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Stewards for Affordable Housing for the Future (SAHF) seeks to advance
the creation and preservation of healthy, sustainable, affordable rental
homes that foster equity, opportunity, and wellness for people of limited
economic resources. The Low Income Housing Tax Credit (Housing Credit)
has been a powerful tool for creating affordable homes, but the end of the
Investor compliance period (Year 15) can be a critical point for ensuring
that homes remains affordable for the long term and in the hands of the
housing providers committed to the residents and the community. What
follows are best practices and considerations from the field, informed

by asset manager input, that are long-term focused and for properties
approaching YR15.

Based on dialogue with asset managers of five large successful nonprofits,
who managed more than 250 properties moving through an investor
exist at year 15, it's clear that managing properties with year 15 in mind
and advance planning is critical. Seasoned practitioners report that every
property is different and that every transaction requires negotiation
beyond what is in the partnership documents. But with preparation, long
term preservation can go smoothly and support affordability for current
and future residents of the property, financial and operational health of
the housing provider.

Planning for long term preservation begins when a transaction is structured
and continues through the life of the Housing Credit investment and
beyond. As part of SAHF's commitment to preserving affordable homes
financed with the Housing Credit, this guide seeks to provide best
practices, pose questions for consideration, and provide lessons from
the field on Year 15 planning and preservation.
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PREPARING
FOR SUCCESS

KNOW YOUR GUIDING PRINCIPLES

Every community, housing provider and stakeholder
will have its own priorities for individual properties. It's
important to understand those specific motivations,
but also to be grounded in guiding principles. Three
common themes emerge from discussions with
mission-driven asset managers:

Ensure that residents have affordable homes
and access to the services they need

Retain control of the property as long as it
makes sense of the portfolio and the mission
Limit transaction costs that don’t advance the
mission (exit taxes, etc.)

KNOW YOUR PARTNERS

The Housing Credit program’s original design was

to encourage investor partners to supply necessary
capital, impose operating discipline and receive

a reasonable return. While the Investor joins the
ownership entity as a Limited Partner to facilitate these
features, the intention was that control of the property
would return to the General Partner after the investor
has received all the projected tax benefits by year

15. Lenders, such as State Housing Finance Agencies
(HFAs) and local jurisdictions, often provide soft debt
from grant resources to fill gaps and help maximize
credits. Originally many of these resources were not
expected to be repaid if the property continued to
serve its mission and remained affordable.

Each party in a transaction has different motivations
and has likely faced different stressors since the
transaction was first structured, but mission-driven
housing providers acknowledge that it is important
to center residents in decision making and
acknowledge that preservation is an equity issues
for our communities. Residents and communities of
Housing Credit properties typically have low incomes
and are disproportionately female and from BIPOC
communities. Residents have often faced systemic
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barriers to a quality, affordable home. A resident
centered approach will seek to ensure that quality
affordable homes are preserved and that residents
have a voice in the future of their communities.

e Mission-oriented owners (aka General
Partner, GPs)

Motivations: Retain ownership of property;
provide quality homes and services for residents;
pursue long term recapitalization/rehabilitation

Challenges/Shifts: Rapidly escalating costs, revenue
losses from collection challenges and increasing need
for resident services; pressure, controls and expensive
compliance from investors, soft debt holders and
regulators; unexpected challenges

¢ Investors

Goals: Secure projected return on investment;
protection of tax credits; preservation of property;
payment of asset management fees; ongoing
relationship with developers to access new deals

Shifts/Challenges: Investors who planned their
return solely on the tax credits, may look to

gain from the growth of value and cash flow or
from fees; potential for other fees (beyond asset
management); some predatory investors who
litigate Right of First Refusal (ROFR) terms, try to
cash in on high performing properties in strong
markets and/or try to tap into existing reserves

 Soft debt holders, HFAs and local authorities
Goals: Maintain stock of affordable housing; revenue

Shifts/Challenges: The financial impacts of COVID
and economic disruption may mean these groups
are looking for sources of cash to continue their
work; some HFAs, as guardians of long-term
affordability, are considering adding compliance
requirements before approving exits and are
tightening their underwriting; others are layering
on additional green and health requirements.
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ESTABLISH PRACTICES THAT
SUPPORT PRESERVATION

Y15 planning starts with the capital account and
performance trends. This focus on managing capital
accounts should start no later than YR7 in order to
have time to execute strategies. Capital accounts
that fall out of balance can impact the investors
return and tax liability and complicate dispositions.

CAPITAL STRUCTURE: REVIEWING
CAPITAL ACCOUNTS, PROPERTY
VALUATION

An asset manager or the auditor should reproject
the capital accounts of all properties every year.
Annual valuations should be conducted using a
cap rate. Mistakes in the first couple of years of
reporting on a deal can create long term problems
for capital accounts.

Asset managers should annually check the following
for accuracy:

Presentation of soft debt interest
Depreciation election — especially on 4% deals
Recourse vs non-recourse debt

Large variance of Net Operating Income (NOI)
from proforma.

Impact of increased rent requests on early
payment of soft debt, reducing Investor
benefits.

OPERATING PERFORMANCE AND
ALLOCATION OF LOSSES

Compare the property’s NOI to the proforma to
identify the potential YR15 problems. If the property
is significantly under-or overperforming, it may
impact the investors return and eventually the exit
strategy. You should manage a trajectory to bring
capital account to near zero. This is especially
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important if you plan to exercise the right of first
refusal (ROFR). By starting this process early, you
can identify trends and impact change. If you start
looking when you go negative, it is too late.

A detailed assessment of property needs and risk
is also helpful. For example, look at at expenses
that could be capitalized or grouped as a capital
expense and impact investor capital accounts. This
may help manage capital accounts and address
property needs.

For a capital account projected to go negative, a
special allocation of losses from the LP to the GP
can help:

Early on, it is possible to negotiate small changes
of expense allocation before the numbers begin to
escalate. For example, you might be able to carve
out interest on a specific loan to allocate to the GP
capital account to slow down losses

After Year 10, when the tax credits are completely
used, look to allocate expense categories to the GP
to either give a modest gain to LP or reduce losses.

Slow losses with an AHP loan. Because they

have 0% interest and a 15-year retention period,
banks have sometimes been willing to forgive
these loans. Other soft debt is more difficult to
renegotiate and any changes may require further
affordability period.

Another strategy where a capital account is
projected to go negative is to approach the investor
about an early exit. It may be cheaper to negotiate
an early exit and its impact than pay exit taxes.



ESTABLISH YOUR GOALS
FOR PRESERVATION

Organizations should think holistically about linking
asset management to environmental stability,
regional business trends, refinances and disposition.
The asset manager is the owner's hub connecting
development, accounting and taxes, capital
management and operations and resident services.
So, portfolio planning and YR15 management

must also connect these areas. Within that linked
framework, owners can assess properties for:

The property's needs for long-term and
sustainable affordability

Fit into the organization’s portfolio and mission
Fit into the organizational capital plan, and

Geographic cohesion to frame their options in a
disposition
When a cross-departmental team is identified, the
owners should create a system to share information,
value, and risk of each property in the portfolio to
determine the strategy to be implemented. The
analysis should address the following questions:

How is each property performing and trending?

Occupancy, operating costs, physical
condition, reserve levels, crime, insurance
expense and climate risks

How is the local market doing?
Could this asset be served by another owner:

To allow you to invest in housing that could
operate more efficiently in your programs and
geography?

To better serve residents?

What is the impact of these operating issues:
energy investment to reduce energy consumption
and improve housing quality; climate related
physical risk and potential pressures to raise rents?
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Mercy Housing, for deals three years
from YR15, conducts a collaborative
review to determine which assets require
operational interventions, as well as
refinances or disposition and reconcile
disagreements between management
and ownership staff. Asset management,
development, property management,
resident services and executive leadership
are engaged. The asset manager is the
owner's representative responsible for
thinking about the value of that property
to the organization. They connect
development, accounting and taxes,
capital management and operations

and resident services. Property reserves,
refinancing and other corporate sources
are reviewed to address the anticipated
short-term needs of the property.

When assessing a portfolio, it may be helpful to
categorize properties into four buckets using the
results of the analysis:

High value that are gaining value through
operations and/or location

Operating largely as expected with capital
account projecting to near zero

Losing money, negative capital accounts but
could be turned around

Workouts



Risk Mitigation in Negotiating Exits and
Preservation

The impact of exit values and Right of First Refusals
(ROFRs) litigation has had conflicting effects on
negotiations. It has put much more pressure on
documentation and has greatly lengthened the
disposition/exit process timeline.

However, it can encourage negotiation to save on
huge legal bills and avoid risk of loss.

Once properties have been assessed, those
properties with significant market value, significant
reserves or where the investor is a known 'bad
actor’ should be flagged and their partnership
agreements reviewed by outside counsel.

Asset managers agree that just because there is
a material cost for a disposition does not mean
it's not worthwhile. During negotiations, think
logically and consider the overall picture for your
organization. You may spend $200,000 for a
property, but if it is worth several million and is
reported on your balance sheet that strengthens
the organization. Focus on the exit before
moving towards a sale as this could complicate
negotiations.

New Deals/ Planning for the Future

Share your ROFR and Fair Market Value
(FMV) terms in your Letter of Intent (LOI).
While this may extend the time it takes to
negotiate your LO] it is better done here
when both sides are attempting to make a
deal than at exit. Before signing up with an
investor, know the template of ROFR they
use. Do not negotiate this at closing. Avoid
ROFR language that could imply the need
for investor consent to exercise the ROFR
or require bona fide third party offers.With
this information preservation strategies
can be developed for individual properties
centering goals of residents, affordability
and portfolio health.
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NEGOTIATING
THE DEAL

Once goals for the property have been established

it is important to try to set and share realistic
expectations for timing and outcomes across all
parties. That may require some additional negotiation.

INVESTOR

What does the investor want and how much room is
there for negotiation? Friendly nonprofit syndicators
in multi-investor funds may be easiest to negotiate
with as they may not have provided in their fund
documents return of excess capital to investors.
Direct or single investor deals and those with investors
not doing new deals can be more difficult to navigate
as they review exits much more carefully. Regardless,
the performance of the property compared to closing
projections is the most important influence on
negotiations. If the Investor has received significantly
less than the projected return, they are much less
likely to negotiate. Another key factor is the strength
of the fund the deal is in is, but this is the least
transparent to the GP.

Conversations with investors and syndicators can
provide useful tips and shed light on the investor’s
current goals and needs and the strength of the
particular fund.

Who are you working with? Is it the syndicator
asset manager, or has the deal gone over to
disposition staff? On your side, you may not be
the sole holder of relationships and may need
your development, or capital market or chief
investment folks to get involved.

Be forthright and upfront with your partners.
You may need available resources for next the
renovation and should be very particular about
partners in future deals.
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What do you want to share with the investor?

Do you have deals in the pipeline?

How do you view them as a partner? Have
they been difficult and demanding or
reasonable and helpful? Many owners are
now barring certain investors from future
deals. Syndicators often resist this since

it deprives them of critical flexibility in
structuring funds.

You may not want to share plans to sell
the property after exit as it could muddy
discussions

Is the investor also the lender? In one case, the
investor agreed to waive $300K in exit taxes, so
long as the loan was paid.

MAKING THE CASE FOR YOUR
DISPOSITION/EXIT

Understand your investors’ motivations to

help advance the transactions. Capital Needs
Assessments and market studies can be used

to demonstrate the property’s needs over time
and what an owner will have to invest. Different
types of CNAs may be helpful in presenting the
property’s needs in the most useful light, such as
front loading or spreading needs out over longer
periods. You can further help the investor gain
approval of the transaction by equipping them
with information on what your organization has
invested in a deal; about your nonprofit mission of
long-term affordability; that the investor received
their projected return through the tax credits and
tax benefits; and that properties are still feeling the
impact of COVID on rent payments and lease ups.



BUDGETING
AND STAFFING

Creating the right team and communication plan and legal fees. Large groups like those interviewed,
for disposition is a challenge. One asset manager have sophisticated developers, capital market

said, “"When coping with portfolio management, experts, in-house counsel, and financial and tax
dispositions and workouts, there is a capacity expertise. An organization lacking those staff will pay
issue in the industry. We may be staffed for for outside expertise or risk going into negotiations
dispositions, but not workouts. And if you are doing less prepared. Costs should be included in the
dysfunctional deals, you won't have the capacity organizational budget based on specific properties
to do the workouts.” Finding the right balance expected to have investor exits in a given year. Third
between workouts, re-fi's, dispositions and exits party costs to consider include:

varies with the talents in each organization. The
overarching issue is the balance between strategy
and systems. Each interviewee said they had a key

partner/lead in the organization that made it work — Accounting firms- typically not required unless
they anchored the team. there iS I|t|gat|0n, but C0u|d be $10,000+ |f

required to interpret partnership agreement

Legal- $25,000 + for review of partnership
agreement and counsel on strategies

As owners plan for investor exits and preservation

transactions, they should consider not only Investors document review fees — varies widely,
payments required in connection with the exit, but can be up to $50,000

also transaction costs such as staff time, accounting
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