
Development of Investment 

Tax Credit Eligible Projects  



TAKEAWAYS   
 

(1) Mechanics of the Low -Income Housing Tax Credit (òLIHTCó or òHousing 

Credit ó) allocation process and compliance 

 

(2) Securities regulations governing the marketing and sale of equity interests  

 

(3) Understanding of typical organizational techniques that facilitate the flow 

of tax credits generated by a project to its equity investors   

 



WHAT ARE INVESTMENT TAX CREDITS?  

 

ÅInvestment Tax Credits (òITCsó) offset income tax 

 

ÅFederal Income Tax Credits you might be familiar 

with:  
o Solar Energy ITC 

o Renewable Energy Production Tax Credit  

o New Markets Tax Credit  

 

ÅPossible State Tax Credits  

 



BACKGROUND: FEDERAL SUPPORT FOR  
PRIVATE LOW-INCOME HOUSING DEVELOPMENT  
 

Å1986: Congress Passes the Tax Reform Act of 1986  

 

Å1986 to Today: The LIHTCõs Impact on Housing 

Affordability  
o ~$10 billion annual program cost  

o Over 2.4 million units created  

o For-profit developers produced approximately 78% of the LIHTC projects 

placed in service between 1987 and 2013  

 



THE LOW -INCOME HOUSING TAX CREDIT OVERVIEW  

 
Å How much incentive is available each year in Vermont? :  

o ~$3,100,000.00 each year through 2021  

 
Å Access to Credit :  

o Credit awards involve a competitive application process administered by statesõ allocating agencies 
o In Vermont the Vermont Housing Finance Agency (òVHFAó) awards credits pursuant to its Qualified Allocation Plan (òQAPó) 

 

Å Level of Incentive :  
o New Construction = 9% credit on Qualified Basis; Existing Construction/Projects funded by tax -free bonds = 4% credit on Qualifie d Basis 

 
Å 15-year Credit Period :  

o The LIHTC is a 15-year credit paid out over an accelerated period of 10 years  
 

Å Compliance :   
o Affordability restrictions on rental rates must remain in place according to federal minimum, or state guidelines  

Å Federal minimum = 30 years; some states longer; Vermont permanent  
o Program non -compliance can result in credit recapture  

 
Å What is the Opportunity for Investors and Developers ? 

o Developer Fee / Pass -Through Credits  
 
 

 
 
 

 
 

 



DETERMINING THE INCENTIVE AMOUNT   
 

Å On new construction, the LIHTC provides a 9% credit on the projectõs òQualified 
Basis.ó  

 

Å Formula for determining the òQualified Basisó in your investment = 
 

o Eligible Basis  

Å Depreciable assets as a starting point  

Å Depreciable assets do not include land acquisition costs and expenses  

o x Basis Boost? 

o x Applicable Fraction  

o = Qualified Basis  

 

Å Formula for determining your level of incentive  = 
 

Å Qualified Basis  

Å x Tax Credit (either 4% or 9%)  

Å = The LIHTC Credit 

 

 



DETERMINING THE INCENTIVE AMOUNT  

ÅFormula for determining the òQualified Basisó in your 
investment  = 

o Eligible Basis 

o x Basis Boost? 

ÅSome projects qualify for a òBasis Boostó allowing up to a 130% increase in 
Eligible Basis  

Å x Applicable Fraction  

Å = Qualified Basis  

 

Å Formula for determining your level of incentive  = 
o Qualified Basis  

o x Tax Credit (either 4% or 9%)  

o = The LIHTC Credit 

 

 



DETERMINING THE INCENTIVE AMOUNT  

ÅFormula for determining the òQualified Basisó in your 
investment  = 

o Eligible Basis 

o x Basis Boost 

o x Applicable Fraction  

Å Floorspace fraction  

ÅUnit Fraction  

o = Qualified Basis  

 

Å Formula for determining your level of incentive  = 
o Qualified Basis  

o x Tax Credit (either 4% or 9%)  

o = The LIHTC Credit 

 

 



DETERMINING THE INCENTIVE AMOUNT  

Å Example: Project cost (includes building & land) = 
$1,200,000.00 

 

ÅFormula for determining the òQualified Basisó in your 
investment  = 

o Eligible Basis = $1,000,000 (cost of land = $200k)  

o x Basis Boost = 100% (none)  

o x Applicable Fraction = 1 (all units rent restricted)  

Å Floorspace Fraction = each unit is the same size  

ÅUnit Fraction = 4/4 (all units are affordable)  

o = Qualified Basis =$1,000,000  

 

 

 



DETERMINING THE INCENTIVE AMOUNT  

 
Å Formula for determining the òQualified Basisó in your investment = 

o Eligible Basis 

o x Basis Boost 

o x Applicable Fraction  

o = Qualified Basis ($1,000,000 from our example)  

 

Å Formula for determining your level of incentive  = 

o Qualified Basis  

o x Tax Credit (new construction = 9%)  

o = The LIHTC Credit 

 

 



DETERMINING THE INCENTIVE AMOUNT  

 
Å Formula for determining the òQualified Basisó in your investment = 

o Eligible Basis 

o x Basis Boost 

o x Applicable Fraction  

o = Qualified Basis  

 

Å Formula for determining your level of incentive  = 

o Qualified Basis  

o x Tax Credit  

Å The 9% Credit: 70% subsidy on new construction and renovations to low -income property  

Å The 4% Credit: 30% subsidy on already -constructed buildings, placed in service for purposes 

of providing low -income units  

o = The LIHTC credit 

 

 



DETERMINING THE INCENTIVE AMOUNT  
Å Example: Project cost (includes building & land) = $1,200,000.00  

 

Å Formula for determining the òQualified Basisó in your investment = 

o Eligible Basis 1,000,000 

o x Basis Boost = 100% 

o x Applicable Fraction = 100%  

Å Floorspace Fraction = each unit is the same size  

Å Unit Fraction = 4/4 (all units are affordable)  

o = Qualified Basis = $1,000,000  

 

Å Formula for determining your level of incentive  = 

o Qualified Basis = $1,000,000  

o x tax credit  

Å 9% = new construction and renovations to low -income property  

o The LIHTC credit = $90,000 

o Total low -income tax credit paid over 10 years = $900,000  

 

 
 

 
 

 



ENTITY STRUCTURING 

 

Å Limited Liability Companies / Partnerships enable pass -through of tax credits to entitiesõ owners 

 

Å The entitiesõ owners may claim LIHTC and depreciation 

 

Å The Limited Liability Company Agreement or Partnership Agreement will dictate key terms governing the 

arrangement  



ENTITY STRUCTURING 

Investor = Member of LLC / 
Limited Partner of Partnership  

LLC or Partnership  

Develope r = 
Managing Member of 
LLC / General Partner 

of Partnership 

Tax Credit Allocating 
Agency 

Lenders = 
Construction or 

permanent financing  

Ex.) $1,000,000 Qualified 
Basis; 9% eligible tax credit; 

$90,000 annual credit 
allocation 



ENTITY STRUCTURING 

Å Key Entity Governance document provisions  
 

o Sale of LLC membership or partnership interests  

 

o Language allocating the tax credit benefits amongst members or LPs  

 

o Developer guaranty of completion of project and/or delivery of tax credits  

 

o Fee schedule for developers and any other active parties to the project  

 

o Capital Call requirements  

 

o Oversight rights of investors or entity acting on behalf of investors  

 



SECURITIES REGULATIONS GOVERNING THE  
MARKETING AND SALE OF EQUITY INTERESTS  

ÅAllocating Agency provides developer a 
commitment to a future tax credit allocation  

 

ÅDeveloper òsellsó equity in its project entity in 
exchange for future tax credits generated by the 
project  

 

ÅSale of equity interests in entity governed by federal 
securities laws  

 

 

 

 


