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This example is based on a
property in Seattle, Wash.
Assume total project costs are
$33 million and will finance
100 residential rental units.

According to Internal Revenue
Code (IRC) Section
42(h)(4)(B), if 50% or more of
land and building costs are
financed by tax-exempt
private activity bonds from a
state’s annual volume cap,
that building can use all of its
qualifying costs to generate
low-income housing tax
credits (LIHTCs).

A bond allocation of $18
million from Washington’s
$846 million 2021 private
activity bond volume cap will
easily finance land and
building costs of a project in
which total costs are $33
million.




Example Based on a Seattle Property As of 2021, the rate by which

a building’s qualified basis
can be multiplied is 4%.
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Common practice is for only a
small amount of tax credit equity
to be paid at the beginning of
development. Our example is an
acquisition/rehabilitation project
in which acquisition costs are
slightly greater than $15 million.

Only 10% of total equity is paid
at closing. Another 10% is paid
at 50% completion. Another 10%
is paid at 1200% completion. The
remaining 70% is paid at
conversion.

Of the total $18 million in bond
proceeds, only half are long term
bonds. The remaining $9 million
are in the form of short-term
bonds secured by the full $11
million in equity to be paid later.

Due to the availability of other
soft financing sources (explained
later) totaling $13 million, only
$9 million in long-term bonds
remain at conversion.




If “financed by” threshold is lowered to 25%... In states with more soft
financing sources available,
lowering the “financed by”
threshold from 50% to 25%
could free up the $9 million—
that was used in our example as
- short term bonds to be retired at
_”" conversion—to be used to

P finance other affordable housing
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If “financed by” threshold is lowered to 25%...
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With a 25% “financed by”
threshold, the financing sources
as of conversion remain the
same: $9 million in bond debt,
$11 million in tax credit equity,
and $13 million in other soft
sources. However, as stated
previously, $9 million in bond
volume cap is freed for other
units.

The absence of the $9 million
requires the tax credit investors
to contribute more equity earlier
in the process or find other
funding to bridge any financing
gap between closing and
conversion. Doing so is easier in
times with low interest rates,
when borrowing is less
expensive.




If “financed by" threshold is lowered to 25%... Soft financing options are
. outlined here and explained in
i further detail in the attached
Soft Financing Options document.
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