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Year 15 
Planning 

Begins 
on Day 

One

• Establish the economics of your deal and structure it so that the capital account and residual 
value projections at Year 15 are favorable to the Housing Authority.  If needed change some of 
the economics to better the outcome for the Housing Authority (e.g. higher or lower loan 
interest rates or payments on sponsor or soft loans or ground lease terms, limited or no 
distributions to investor, etc.).

• Capital account is the value of the investor’s equity investment made in the 
partnership.  Deductions are made when the investor receives taxable losses, federal 
low-income credits or cash distributions during the 15-Year Initial Compliance 
Period.  Ideally you work to keep the capital account positive through Year 15 or an 
early exit.  If it goes negative, a Housing Authority could be responsible for paying 
exit taxes.

• Residual value is a projection of the hypothetical sale value of the project at some 
point in the future, usually the due date of the debt.  Investors typically want to 
know if it reasonable to assume that the debt can be paid off when it comes due.  
Ideally, the Housing Authority wants to control sufficient debt so that it can       
always achieve a debt + $1 outcome.
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Capital Account Analysis

Potential exit tax 
liability at Year 
15

Capital account 
goes negative in 
Year 13.  Early 
exit?

Residual Value Analysis
Do we have enough debt at various 
cap rates to support $1 above debt 
purchase?  Yes we do.
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• In your offer to investors and lenders, a Housing Authority should clearly and specifically 
express its goals for Year 15 outcomes.  Language used by Cambridge on previous 
solicitations include:

• No, or very limited, cost upon repurchase.  “PHA would like the structure to be 
designed so that the exit taxes and other costs for PHA or one of its affiliates to 
repurchase the property at the end of the LIHTC compliance period (or to purchase 
the Selected Investor’s membership interest either at the end of the LIHTC credit 
period or during the compliance period) is zero or minimal. Specifically, it is PHA’s 
strong preference for an exit strategy that includes all of the following: a FMV 
option with no add-on for exit taxes, a Right of First Refusal (ROFR) at the minimum 
price permitted under Section 42, and an option to acquire the Investor’s 
membership interest at FMV with the appropriate discounts for lack of control and 
lack of liquidity. It is the PHA’s strong preference that the transaction be structured 
so that the exit strategy of a FMV option with no add-on for exit taxes yields a 
purchase price equivalent to assumption of all existing debt at the end of the 
LIHTC compliance period. “

• Avoiding Bad Partners. “To ensure a seamless implementation of the exit strategy, 
it is PHA’s strong preference that the operating agreement of the Tax Credit LLC 
prohibit transfers of member interests (other than to an affiliate of the Selected 
Investor) without the Managing Member’s prior written consent, to be granted       
or withheld in its sole discretion.  Such a consent right will allow PHA to              
avoid transfer of the Selected Investor’s membership interest to a  party                
who might not be  amenable to a cooperative execution of the exit                
strategy.”

Year 15 
Planning 
Is at Play 

When 
Selecting
Partners

• Other strategies that can help with Year 15 outcomes beneficial to a Housing Authority  
include:

• Housing Authority Debt and/or Accrual of Ground Lease or Other Payments to 
the Housing Authority.   Housing Authority debt is something that is controlled by 
the Housing Authority an ensures a strong role or potentially controlling role in 
Year 15 negotiations.

• Adding Operating Expenses Above the Line.  Seek a provision to allow for above-
the-line funding of certain expenses when the Property reaches a specific 
benchmark (e.g. debt service coverage ratio at 1:20).  When the benchmark is 
met, then certain expenses are added like ground lease payment, resident 
services, extraordinary maintenance can be moved above the line.  Adding 
operating expenses this way also can have a positive impact on the Year 15 
appraisal of the property.

• Negotiating for the Release of the Operating Reserve.  CHA always seeks a 
provision which would establish that all reserves as the property of the LLC and 
not partnership and include a release of substantially all of the operating reserves 
in the later years of the tax credit compliance period to fund extraordinary 
maintenance and/or tenant services.  You do not want the value of the operating 
reserves to come into play at Year 15 or be something the investor seeks to             
benefit from.

Other 
Early 

Strategies 
to Help 
Year 15 

Outcomes



5/9/2023

4

Protections 
for CHA 
and its 

Residents 
within 

Ownership 
Structure

• CHA  uses various tools to protect the long-term interest of Housing and its Residents with 
the LIHTC Ownership Structure:

• Long-Term Control of the Land.  CHA keeps its long-term interest in the property 
by leasing the ground and property to the new LIHTC ownership entities but 
retaining the underlying ownership interest.  Within the leasing documents are 
provisions that specify CHA rights.

• Operating Agreement.   The operating agreement specifies that the CHA through 
one of its non-profits will be responsible for the day-to-day operation of the tax 
credit LLC.  The operating agreement also specifies CHA will be the management 
agent for the property.  CHA seeks to limit its removal in either role only if CHA’s 
performance constitutes bad faith, willful misconduct, gross negligence or breach 
of fiduciary duty.

• Right of First Refusal and Purchase Option Agreement.  This agreement is 
executed at the financial closing and provides a first refusal/purchase option for 
the property to be purchased by CHA or one of its affiliated non-profit at the end 
of the LIHTC compliance period.

• Housing Authority Mortgages.  CHA typically provides financial support to the 
project which is done in the form of mortgages.  Any purchaser other than the 
CHA would need to pay-off  or assume these mortgages to purchase the property 
interest.

• Affordability Restrictions.   CHA ground lease and mortgages include          
provisions that the property be operating in accordance with certain  
requirements and continue to serve low-income individuals and                    
families.

• Section 42 makes certain options available to repurchase.  Not every option is available in 
every transaction so you need to make sure what is included in your transaction.

• Understand the differences between your options.  Some of the typical ones are:

 Right of First Refusal (ROFR) – This is often the ability to purchase the physical 
building at a formula price (debt + exit tax).  Good terms are:  extended period to 
perform, definition that offer from third party is a bona fide offer, reference to 
affordability and occupancy restrictions impacting value

 Option to Purchase – This is often the ability to purchase the physical building at a 
market price.  Good terms are:   potential for early exit, clear process for 
determining fair market value, reference to affordability and occupancy restrictions 
impacting value

 Option for Assignment of Partnership Interests – This is the ability to accept the 
investor’s limited partners’ interest in the partnership.  (Do not forget about a 
special limited partner if there is one in your deal).  This can be the easiest,          
less expensive way to repurchase the property.

Year 15 
Know Your 

Repurchase 
Options
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• Once you close:

• Gather deal documents, make sure they are digitized, and locate them in an 
accessible location for legal, fiscal, asset management and property 
management.  Everyone needs to reference back to original documents from time 
to time.

• Prepare a deal summary and deal book for distribution within the Housing 
Authority to the key stakeholds.  Provide a summary to the agency describing the 
key elements of the transaction, the anticipated outcomes and the supporting 
documents associated with outcomes.  

• Review the deal annually.  Is it preforming as expected?  Is cash flows higher or 
lower?  What is happening to the capital account?  Have there been any legislative 
actions that impact deal performance?  (Example – 2017 Trump Tax Cuts and Jobs 
Acts changed depreciation and lower the tax rate which impacted already closed 
deals!)

• Year 15 involves the entire team – Legal, fiscal, property management, asset 
management.

• Year 15 needs to be actively managed!  Deals are always performing better or 
worse than their closing   projections.  The sooner a problem is identified, the 
more options you have to address or fix, or to execute an early exit if        
beneficial.

• Make sure you give yourself enough time to execute.

Year 15 
Analysis Is 

a Yearly 
Exercise

• Several years before you anticipate taking action, review how the building has been 
performing financially.  Are there issues or concerns that need to be considered as you work 
towards the most beneficial outcome for the Housing Authority.  Information to consider 
include:

 What’s the status of the investor’s capital account?

 Who owns or gets the operating, replacement, and/or other reserves?

 Have cash distributions been occurring or has there been a build up of  cash at a 
property?  

 Is there a way to spend down cash or reserves?  Do you need to?

 What’s the physical conditions of the building – how much work is needed in the 
short to medium term (which could affect the value of the building)

 What is the value of the building, both market, per your documents and as 
encumbered?  And what is the value of the partnership?

 Review and assess what are your purchase options and rights given performance of 
the investment?

 How do you exercise your rights?  You need to understand the steps to execute 

 What consents are needed and what is the timing needed to get the consents?

 When should you reach out to start discussions?

Year 15 (or 
10 if Early Exit) 
Is Coming –
Time to Get 

Strategic
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 Be sure to identify the receiving entity, one that will be best suited to hold the 
interest or ownership.   Make sure the receiving entity is a good fit and does not 
cause issues with other deals or future deals.

 Be sure to do projections on tax basis, not GAAP

 If there is any unpaid developer fee, there could be basis issues.  Look to resolve in 
advance.

 Income tax – The General Partner or Managing Member entity can be a taxable 
entity.  Make sure you know.

 Unrelated business taxable income (UBTI) – some transactions can be taxable event 
to a non-profit.  Be sure to seek advance.

 Getting the consents is time consuming and will likely involve legal review and 
assistance.  Plan accordingly.

 After the transfer, it may be beneficial to terminate the partnership.  

Year 15 
Additional 
Considera-

tions

Questions?

Contact:

Susan Cohen, General Counsel
scohen@cambridge-housing.org (617) 520-6241

Margaret Donnelly Moran, Deputy Executive Director of Development
mmoran@cambridge-housing.org (617) 520-6251

Cambridge Housing Authority  362 Cambridge Street
Cambridge, MA 02139


