8609, is less than originally 

projected on the financial projections, then a Credit Deficit will be payable in the amount of $.97 
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(price paid per credit) for every Federal Low Income Housing Tax Credit that is less than 

projected over the 10 year period.   

Initial Year(s) Adjuster – The Initial Year Adjustment Amount will be based upon $1.07 (price 

paid per credit plus 10% time value of money) for every Federal Low Income Housing Tax 

Credit that is less than projected in the projections.   

Recapture – In the event of a recapture or disallowance of any tax credits previously received by 

the LP, the General Partner and the Guarantor(s) shall reimburse LP for any recaptured or 

disallowed Tax Credits (at $1.00 for each dollar of recaptured or disallowed Tax Credits), plus 

any related interest or penalties, and Tax Equivalency Payment due.  Notwithstanding this, this 

provision will not apply to any changes in law or IRS regulation, or change in State tax law or 

State tax regulation.   

Annual Credit Deficiency (1st full year & beyond) – Deficiency based upon a dollar for dollar 

payment for each dollar of credit deficiency.   

Environmental Indemnification Guarantee 

The Partnership, General Partner and Guarantor, jointly and severally, shall indemnify and hold 

harmless the Limited Partner from and against all claims, actions, causes of action, damages, 

costs, liability and expense incurred or suffered based upon a violation of Environmental Laws, 

or respecting the presence of Environmental Hazards.   
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Attachment I:  Example Cash Flow Distribution Schedule 

Distribution of Cashflow – The distribution of cash flow will be in the order outlined below.   

 First, to pay the $300 per unit per year replacement reserve. 

 Second, to pay the Limited Partner an Asset Management Fee of $1,600 to be  increased 10% 

every five years. 

Third, to pay Credit Adjuster Payments and Tax Equivalency Payments then due,  together with 

interest thereon, if any.   

 Fourth, to the Limited Partner to repay any Limited Partner loans. 

 Fifth, to pay Cash Flow Guaranty Payments.  

 Sixth, to pay an additional $200 per unit per year replacement reserve. 

 Seventh, to replenish any Operating Reserve to $70,000, and to replenish the  working capital 

reserve to $45,000. 

 Eighth, to pay unpaid Development Fee and interest thereon.   

 Ninth, to the General Partner to pay a non-cumulative Partnership Administration  Fee of 

$8,320 ($260/unit), escalating 3% per year and paid solely from net cash  flow.  

 Tenth, to make cash flow payments on subordinate loans, if applicable.   

 Eleventh, to the General Partner to repay any GP loans due from guaranty  advances. 
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 Twelfth, to the General Partner, an incentive management fee equal to the greater of (i) 80% of 

remaining cash flow or (ii) 10% of gross rental income, but in no  event more than $17,000 

annually.   

Thirteenth, to fund the Working Capital Reserve until the balance of such reserve  is equal to 

$500,000 or such greater amount approved by the Limited Partner.   

Fourteenth, to fund the Replacement Reserve until the balance of such reserve is  equal to 

$500,000, or such greater amount approved by the Limited Partner.   

Fifteenth, the balance to the General Partner and the Limited Partner in  accordance with their 

interests.    
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