
8/23/2016

1

Advanced Financial Modeling Concepts for Multifamily LIHTC Projects

Tuesday August 23, 2016

Tax & Accounting Essentials for Developers, Syndicators 
& Investors

2

Vinnie Viola
Principal and Founder

Birch Island Real Estate Consulting, LLC
vinnie@birchislandrec.com

Nancy Morton
CPA, Member

Dauby, O'Connor & Zaleski, LLC
nmorton@doz.net



8/23/2016

2

3

• Training materials

• Go to Webinar question panel

• Six Attendee Polls

• We welcome your feedback and follow-
up questions

• CPE certificate
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• Relationship of underwriting model to the Life Cycle of LIHTC Project

• Identifying the key exhibits in a financial model and how they relate 

to project Life Cycle

• Understand how changes in key assumptions affect the tax benefits 

and overall economic strength of the project

• Realize the importance of cash flow analysis and the waterfall 

provisions in the underwriting process

• How the combining of different federal and state credits can 

enhance the economics of a project

• Understand the importance of estimating first year credits and how 

that can effect the IRR of a project
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6

Planning

Exit 
Strategies

Operations Development
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Using the financial 

underwriting model as a tool 

throughout the entire life 

cycle of the Section 42 project 

allows the ability to predict 

and emphasize potential 

pitfalls and opportunities

• One building

• 100 units

• $12,448,000 total development costs

• $10,274,470 eligible costs

• 9% credits- $751,773

• Federal Historic Tax Credits - $524,030

• Equity amount - $7,612,713

• Conventional financing
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• Timing of equity contributions

• Deferred developer fee issues

• Tenant certification

• Use of other credits and how they 

affect basis

• Capitalization of project

• Use of Reserves

• Rent Compression
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PlanningExit 
Strategies

Operations Development

• Type of Construction

• Combining Credits

• QAP requirements

• Related party

• General market       

influences

• Potential investors
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• Timing of capital contributions

• Potential for other credits and 

effect on LIHTC basis

PlanningExit 
Strategies

Operations Development
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IRR baseline – 6.38%
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IRR baseline – 6.38%

Adjusted IRR – 6.61% 

Approx. 3.6% increase
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IRR baseline – 6.38%

Adjusted IRR – 6.87% 

Approx. 7.7% increase
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Additional equity: $471,627 assuming that we have excess basis
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In this example, it takes over 6 years in order to pay off the deferred developer fee
when there is $219,834 of deferred fees

18

Based upon the current revenue and expenses, it takes over 6 years to pay off deferred developer fee.
If utilities increased by $5,000 per year and the rents were limited to 90% of maximum LIHTC rents,
the deferred developer fee would not be paid off until year 10.
Care needs to be taken to make sure that the revenue and expense projections are realistic.
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Exit 
Strategies

Operations

Planning

Development

• Type of financing

• Section 42 reporting

• Projections

• Yield and credit pricing

• Partnership agreement

• Tenant Certification
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Planning

Exit 
Strategies

Operations Development

• Calculation of basis

• Rent assumptions

• Debt service coverage ratio

• Positive cash flow

• First year credit calculation
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Exit 
Strategies Planning

Operations Development

• Eligible versus non-eligible costs

• Construction interest

• Section 266 election

• Imputed interest
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• Conventional

• Tax exempt financing

• Soft debt

• Seller financing

Planning

Exit 
Strategies

Operations Development
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• Benefit of certifying tenants at time 

of acquisition

• How does that affect the first year 

credit calculation

• Rents based upon % of area 

median income

• Stress test based upon maximum 

LIHTC rents

Exit 
Strategies Planning

Operations Development
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Exit 
Strategies Planning

Operations Development

• Rents based upon % of area median 

income

• Stress test based upon maximum 

LIHTC rents

• Expense projections

• Accurate expense projections are 

crucial in the modeling process

• Income and expense projections also 

affect the DSCR
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• Funding of operating deficits

• Monitoring economics of project

• Reserve funding and use of reserves

• Capitalization and methods of      

depreciation

• Cash flow waterfall/stacking of fees

• Comparison of projections to actual

• Payment of soft debt

• Tracking capital accounts

Exit 
Strategies Planning

DevelopmentOperations
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Exit 
Strategies Planning

Operations Development

• Different methods of capitalization

• Initial capitalization of the project.

• Will project use ADS or MACRS

method of depreciation?

• Will reserves be capitalized or 

expensed?

• How often will reserve withdrawals be 

used to fund repairs?

34

Baseline IRR - 6.47%
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Baseline IRR – 6.47%

Adjusted IRR – 6.80%

Approx. 5.1% increase

• Cost Segregation Studies

• Analysis of Construction Contract and 

Cost Certification

36

Baseline IRR – 6.47%

Adjusted IRR – 6.05%

Approx. 6.5% decrease

• 168(h) importance

• Monitoring long-term capital accounts
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• Qualified Contract

• Right of first refusal

• Sale of LP interest

• Sale of property

• Subject to tax issues

Planning

DevelopmentOperations

Exit 
Strategies
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• 704(b)

• Deferred developer fee

• Forgiveness of debt

Planning

DevelopmentOperations

Exit 
Strategies
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• A partner’s income, loss, deductions, credits & other items are determined in 
accordance with the partnership agreement or other special allocation.

• Allocations must be consistent with the economic business deal of the partners.

42
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• Under IRC 42(h)(6)(F), an LIHTC project could become a 

market-rate project upon the owners’ written request 

and within one-year period beginning on the date after 

the 14th year of the compliance period if the housing 

credit agency is unable to find a qualified contract for 

the acquisition of the low-income portion of the 

building.

• The qualified contract price for the low-income 

portion of the building may not be less than the 

applicable fraction of the sum of the outstanding 

indebtedness secured by the building, the adjusted 

investor equity in the building, and other capital 

contributions not already reflected, reduced by cash 

distributions from the project.

• It is important to verify within the partnership 

documents to determine if more stringent requirements 

are provided in any agreement or in the laws of the 

state where the project is located.
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• Determining value (FMV)

Cap rate

Broker opinion of value

Appraisal

• Restricted reserves

• Forced sale provisions

Better negotiation position for investor   

• Transfer taxes

Planning

DevelopmentOperations

Exit 
Strategies
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Planning

DevelopmentOperations

Exit 
Strategies

• Selling at highest market value

• Forgiveness of debt

Mortgage

Soft debt

Deferred developer fee

• Nonresident withholding

• Transfer taxes

#6
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• Security of the model

• Using the model to analyze 

actual versus projection

• Importance of a good market 

study

Exit 
Strategies Planning

Operations Development
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• Relationship of underwriting model to the Life Cycle of LIHTC Project

• Identifying the key exhibits in the model and how they relate to the 

Life Cycle

• Understand how changes in the key assumptions affect the tax 

benefits and overall economic strength of the project

• Realize the importance of cash flow analysis and the waterfall 

provisions in the underwriting process

• How the combining of different federal and state credits can enhance 

the economics of a project

• Understand the importance of estimating first year credits and how 

that can effect the IRR of a project
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Vinnie Viola, MPA, HCCP, is Principal and Founder of Birch Island Real Estate Consulting, LLC. Building on 25 years of broad affordable housing

experience, Vinnie's company provides consulting and training services to developers, investors and operators of multifamily housing financed

with LIHTC equity. As team leader and senior asset manager with a combined ten years at Boston Financial and Boston Capital, Vinnie

participated in hundreds of investment committee discussions on proposed tax credit investments for single- and multi-investor tax credit funds.

Through these experiences, Vinnie has an intuitive understanding of the tax credit financial investment model, assumptions that drive investor

benefit projections and options to mitigate real and perceived operating and tax credit compliance risks.

Vinnie earned a BA from University of Massachusetts at Boston and a Master of Public Affairs from University of Texas-Dallas. He currently serves

on NAHB's Housing Credit Certified Professional Board of Governors and chairs the board's Professional Development subcommittee.

Nancy Morton, CPA − Tax Member Nancy has been in the practice of public accounting for over 28 years, having worked with the

international accounting firms of Arthur Andersen and Deloitte & Touche prior to joining Dauby O'Connor & Zaleski, LLC in December of 2001.

Nancy is a CPA and a Chartered Global Management Accountant. Nancy specializes in the real estate industry, with a particular focus in

partnership and not-for-profit tax compliance matters. Nancy is responsible for the annual preparation and review of hundreds of partnership

and not-for-profit tax returns related to multifamily housing communities, as well as funds that invest in those entities.

Nancy has substantial experience with properties financed in part with LIHTC pursuant to IRC Section 42. In addition to the annual tax compliance

work on LIHTC properties, Nancy is also involved with the 10% cost certifications required for carryover allocations, final cost certifications

required for issuance of form(s) 8609, and arbitrage rebate calculations required for tax-exempt bond financed transactions. Nancy also serves on

the technical review committee for a LIHTC syndicator to review the structure and identify regulatory issues applicable to new transactions in

which the fund intends to invest.

Nancy is also the partner in charge of the real estate consulting practice for Dauby O'Connor & Zaleski, LLC. In her capacity, she is responsible for

spearheading projects regarding sponsor reviews, disposition analysis, due diligence reports and consulting on creating an equity model to

analyze the investment of a LIHTC property throughout its economic life.
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