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Tax Credit Basics

20% Federal Income Tax Credit

For Income-Producing Property, Not Owner-Occupied

Residential
Credit Calculated on Hard and Soft Costs

Credit Limited to Existing Building, Not Acquisition, New

Construction or Site Work

No Limitations on Corporate Investors
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Threshold Requirements

Rehab Exceeds Greater of Adjusted Basis in Building or $5,000
24-Month Counting Period
Alternate 60-Month Counting Period for Phased Project
Work Certified by National Park Service
Recommendation by SHPO

5-Year Credit Recapture Period

Adjusted Basis

A.K.A. Tax Basis

Your Acquisition Cost of Building -
Independent of Land Value

Allocation Best Established by Appraisal or
Assessment Data

Minus Your Depreciation Taken

Plus Your Capital Improvements

Qualifying Buildings
National Register Properties — Individual or in
District
Generally 50 Years Old
Architectural or Historic Significance

Local Landmark Designation or Building in
Local Historic District Generally Does Not

Qualify
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Federal Approval Process

3 Part Application Process
Part/1 - Historic Status
Part 2 - Design Approval
Part 3 - Project Completion
State and National Park Service Review
60-Day Minimum Review —More Likely;90-120 Days

Approx 30% Design Development Drawings -Necessary for
Submission

Secretary of Interior’'s Standards for Rehabilitation
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Scope of Design Review

Exterior Renovations
Material and Ornament Repair/Replacement
Window Repair Repair/Replacement
New or Re-designed Entries
New Additions — Attached, Adjacent, Rooftop

Site Work, Landscaping, New Site Construction

Scope of Design Review

Interior Renovation
Repair/Removal of Ornamental Features

Changes in Floor Plan/Circulation Features

Corridors, Stairways, Elevators, Auditoriums, Theaters

i

NPS Design
“Hot Buttons”

Window Replacements
Interior Floor Plan Changes

New Additions

Eligible Costs

(Alias “Qualified Rehabilitation Expenditures” or QRE s)

Amounts Properly Chargeable to Capital
Account

Contract Construction Costs
Professional Fees Related to Rehabilitation
Interest Carry and Taxes Related to Rehab

Interior Demolition

10 % Rehabilitation Credit

Built Before 1936
Not Designated Historic
Commercial Use Only — No Residential

Significant Portions of Structure and Walls Must
be Maintained

No Historical Review

Syndicating the Credit

Fortune 250 Cos. Make Up Investor Pool for
$10 Million + Projects

Local and Regional Financial Institutions for
Smaller Projects
Receive CRA Credit for Equity Investment
Overall Community Investment Incentive

Investor Becomes Partner in Deal At Least
Through 5-Year Recapture Period




Investor Pricing

$10 mil. + Projects ($2 mil + in credits)

$1.15 - $1.25 per dollar of credit
$2.5 mil - $7.5 mil Projects ($500k - $1.5 mil in
credits)

$1.05 - 1.12 per dollar, of credit

<$500Kk in credits
$.90 - $.93 per dollar of credit
Standardized docs, fixed deal terms

Investor Pay-In Schedule
50% - Closing of Equity (with Part 2 approval in
hand) 1% - 10% small deal

40% - Construction Completion and Placed in
Service - 65% -75% small deal

15% - Stabilized Operation, Perm Take-out,
Part 3 Approval

Additional Investor Benefits

Annual Cash Flow Distribution
2-3% Cash-on-Cash Return on Initial Investment

Residual Distribution at Investor Take-out
Put From Investor to Developer
10% - 20% of Original Investment
Call From Developer
At Fair Market Value of Investment

Net Benefit to Developer

Original Investment $1.15
Cash Flow Distributions -.10
Residual Buyout -.15
Net Benefit $0.90

Downside of Taking
The Credit

Potential for reduced depreciation
Potential for additional rehab costs

Architectural requirements may not meet needs
of the market

May require partners in ownership

Transaction costs

Program History

Created as a pilot program in Economic Stimulus Legislation 2003

Supplements the successful federal tax credit program up.to 20% credit on
certified rehabilitations

5 year pilot program: capped at $10 million per year = $50 million total

An additional $5 million per year was added to the fund in 2004, increasing
the fund to. $15.million per.year= $75 million total

Administered by the Massachusetts Historical Commission
(www.sec.state.ma.us/mhc)




Facts

« ltis-a competitive program and therefore there are a number
of criteria that must be addressed in the application

« 3 rounds - due dates: January 15th
April-30th
August 31st

= Credit-available after the building has been placed in service
and the Part 3 approval is signed by the MHC

¢ Credit is-“up-to 20%" - no-escalator

« Projects can apply in multiple rounds and after placed in
service
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2006 Economic Stimulus
Package

= Preseryation Massachusetts worked with development community and
key legislatures to increase credit

«. House proposed $50 million increase - 2 year extension
« Senate proposed $35 million increase - 3 year extension

« Conference Committee $50 million a year - beginning in 2005 expires
December; 2010 - making $100 million available in year 1 (2006)

« Vetoed by Governor

« Veto overridden - unanimous in House - only 1 lost vote in Senate
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MA DOR Letter Ruling
March, 2006

Ruling 1: the Partnership cannot transfer the Massachusetts hist .~ oric rehabilitation
tax credit, ("MHRTC’) pursuant to G.L. ¢. 62, § 6J(b)(2)(i); it may only pass it through to
its partners who may then transfer it pursuant to G.L. c. 62, § 63(b)(2)(i)) or G.L. c. 63, §
38R(b)(2)(ii), whichever applies

» Ruling 2; the Paftnership may allocate 100% of the MHRTC t, o Limited Partner even
though Limited Partner is entitled to only .01% of all profits

Ruling 3: Limited Partner, an IRC § 501(c)(3) organization, is, effect  ive January 1
20086, subject to taxation under ¢. 63 on any unrelated business income and thus a
“taxpayer” eligible to transfer the MHRTC pursuant to G.L. c. 63, § 38R(b)(2)(i). An IRC
5 501(c)(3) corporate partner may transfer the MHRTC pursuant to § 38R(b)(2)(i)) even if
it cannot use the credit itself because it has no unrelated business taxable income or
because the MHRTC does not arises from its unrelated business-activity.- Limited Partner
is eligible to transfer the MHRTC because the property to which the credit relates has
been substantially fehabilitated and placedinto service| and a final certification regarding
the praperty has been received from the MHC

20% State - 10% Federal

« MAHRTC does not require listing on the
National Register

* MHC takes a proactive approach to
review of standards

» Provides more flexibility
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The Numbers

+ 88 projects
+ Over $1.5 billion'in total development costs
«  Close to $1Billion in rehab costs
* Median project -
— $12.3 million total development cost
— $8.1 million total eligible cost
— $1.8 million 20% tax credit

+  $127 million allocated to date to 73 projects
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Assisted Living, Malden, MA

Conversion of School to Elderly Assisted Living
98 Living Units
92,000 Square Feet

Developer Nominating to National Register

Major Features & Elements of Floor Plan
Retained




Mixed-Use Lawrence,MA

15 residential units - originally condo
o 1ground floor retail unit

+ $500Kk in state & $500k in Federal

Albert Rex
MacRostie Historic
Advisors LLC
56 Highgate Road
Marlborough, MA 01752
(617) 359-7261

albert@mac-ha.com
www.macrostiehistoricadvisors.com




