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Transcript 
[00:00:11] Michael Novogradac, CPA: Hello, I'm Michael Novogradac. And this is Tax Credit 
Tuesday. This is the July 19th, 2022, podcast. The role of equity is central to any historic tax credit 
transaction. The foundation of historic tax credit finance is raising equity from investors who, in turn, 
receive tax benefits and some cash economics. But before a developer can raise equity from an investor, 
the developer needs to understand the key terms that an investor is proposing. Similarly, before an 
investor agrees to commit tax rate equity to a transaction, the investor needs to understand the key 
terms that a developer is willing to agree to. 

That is where the term sheet comes in. The term sheet helps develop a meeting of the minds between 
developers and investors. The term sheet is where investors outline the principal terms and conditions 
of their investment in a tax credit transaction. When evaluating a term sheet, it's important for 
developers to look at a variety of factors and not just tax credit equity pricing. 

The equity price per credit is only one piece of a larger puzzle. Savvy developers know how to evaluate a 
combination of factors that are both financial and non-financial, both objective and subjective.  

In today's podcast, we'll share how developers can pursue an optimal balance between tax credit equity 
pricing and other key factors. While the focus of the podcast today is historic tax credits and the role of 
the term sheet, the principles we will discuss are applicable to all types of developments seeking to raise 
tax credit equity. Also, if you're not a developer but advise developers or an investor or syndicator, what 
we discuss today will also be useful.  

There are generally five steps in obtaining, negotiating and finalizing a term sheet that we're going to 
discuss in today's podcast. Joining me in today's discussion is my partner, Tom Boccia, from 
Novogradac’s Cleveland office. Tom is a lead partner at Novogradac historic task credit practice. He has 
helped dozens of developers prepare for and evaluate term sheets. 

Tom will outline the five steps in obtaining negotiating and finalizing a term sheet. He'll also share 
trends that he's observed regarding key parts of the term sheet, including I'm sure you'll be interested in 
this, observations about historic credit equity pricing. As I say every week, if you're ready, let's get 
started. 

 Tom, welcome back to Tax Credit Tuesday. 

[00:02:45] Thomas Boccia, CPA: Mike, I'm happy to be back.  
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Overview 
[00:02:47] Michael Novogradac, CPA: Super. So let's start off by providing a level set on the role of 
the term sheet. The term sheet is not intended to be a binding contract, but it is one that both parties 
sign before entering a partnership agreement. Please share with our listeners the role and importance of 
a term sheet. 

[00:03:04] Thomas Boccia, CPA: Thanks Mike. So the, the term sheet is extremely important and its 
primary importance is really to help identify the key points that are going to ultimately go into a 
partnership agreement. And hopefully the idea is to save time and expense of identifying these key 
factors that the business relationship between the investor and the developer that ultimately get into 
that term sheet and that understanding on both sides will help save time and money down the road. 

[00:03:34] Michael Novogradac, CPA: Super. So thanks for that overview. So what are the types of 
terms that are typically outlined in a term sheet? 

[00:03:41] Thomas Boccia, CPA: So let's, let's talk about a lot, some of the key factors, and we're 
going to go into these a little bit more in depth as we go on, but I'll just kind of hit them at a high level 
right now.  

Obviously the first one is the price per credit. That's the one everybody focuses on. That's the first thing 
people look at when they're going. They go right for, that's the first thing. The next thing that on my list 
is really the equity pay in schedule. How fast are you getting this money from the developer? What are 
the requirements to get that capital contributed to you? Because that'll impact a lot of the economics, as 
the cost of capital is rising. 

And so, that is an important factor. How is the cash economics, really the project economics going to be 
shared between the developer and the investor? That's going to be outlined in the term sheet. How do 
you get the investor out after the end of the historic tax credit compliance period at the end of the five 
years? That’s going to be outlined in there too. What is that going to cost the developer and how does 
that mechanics work?  

The other one that's really important for people to understand is the structure. There's really two main 
structures that are used in these transactions. There's the lease passthrough structure and the single tier 
there's variations of those. But you know, the term sheet is going to address which structure the 
investor really wants to go with. Third-party costs, legal accounting, other costs like that. How are those 
going to be shared? Who's bearing the burden of those costs will be outlined in the term sheet. 
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Step 1: Financial Modeling 
[00:05:18] Michael Novogradac, CPA: So thank you for that, Tom. Now that we've set a foundation 
for understanding the role of term sheets, let's discuss the steps you need to take in order to reach 
agreement with an investor, with respect to a term sheet, take it away.  

[00:05:31] Thomas Boccia, CPA: Sure. Right. So the first step, and really I consider it really the most 
important step because it really provides the backbone for the information that's going to go into the 
term sheet and what the investor's going to be using. 

It's us as accountants getting involved with the developer and developing a preliminary financial model. 
It's really the heart of their economic assumptions that the developers created and for the project and us 
taking that and putting it into our model to provide enough information for the investor to turn over, to 
prepare a term sheet and turn it over to the developer. 

So that's really the starting point.  

[00:06:13] Michael Novogradac, CPA: So that financial model is prepared, by us, for the developer. 
But then the developer in turn will be sharing that with the investor to fill out the terms of a term sheet. 

[00:06:23] Thomas Boccia, CPA: That's correct. Yep. We take the developer's information that 
they're pretty much their economic model that most developers have. Obviously some are much more 
sophisticated than others. So we take that information, put it into our model. Most investors are used to 
seeing our format and are very comfortable with it and understand. It's the preliminary stages of a 
model. It's not the full tax model that ultimately will be created to get to a financial closing, but it's 
enough information for them to evaluate the project and provide the terms that they're willing to invest 
in that project. 

[00:07:02] Michael Novogradac, CPA: So what is some of the information that developers provide 
to us at this stage?  

[00:07:07] Thomas Boccia, CPA: Everybody probably has a little bit different take on it. When I ask 
for it, I really want a few basic information. I want, I want the developer sources and uses 
understanding on the sources side, some of the, the terms of their capital, other, other forms of capital 
that are coming in just some general terms and their cashflow model. What is that? I really just need 
that to start with and we really can take it from there and, and that's, but that's really the high, the 
major two components that I really take, as the developers to put together for us. 

[00:07:40] Michael Novogradac, CPA: And then what are some of the key outputs or elements of 
the model?  
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[00:07:45] Thomas Boccia, CPA: There's a handful of things that, aspects of the model that I like to 
put together. And that I think are helpful to investors. One, I start with a structured diagram. I mean, I 
always like to say a picture’s worth a thousand words. 

We definitely like to do our diagrams. and I think that's a good, that's a starting point that kind gives the 
overview of what this is going to look like. We also put together the sources and uses of the fund. 
Sometimes we'll go and, and do a draw schedule, but mostly it's just the high-level total sources and 
uses and not get into the detailed draws at this point. 

Obviously, we do the tax credit calculations show what QREs, what are not QREs. Obviously a big part 
of what the investor needs, cash flow schedules, kind of showing the overall project cash flow. So the 
investor can evaluate how much economics they're potentially getting out of it. And even taxable 
income or loss investors, not only get cash economics, but the tax benefits they want to at least see on a 
preliminary basis what some of the tax benefits they're going to be derived from the project. 

[00:08:44] Michael Novogradac, CPA: So thank you for that. And maybe I'll have to get you back 
for another podcast where we really do a deeper dive in terms of the financial modeling.  

[00:08:54] Thomas Boccia, CPA: Absolutely, absolutely. Be a great, great present. Great time to talk 
about how to, how to go through a model, how to go through that, trying to just hit the high levels here, 
but certainly would be a great topic to talk about.  

Step 2: Get In Front of Investors 
[00:09:06] Michael Novogradac, CPA: No, that's, it's obviously very involved in a key element, but 
let's go on to step two of the overall sort of five steps that you and I have identified. What do you see as 
step two after the financial model is prepared? 

[00:09:22] Thomas Boccia, CPA: So we've put this model together. I've gone back and forth a little 
bit with the developer, a few times, making some tweaks to it. 

Next step is getting in front of investors. Generally we provide it to the developer and they usually take 
it from there and provide it to as many investors as they want. Some already have somebody in mind, 
but that's really, the next step is really getting it in front of them because without that they really, 
investors and syndicators, aren't really going to prepare the term sheet until they get that. So that's 
really the next step.  

[00:09:53] Michael Novogradac, CPA: So what percentage of your developer clients, do you, it's 
obviously anecdotal, but you do a lot of historic tax credit work. What percentage of your developer 
clients are first-time participants with respect to the use of the historic tax credit, roughly? 
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[00:10:08] Thomas Boccia, CPA: Great question. Because historic is a little bit different, a lot 
different than, say, affordable housing where affordable housing, you have developers, that's all they do. 
They do affordable housing project after project. Historic developers, there are some repeat ones that 
do multiple projects over and that's really their bailiwick. 

But I, from what I generally see, I'm in the 70, 75% range of when people come to me with a project, it's 
their first time at it. And it's, it's amazing the number of first timers, because I look at it as developers 
they're really developing real estate and they happen to have a historic building. It's the way it's usually 
what happens, but there are some out there that are repeat, but it's a pretty high percentage that are 
first time. 

[00:10:55] Michael Novogradac, CPA: And when you say, the first step is getting it in front of 
investors. If, if this isn't my first time, developing a historic project that I probably have a handful of 
investors, at least that I used the last time, right? That I can be sharing it with and that can provide 
introductions. And I might be biased towards using the investor that I had used for my prior transaction 
because I was comfortable presumably they performed in all the rest. But if I'm a first-time historic tax 
credit developer, how do I identify and get connected to historic tax credit investors?  

[00:11:25] Thomas Boccia, CPA: So there's a couple of different ways that really that happens. And, 
as I had mentioned, some developers already have made those connections with investors or 
syndicators, but a lot of times those developers are asking us to make introductions to them, to 
investors and syndicators. 

And we're happy to do that if that's what they want. There’s consultants out there really working for the 
developer to place equity in transactions. So there's a lot of third parties out. There are individuals out 
there doing that, similar to like the new markets world, where they're sourcing new markets allocation, 
they're finding investors for their projects. 

And your legal counsel. There's another great referral source. They have a lot of relationships with 
investors as well. So it's a small community. Everybody knows each other. So we have those 
relationships and happy to, if developers ask us, we're happy to make those introductions to those 
investors and syndicators for them. 

[00:12:22] Michael Novogradac, CPA: And speaking of legal counsel, I know I, myself, oftentimes I 
get requests from clients looking for legal counsel that's experience with a particular tax credit. Because 
it's always important to work with the tax attorneys or I should say attorneys, particularly obviously 
there, there a tax aspect, a tax attorney need here, but there's general legal needs and they'll ask me for 
introductions to attorneys with experience and I'll generally give them three different attorneys names 
that would be good candidates for them to interview. Do you have the same experience yourself with 
first time developers or even more experience developers?  
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[00:12:58] Thomas Boccia, CPA: I get it both ways with first-time developers going into historic. You 
get that question a lot and I do the same thing. What I like to tell developers is, and nothing against 
other attorneys that do other things, but this is a very specialized thing. And you don't want to be paying 
for your attorney to learn on your project, right? 

And to where things and having experience it doesn't mean your attorney can't be part of the, maybe 
doing the real estate, a certain aspect of it, but you really need somebody to experience in this field. 
And, it just it'll save everybody a lot of time and energy and aggravation down the road, for sure. 

But, so I, I do exactly what you're doing like too, is provide them as several names of people that I think 
would fit for that type of project. 

Step 3: Evaluate the Term Sheets 
[00:13:45] Michael Novogradac, CPA: Yeah. It's definitely a lot easier during the term sheet 
negotiations, as well as the partnership negotiations, if the attorneys have already seen these before and 
they know where to look, they know the key points and all the rest, all the things we're going to discuss 
in the balance. It's really useful to have them there. Absolutely. Absolutely. So we talked about step one, 
gather information and have a financial model ready for investors. Step two, connecting and reaching 
out to investors. So what's step three?  

[00:14:16] Thomas Boccia, CPA: Step three is now that you've provided the investor/syndicator with 
that information, the idea is that you're now you're going to obtain that term sheet, as we said in the 
beginning. And this is where you work with the consultants and the attorneys, and you really begin to 
evaluate those term sheets. What we do is we prepare a sort of a net present value benefit analysis. 

It really is going through all the different things we talked about that I kind of outlined in the beginning 
and things we'll talk about from here on out and weigh those out and look at the timing of when they 
come in and really do a, just truly what I call a net present value analysis of the net benefit, starting with 
the gross equity that comes in and everything that's a subtraction from that. Getting down to a net 
number on a present value basis. That really is one of the key factors that then you can present to 
developers and they can start to evaluate and say which ones.  

[00:15:17] Michael Novogradac, CPA: Let’s talk about that net present value calculation because 
that is pretty central to the reason why you're bringing in the investors to generate that net present 
value equity to the transaction. 

And, we don't just say the amount of equity in the transaction. You said the net equity in the 
transaction, and beyond that, the net present value equity in the transaction. So you can compare 
different pay-in schedules and different other cashflow sharing and the rest.  
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When I think about that calculation and how you determine that net present value, I generally think of 
three factors that are sort of playing into the calculation and I'll say these are the three factors that play 
into the net equity contribution, and then you have to overlay a present value, a time value of money 
concept to it. And those three factors that I think of is the first factor being the dollar amount, of the 
equity contribution. 

And you obviously need to know the timing to do the present value calculations, but you start off with 
the dollar amount in timing. I often refer to that as the gross equity. And then I think of two factors that 
reduce that gross equity that are received, by a project or by the developer. One of those two other 
factors that reduce it, cash economics, that are going to go to the investor. 

So the investor puts in money up front, and then over the course of the investment schedule, there's 
cash flow that goes out to the investor, which you have to sort of net with the gross equity to get in some 
ways, net equity. And then there's a third factor that I think of, or another factor that reduces the net 
value, negative contribution. 

And that's a little bit hidden if you will, in the sense that it's additional costs or burdens that the 
developers are agreeing to that they wouldn't otherwise do if they didn't have this investor and we 
compare different term sheets that additional burden might vary across, different investor terms. 

So conceptually, I think of this as maybe the gross equity reduced by these two detriments that make it 
a net equity number, and then all of that getting calculated on a present value basis. So let's, with that as 
like a foundation and, referring for the podcast, you and I talked about, I know you see it kind of the 
same way, and you've already discussed it in that concept. 

But let's talk about these three factors starting with the gross equity factor, the, you know, the, the, 
principal reason why you're bringing the investor in, give you equity over some time.  

[00:17:44] Thomas Boccia, CPA: Yeah. The number everybody gets focused on.  

[00:17:46] Michael Novogradac, CPA: Exactly. So maybe share some of your thoughts in terms of 
the key factors, in determining and estimating what the gross equity will be. 

[00:17:55] Thomas Boccia, CPA: Sure. Obviously the, the, the big number that everybody goes to is 
right what we alluded to a couple times here is that price per credit. So why we do the preliminary 
model? We give the investor the preliminary qualified rehabilitation expenditures, so they can calculate 
the credit and they have the pricing that they want to pay, they're willing to pay per dollar of credit. And 
that's really our starting point. But also with that, you have to look at the credit adjusters, but I'll call 
credit adjusters and credit adjusters kick in because we're starting with projected numbers and I've 
never seen a deal where the projected and action were the exact same number in historic. 
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Anyway, maybe in other credits they are, but in historic, they're not. So there's always adjusters. You 
have to understand what those pluses and minuses, the upward adjuster and the downward adjuster. If 
you end up spending more in terms of qualified expenditures, that's going to bring in more gross equity. 

If you spend less, that's going to bring in less gross equity. And if you don't hit the timing too, of when 
you said you were going to place a project in service and then deliver the credits, that's going to affect 
the gross equity. So it's really not just that one number of 85 cents times the credit. It's factoring in 
these other timing adjusters and permanent adjusters to that need to come into play. 

So that's really the starting point's our gross numbers. And then obviously the pay is that's just the 
present value of all those numbers, understanding, but understanding that right.  

[00:19:26] Michael Novogradac, CPA: And, and that gets important when you emphasize the fact 
that the amount that you estimate for your rehabilitation expenditures, since you are entitled to credits 
as a general matter on the amount that you spend, and there's no cap, it's not, you go in for an 
allocation. 

It's more of an as-of-right. So whatever you estimate, you're going to spend the chance of it being 
exactly right. Exactly is pretty remote. So it's going to be more or less in some ways. It's a little bit like 
for those that are LIHTC developers, you have a 4% tax and bond finance LIHTC transaction is a 
general matter. 

You'll get credits in the amount of money you spend. So it's going to have a variability to it. Whereas on 
allocated credits, 9% credits, generally you'll incur more than your credit allocation, right? So not going 
to get more credits, you might have more tax losses than the rest, but those as, as you point out are 
important considerations, in terms of determining what you'll actually get on a net basis in terms of, the 
price for credit. 

[00:20:23] Thomas Boccia, CPA: And, and I do tell my developer clients, this is not a time to be 
ridiculously aggressive and it's not a time to sandbag. It’s a time to be honest with yourself and be 
realistic of what you think you're going to spend and what are the different cost line items, so that we 
can really give a good estimate because that really will drive everything. 

[00:20:49] Michael Novogradac, CPA: And then you have to do the sensitivity testing to know that 
either you'll end up with slightly more equity or less equity exactly on your adjusters, everything else. 
And you have to have the plan in place to address that because there will be some variability in your 
plan has to be a dynamic sources and uses, right? 

[00:21:04] Thomas Boccia, CPA: Exactly. Exactly. Unfortunately, or fortunately, depending on 
which costs generally end up higher, just the marketplace and today it's even more difficult. Whether it 
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be low income, any, any project for contractors and so on to, to pin cost down and with the rising prices 
and everything. So it's even more important to really be focusing on that.  

[00:21:25] Michael Novogradac, CPA: I'm going to mark that down as not a good thing. Prices are 
rising. If one of our listeners wants to explain to me how the project was better off financially by having 
higher development costs, they can email me their thinking. 

So I can’t help but ask that cocktail party conversation as to what range you're seeing in terms of equity 
price per credit.  

[00:21:52] Thomas Boccia, CPA: Sure, sure. And the I'm going to really just focus on the five-year 
credit. There was a one-year credit with subject to a transition rule and that's really pretty much fading 
away. 

There's still ones that are phase projects that can still afford themselves or the five- or the one-year 
credit. There's fewer and fewer those projects out there. So really focusing on the five-year credit. And, 
and I'll kind of, I'm going to break this down into three buckets because that's when I talk to investors, 
that's sort of how they look at it too. 

And they're the market or not just investors, but the marketplace. And you're when you're less than $2 
million in credits, smaller deals, more challenging to find investors, especially with a five-year credit 
because now you're talking a lot smaller each year than a project and the same amount of as I call brain 
damage to get to that closing. 

You're probably in mid-seventies, maybe a penny or too higher, depending on location and some 
factors, but generally around 70 to 77 cents is where I see the market right now. I think the next tranche 
is sort of the $2-5 million and you're in the high seventies, low eighties, obviously, as you move up that 
scale two to $5 million is a pretty broad range. 

As you move up it, you're moving up in terms of generally in terms of pricing. And then when you're 
above $5 million, that's where you're getting the most looks from investors. That's the projects that they 
want. And even bigger obviously. And you're probably starting at 84 cents to 90 cents. 

On average, again, moving up as you move, obviously there's outliers. There's projects that have been, 
I've heard anecdotally above 90 cents, but you're in that 85 to 90 set range generally speaking, when 
you get into that, that realm of stuff. So, so now I'm going to get tons of emails from everybody saying, 
wait, which is good. 

I love these conversations. I love when investors call and stuff. So I do love it more. You have those 
ones, but that's my, that's anecdotally what I see in here talking to people. 
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[00:23:55] Michael Novogradac, CPA: As I noted, uh, when I introduced the podcast, this is July 
18th, 2022, in terms of the numbers that Tom's given, and maybe Tom you could talk a bit about what 
kind of the ranges. What kind of drives the, some of the variability in terms of that price? How much of 
it is just the fact that maybe the equity's coming in later? How much of it is perhaps it's their sub-CRA, 
Community Reinvestment Act, motivation? What are some of the other factors that help drive one 
within those ranges? 

[00:24:23] Thomas Boccia, CPA: Sure, sure. The economics that an investor's going to get out of a 
deal, the cash economics that you might alluded to earlier are going to affect pricing. I've talked to 
investors. Some are willing to take a little bit less cash economics if the developer is more concerned 
about cash flow and having enough cash flow to pay a return, they're willing. 

There some investors are willing to pay a little bit, have a little bit less equity come in and a lower return 
cash. So it kind of depends on where the developer's at. Does he need more money upfront for 
development costs or is he more worried about cash flow? But obviously the cash economics have a big 
pace and the put payment, the exit tax or that exit tax exit payment that's going to be made to that 
investor has a big influence on the overall pricing. 

So I would, those two are, it's really cash driven that I think has the most economic impact, in terms of 
the overall amount they're willing to pay in terms of pricing: The size of the project and the the asset 
class. 

[00:25:24] Michael Novogradac, CPA: So let's kind of move into that then because what you're 
basically saying is that if your gross equity is larger, then that doesn't necessarily mean your net equity 
is larger. 

In the sense that there's in addition to the investor, getting the tax benefits tax credits, they're also 
getting some interest in cash flow, and maybe you could describe the different components of an 
investor's share of the cash flow, which is a detriment to the net equity calculation that an investor's 
going to receive. 

[00:25:57] Thomas Boccia, CPA: Sure. The main one that again, most people focus on is a, is 
generally what the industry calls a preferred return or a priority return. And that ranges generally from 
1-2%. So I've seen it higher and I've seen it lower, but that's, that's sort of the first detriment and 
downside or, or negative influence on the amount of the gross equity and obviously the higher the 
pricing and that return is going to be a bigger number. It's going to reduce your net number, residual 
cash flow. How does, how do we get to the residual cash flow is going to be very important for invest the 
investor and the developer to understand too, are what percentage there're going to be mechanisms in, 
in the structure, whether it's a single tier or a lease pass through that are probably way too complicated 
for this. 
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Better for the one you talked about where we go through a production, and how does that cash flow get 
shared? Ultimately, the residual cash flow if you pay that preferred return, whether in the form of 
developer fee payments or lease payments and so on, but that's another factor that they have to 
understand, and that's going to drive the detriment as well as reducing that overall net equity, because 
you wouldn't, if you didn't have this tax credit equity, you wouldn't have to worry about that. 

And then the back end, the put pricing is ultimately another, the, the other detriment of the cash that 
the investor's going to expect out of the, out of the transaction at the end of the day is going to also 
reduce their gross equity that's coming into it.  

[00:27:21] Michael Novogradac, CPA: Put price, being the amount that the investor at the end of 
the five-year recapture period, the investor can put the interest to the developer or some other entity at 
some price. And when you're kind of valuing the net equity, you need to be taking into account what 
that put price is. 

[00:27:39] Thomas Boccia, CPA: Exactly. That’s exactly what it’s going to be, it’s known ahead of 
time. That’s the good thing. That’s a good side, but the other side is the bad side for developers. 

It’s the option of the, they don’t, they can’t control it. Right. But at least it’s known. It's a known 
commodity at the time they execute a term sheet.  

[00:27:56] Michael Novogradac, CPA: And then there's also some level of asset management fees, 
normally that syndicator or investor will charge.  

[00:28:03] Thomas Boccia, CPA: Yep. Yep. They're always being there as a factor too. It's usually not 
a material part, but it's, it's, it's a detriment. It's a cost that you have to factor in because there's, not 
only the five-year compliance period, but usually a couple year construction period that they're going to 
be charging that asset management fee as well. So that's all factored in, exactly. 

[00:28:23] Michael Novogradac, CPA: So as we were discussing the gross equity price, it seems like 
you were noting that one of the key factors in terms of where you're landing within your range of gross 
equity is what some of these projected costs are, such that the net equity ends up getting closer to each 
other. But there is a, the, the other factor that I mentioned, which is a detriment, to the net, to the net 
equity that you're generating from an investor. 

And that is other costs that a developer's going to incur, or the project's going to incur by virtue of 
having a third-party investor. And I don't want to go into a lot of detail here, but if you could just 
mention a couple of the, of the additional cost, which on some transactions may not be additional cost 
because they may be, there may not be an additional requirement that you're not otherwise doing, but 
in some transactions it could be an additional cost. 
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[00:29:10] Thomas Boccia, CPA: And that's a question I get oftentimes from developers, like, okay, 
if I didn't do this transaction, or if I do it, what's it costing me? And it, the big one is, is, is probably 
more accounting fees because you have multiple different entities, the different additional entities. The 
question is how much more is, is always debatable. You have, maybe have some internal cost because 
now you have a lot of different entities. You probably have some internal, additional accounting 
functions you have to set up and management processes that you have to set up to respond to, and 
comply with provisions of the agreement with the, with the investor. 

So it it's, it's those they're a little bit harder to quantify, but you know, something needs to go into the 
analysis for them. When we always put some, some amount in there to, to, to make it a level playing 
field.  

[00:29:55] Michael Novogradac, CPA: Now that, I can, it's definitely easy. I think for our listeners 
to understand how valuable that net present value calculation is, and looking at a variety of term sheets, 
because I'm sure oftentimes at first blush what might appear to be a transaction with higher gross 
equity turns out to be a lower net present value, and visa versa. 

So it's something that is, pretty critical for developers to do.  

[00:30:17] Thomas Boccia, CPA: And, and the one thing I may have alluded to a little bit, even with 
the net present value, one of the things is with the pay schedule, not only is it just the net present value 
of the timing of those capital, but it changes your cost of other capital too, because if you have, if you 
can get more investor equity, you have a lower cost of capital under your other monies, or you have to, 
you need to borrow more money a little bit less later, you can borrow bridge loans a little bit lower 
bridge loans. 

So it, it ultimately has a, has an implication. We, that's the calculations we go through. Yeah. As part of 
the analysis.  

[00:30:51] Michael Novogradac, CPA: So yeah. It's and it's trying to look at your various sources of 
financing and which one is the lower cost. Exactly. And which, which one is that a, is that theoretical 
higher cost? You want to push it back? Obviously all the iteration that you sort of go through.  

[00:31:06] Thomas Boccia, CPA: Absolutely. Absolutely. Yep. 

[00:31:08] Michael Novogradac, CPA: So that, that was a really good overview of the financial 
considerations in terms of evaluating the term sheets. And obviously those are the principal reasons 
why investors and developers are talking to each other. 

So they certainly warrant all the attention that we've given them, but what are some of the other non-
financial? And even when I say it is even hard to say non-financial effective, cause they all have an effect 
on financial that way. But, but at least they're not on the surface clearly, directly, financially related. 
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What are some of those other subjective considerations?  

[00:31:42] Thomas Boccia, CPA: Sure. The transaction structure is like the first one. I like to make 
sure the developer understands and all the parties understand because even though it's not a monetary 
thing right there, but it has implications to both parties, ultimately, which structure is chosen. 

Now, most of the structures are generally chosen by the investor. but the development really needs to 
understand the impacts of those to them.  

[00:32:07] Michael Novogradac, CPA: Let me actually, just with respect to that two structures, 
single tier, least pass through, is it safe to say that most of the, the smaller transactions are more likely 
to be single tier and the larger transaction, more likely to be least passed through? 

[00:32:19] Thomas Boccia, CPA: No, it real actually, no. It really is very investor driven. A lot of 
times it ends up that way because a lot of the smaller ones, you have your non-traditional investors, you 
may have individuals, high net worth, high-income individuals. So it sort of falls out that way, but really 
it's sort of driven by the investor. 

But I think the result is exactly that it tends to be that the smaller ones, not because they're small, just 
because of who the focus investor. Yeah. Right. So relationship with the investors is another one. Just 
like any transaction, they're going to be your partner for a number of years. And just having comfort 
with the team that you're dealing with at the investor/syndicator. 

It's a long way. It's something I can't quantify, but it's something that I think is very important for both 
parties. Obviously the investor has to be comfortable with the developer and that relationship and, and 
you see it a lot of times it works out great and they're going onto the next deal to that together. 

But that's an important thing to evaluate when you're going through this, the term sheet.  

[00:33:24] Michael Novogradac, CPA: And looking at the term sheet, the credit itself claimed over 
five years, that's the recapture period. But you got a couple years at the beginning and a year at the end. 
So you're looking at eight-ish years. 

[00:33:34] Thomas Boccia, CPA: You're almost, yeah. you're talking six or eight, 12 to 18 months, 
construction period. And then you got the five-year compliance period. And then, the unwind, 
everybody likes to think it happens like day one after the end. It really doesn't so you're talking another 
six months or so by time the parties get together and you go through all that. 

It could be another six to 12 months. So, yeah, they're going to be there. They’re going to be your 
partner. You're going to be comfortable with the other, just like if you were bringing in any other 
partner. So, other, other factors that, and I'll just your, the rights and how the rights are shared under 
the operating agreement. 
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What are the obligations that the investor is requiring or the developer and what are the other 
obligations of the investor? And, just, just general, legal rights and so on. Is, is something important 
that, that's where it's so important to have your council involved because, as accountants, we're not 
going to interpret those for you. 

That's where you're somebody, tax credit council. That's done these tax credit transactions before is 
very helpful in the go in that part of the, this, the process, right? If you're going through those, and the 
other thing too, is that more and more investors and syndicators are offering a bridge loan product. 

You know, I would say six, seven years ago, it was challenging for developers to find bridge loans. They 
usually had to find their own relationships, but now a lot of investors out there and syndicators have 
their own product. And, so it's another factor to consider what do they bring into the table besides just 
the tax credit? 

And a lot of these syndicators and investors are actually bringing more things to the table, which make 
the decision a little more challenging, but gives the developer a lot more options too, for things to look 
at. That's another whole topic for discussion.  

[00:35:13] Michael Novogradac, CPA: I was that's example, something that, then makes us way into 
the net present value calculation. 

[00:35:17] Thomas Boccia, CPA: Absolutely. Absolutely. Yep.  

Step 4: Negotiation 
[00:35:20] Michael Novogradac, CPA: So we've discussed steps one to three, that's financial 
modeling, obtaining and evaluating term sheets. So let's turn to step four: negotiation. And you would 
think, okay. Step four negotiation, that seems sort of straightforward. What would an accountant have 
to add to that? 

But if you could share, what are some of the negotiable provisions that developers may not know or 
think to negotiate?  

[00:35:43] Thomas Boccia, CPA: I like to say that everything is negotiable to an extent, obviously 
investors have taken a lot of time because their whole objective is to a certain either ROI or IRR or some 
yield, some, some mechanism. 

And if they're willing to, to, to move some of the, whether it be the pricing or the preferred return, 
there's going to be something that they're going to counter with to balance that to get to the point where 
they need to get to. So I tell my developer clients, we go line by line and we just talk about it. 



Tax Credit TuesdayTM

 
Summary: July 19, 2022 

 
 

16 
 

“Does this work for you? Does this work economically in the deal?” And we make proposals back to 
them and suggest, and some things. And I have to, tell someone the developer clients that, you have to, 
you can't go crazy and you, you have to be realistic here in your, in your thinking. 

But that analysis is it's a lot of back and forth and really just evaluating each of the categories in, in the 
term sheet, ultimately getting to a meeting of the minds.  

[00:36:38] Michael Novogradac, CPA: You’re telling me, if you said there will be no adjusters, you 
would find investors not agreeing to no adjusters? 

[00:36:46] Thomas Boccia, CPA: Yeah. I, I think they would be, saying thank you and thank you for 
your time.  

[00:36:54] Michael Novogradac, CPA: I think it's important to know what is, what is negotiable 
with what ranges. And like you say, knowing what the investors are seeking to obtain and seek and what 
their hurdles are and all the rest that gives you to know what, how you can best come up with a meeting 
of the minds.  

[00:37:07] Thomas Boccia, CPA: Like investors and syndicators, like some certainty and whether, 
it's what year it's going to happen and those kind of things. So it's really, it's really the more precise you 
can be and understanding of that. And, and then the negotiation comes into play. If you, for whatever 
reasons you don't hit those, that's where, the, the right negotiations really can come into play.  

[00:37:28] Michael Novogradac, CPA: So what are some of the common negotiation pitfalls that 
you've seen that you could advise our listeners about so they could avoid them? 

[00:37:37] Thomas Boccia, CPA: The first, the biggest one is don't have the right team in place. They 
try to do this on their own. They try to execute a term sheet and then they give it to somebody like me 
later and say, here I signed and it's not having the right team, whether it's a lawyer or the consultant 
myself in, in place and helping them through the process. 

It's thinking that, oh, I can save a few dollars here by doing it myself. And I've never done this before, 
but I think I can do it. And it ends up, I think, hurting them in the long run and costing them 
economically more so than they would've, they would've, paid their consultants to help them during 
that process. 

[00:38:18] Michael Novogradac, CPA: It’s always hard to, it's always hard advice to share cause it 
comes across as so self-serving.  

[00:38:24] Thomas Boccia, CPA: Yeah, exactly. Right, right, right, right. Uh,  

[00:38:26] Michael Novogradac, CPA: I like to think of it as it's a lot easier to plan, and avoid issues 
than it is to try to untangle issues. And that's also why I always look at things like this and say the 
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moment a developer identifies an issue or something else, they should be bringing it up as early in the 
process as possible. 

Cause earlier they bring up issues,the more opportunity you have to define, solutions that aren't as 
painful as it will be if it doesn't get identified until later. 

[00:38:53] Thomas Boccia, CPA: Exactly. Exactly. Cause it's really difficult to unravel what you've 
agreed to and try to fix it. And it can be yeah, very costly and not, and not thinking about it. And I get it. 
I, I understand. But, it's, that's the biggest challenge.  

The other is we kind of alluded one of the other ones that kind of alluded to was the fixation on the 
equity pricing. And I, I know we, we kind of joke about it a little bit, but it happens more and more and 
more. That's the number that they just can't move off of and not really evaluate all these other aspects of 
it. That's obviously the easiest and the biggest number in there, but it's, it's something that's you really 
have to really stay, be careful of.  

[00:39:31] Michael Novogradac, CPA: Now, some listeners who haven't, accept negotiated a term 
sheet with a tax credit transaction, they might be envisioning in their mind like a two-pager, bullet 
points and just kind of the, the high points. What's the typical length of a term sheet? 

[00:39:49] Thomas Boccia, CPA: I'd say between about 12 and 15 pages and it's, and there's not a lot 
of fluff in there. I mean, they don't, they, they put in, they put the key aspects of everything in there and 
you really need to go through all those things. Yeah. The, the days of one, or, one page or two page with 
a few things, those days they're gone and, there's a lot of it's it's, it really is important to have, and I 
can't emphasize having legal counsel involved at this stage, because it is, even though it's not a binding 
document, it's, it's making the framework for that binding document that can ultimately save you a lot 
of time and aggravation down the road. 

Step 5: Execution 
[00:40:27] Michael Novogradac, CPA: And I would just certainly emphasize the importance of all 
that you just said, and just, as a negotiating, a term sheet, if there's something important that isn't in 
the term sheet to develop where they should put it in the term sheet. Definitely the term sheet is 
intended to give to the – actually, let’s go to the next step. 

So what's the, what do developers need to know about the final step? What's the fifth step, in the 
process?  

[00:40:52] Thomas Boccia, CPA: Well, really it's, it's the execution. You've done all this work. You've 
negotiated, you've gone back and forth. You’ve got everything in there that you want. 
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Now that doesn't mean that something can't happen when you go to the partnership agreement, but you 
think you've got everything you're comfortable with this. You like the investor, it's really time. It's time 
to sign that term sheet and begin the process of executing the partnership agreement and, and drafting 
the partnership agreement. 

Cause now here's the framework and you go from there. So step five is hopefully the simplest step is 
you've done all the homework. You've listened to your consultants and your advisers. And now it's time 
to sign and go to the step to begin to get to a financial closing where you can actually begin do the things 
developers love to do, which is develop the real estate. 

[00:41:45] Michael Novogradac, CPA: I started to say, as I was speaking before that formalizing the 
partnership agreement. You’re going through all this difficulty with the term sheet to try to avoid any 
issues arising. In the context of negotiating the partnership agreement, clearly the partners agreement 
is a lot more detail. 

So a lot more gets put down in words, that you agreed to as part or not agreed to, but you signed, and 
there's a meeting of the minds, hopefully with respect to the developer and the investor, as part of the 
term sheet. And the reason why it's the length is what it is, is for investors and syndicators and 
developers to better understand the details of the agreement so that when it comes time to negotiate the 
partnership agreement, there's a lot of negotiation. 

It's more the attorneys taking what's in the term sheet and filling out the partnership agreement.  

[00:42:39] Thomas Boccia, CPA: Right. They spend more time on, hopefully their focus is really on 
the specific language. Here's the, here's what was agreed to. How do we write that in words? 

And everybody has different ways of saying things and it's, it's that part of it and in the legal aspects of it 
as well. So, but it's, you hopefully, you've done and I've seen it where you haven't done well on a term 
sheet and they spend so much time on the operating agreement. And it just seems to drag a deal out 
longer than it needs to be. 

[00:43:10] Michael Novogradac, CPA: And then generally the operating agreements are going to be, 
as a general matter, the attorneys will take an operating agreement of a similar transaction that they 
engaged in. And then, then modify that one. That's one of the reasons why it's so important to have 
experienced counsel. So they, they have looked at these agreements before and know that the sort of key 
points that'll end up being modified. 

They'll also have familiarity with what are oftentimes called boiler plate provisions that a particular 
developer may not think of as boiler plate if they've not worked on an agreement like this before. 

[00:43:47] Thomas Boccia, CPA: Right. Right. And that, and the same thing goes with too, with what 
I've told developers. Cause developers will ask me too, like on the lending side, is there any lenders or 
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lenders that you know about? It's like, you go with who you need to go with, but if they have done a tax 
credit transaction, you're, if you have the choice between two lenders, right? One that hasn't done one 
and one that has done one go with the one that's done one. 

Cause it'll, it they'll understand what needs to be done. Every, all the parties will need to know what 
their role is and what they need to do. And it just makes, I, I tell that to my developer clients all the 
time, sometimes they have a choice, sometimes they don't and when they have a choice, it's the best 
option for them to go with. 

[00:44:27] Michael Novogradac, CPA: So, is there anything else you wanted to share about our, 
during this podcast on term sheets?  

[00:44:33] Thomas Boccia, CPA: No, I think it's, I think it's just, again, the importance of them and 
not getting ahead of yourself and really involving my art, myself, our firm and your consultant. If you're 
using a consultant and your lawyer just don't be afraid. 

Pick up the phone, make sure that that, that we're involved with that process instead of waiting to wait. 
I think it's just, I just can't emphasize how important it is for us to be involved in it.  

[00:45:01] Michael Novogradac, CPA: I was going to ask you about your worst horror story coming 
in late, but I won't. You probably got, a couple, but I won't ask you that question. Our listeners won't 
have to learn that.  

[00:45:16] Thomas Boccia, CPA: They'll have to call me to learn one.  

[00:45:17] Michael Novogradac, CPA: They’ll have to take it on faith that there are some that are 
not positive. So thanks for all this great information that you shared with us today. 

Tom, please do stick around for the Off-Mike segment while I'll ask you some fun questions that aren't 
directly related to tax incentives and to our listeners, I will provide Tom's email address and the show 
notes and provide a link, to the show note documents. And I will also say that if you just, were to Google 
Tom Boccia you’d find him. 

[00:45:52] Thomas Boccia, CPA: Absolutely.  

Closing 
[00:45:53] Michael Novogradac, CPA: And also to our listeners, please be sure to tune in to next 
week’s episode of Tax Credit Tuesday. Novogradac director of public policy and government relations, 
our colleague, Peter Lawrence, will be back on the podcast to discuss something that affects all, 
emphasis on “all,” affordable housing and community development investment, including historic tax 
credits. 
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And that is of course, the proposed overhaul of committee reinvestment act or CRA rules. The CRA is 
one of the most important federal policies affecting the financing and affordable housing and 
community development. At stake are billions of dollars in loans at equity investment annually. 
Motivated investment is responsible, brought 75 to 85% of annual investment for the low-income 
housing tax credit and virtually all investor demand for the new markets tax credit. 

And CRA also affects demand for equity investment in the historic tax credit, as well as lending and 
renewable energy tax credits, although to a lesser extent. And just by way of background in May earlier 
this year, the three main federal banking regulatory agencies jointly issued a notice of proposed 
rulemaking to reform CRA regulations. 

Now this proposed regulatory reform would be the first interagency revision of CRA rules since 1995. 
That's a few years ago. CRA reform is a big deal and Peter Lawrence will be on the podcast to discuss 
how the proposed rules could affect investment in community development. There could be ways in 
which it be positive. 

It could be ways in which it could be negative. So you won't want to miss next week's podcast. You can 
make sure that you're notified of that episode and each week's episode, by following or subscribing to 
the Tax Credit Tuesday podcast. Go to www.novoco.com/podcast to subscribe to and stream the show 
on our website. 

You can also follow or subscribe to Tax Credit Tuesday on iTunes, Spotify, Google Podcast, Stitcher and 
Radio public.  

 Off-Mike 
[00:47:51] Michael Novogradac, CPA: Now I'm pleased to reach our Off-Mike section where 
listeners can get some off-topic advice and words of wisdom from our podcast guests. So Tom, this 
podcast is a great example of the need to stay aware of changes in your field. Share with our listeners 
how you keep updating and what's happening in the areas that you work? 

[00:48:10] Thomas Boccia, CPA: Sure, sure. And in the historic world, which is the majority of my 
time, I talk to investors and syndicators all the time, whether it be at our conference or other 
conferences, just pick up the phone periodically. I mean, a lot of them are clients that I've done 
transactions with and just, just to kind of understand what's going on in the marketplace and we like to 
share information. 

So that's, that's one of the things I love to do, and I love to, to have those kind of conversations and talk 
with people about it. And colleagues just, just internally here at the firm, talking to, where the, the, 
anybody that'll listen to me pretty much, or, we, people call me with questions and I like to call others. 
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And I think it's that, rapport you have with others and be able to share and best practices. And because 
we all get busy. I get challenged with our own clients and everything, but it's nice to every once in a 
while, just kind of reach out to, one of my colleagues and just kind of talk things through and I try to 
organize every once in a while. Like we, we just internally here, our, our off, the firm, those people that 
work in the historic world, just to kind of see what others are seeing out there too, just to, kind of share 
ideas. I think that's the best way, knowledge is a great thing, sharing it with people is even a better 
thing. And that's why that's the, one of the things I like to do.  

[00:49:31] Michael Novogradac, CPA: And I know you also avail yourself of this. I just share with 
our listeners. It's also good to be involved in industry groups. So if it's historic tax credits, think about 
the Historic Tax Credit Coalition and absolutely be a member there. 

And then obviously if you're dealing with low-income housing tax credits, we have our LIHTC working 
group that meets monthly. Similar for new market tax credits and opportunity zones. We're also doing 
something on GAAP accounting for tax credits. So I definitely would encourage listeners to within your 
niche area, join associations and groups that are meeting periodically and you'll hear what others are 
thinking and then obviously you can contribute itself and here's what you're hearing and bounce it off of 
others. So let's turn to my second question concerning your job. What do you know now that you didn't 
know 10 years ago, but wish you had? 

[00:50:39] Thomas Boccia, CPA: I'm constantly learning things about the historic tax credit world in 
general. And I don't know if there's something specific I can put my finger on, but it's just where I look 
back at where I've been the last 10 or 15 years and what I knew before I came here in a small, spending a 
lot of time in the historic world, but in a, in, in sort of an isolated, very regional approach to coming 
here and expanding that to a very national approach and seeing what's happening across the country 
and, and the people I've got to meet and talk to and work with just on a national basis and the types of 
projects and things I've just learned from them, just in terms of, how development projects are done 
and sort all sorts of things like that have just been. Something that I would've never thought about 15 
years ago, that it would ever be in this position today, 15 years later, 10, 15 years later, that I would have 
that knowledge base and that I can, I, I can, I can get out 15 years ago, 10 years ago, looking at a 
financial model would've to spend a lot more time, time to absorb it. 

I've just evolved over time. I'm much more comfortable. I know specifically things, and it just it's like 
that experience is the greatest teacher. And you just know to where to go, whether it be a tax return or 
financial statement or, or set of projections. And I think just that growth and learning and trying to 
expound that wisdom on younger people and newer people are coming up in the organization is, 
something. 
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But when I look back at where, what, what I knew 10 that years ago and what I know today, it just it's 
been, and the people I've got to meet along the way across the country has been something 
irreplaceable.  

[00:52:26] Michael Novogradac, CPA: And I definitely think that with between all the conferences 
that we do and the breadth of experience we have within Novogradac, to be able to discuss issues sort of 
internally can really ramp up the speed with which issues get addressed. 

And then as as new issues get identified, it can be more rapidly sort of dispersed and, and, or as you're 
identifying an issue, you can be sharing it with your partners. So they're aware of the issue that 
developed. Cause one thing I do like to always note in the, in this space, is every year, we know more, 
every year, new issues arise. 

And you look at even a partnership agreement now versus a partnership agreement 10 years ago, 20 
years ago. Right? There's definitely generally speaking out length the partnership agreements as more, 
more issues, get identified to be incorporating it in the setting of the financial modeling as more and 
more nuances that investors care about. 

They keep sort of getting layered in that may be a little bit at a time, but when you, it over a number of 
years, you really realize how much we're relying on everyone who did work before us, moving the ball 
down the field.  

[00:53:35] Thomas Boccia, CPA: Yep. How transactions were structured 10 years ago, obviously Rev 
Proc and Boardwalk had a big influence on changing things, but even the way you said the partnership 
agreements and how those evolved, just has been great to see all that evolve. And if I'm getting 
questions from people, I know my colleagues and my partners are, and we can't live in a vacuum and 
that's why sharing that is so helpful. It just helps our clients, overall, as we share, whether it's my client 
or whether it's someone, one of my partner's clients, it's, we can help, help facilitate answers a lot 
quicker than we maybe in the past. 

[00:54:12] Michael Novogradac, CPA: So we're now just barely past the midpoint of the year. And 
from a goal-setting perspective, I know that you set goals for yourself in the course of a year or a 
calendar year, that is. What are some of the ways in which you track your goals and do you end up 
making midyear corrections or how do you manage your whole goal-setting process? 

[00:54:33] Thomas Boccia, CPA: Sure. You get through tax season, you get through the after-tax 
season, you get to about this point and you start to take stock of, okay, what's happened the last six 
months and what do I need to be in the next six months? So it's really, and us being accountants and, or 
we're very fee based. 
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And obviously, so it's, that's one of the things, but it's also looking at my, our people and how have they 
evolved and what have, how have they progressed from the beginning of the year to now, and can that 
give them more responsibility and how they can take on more things? Have they grown in that six 
months period or even a year, from the last year that I was sitting down do with that. 

And that's, that's one of the biggest things. I mean, there's other, obviously things that are very 
monetary and numbers and so on, we can look at, but it's, it's our firm grow. And we'll do well based on 
our people and seeing how those people grow and, and how they can handle more responsibility and 
how they've grown and learned things and learn from their mistakes, even, and, and pick that. 

That's, that's really what I look for and to see those people progress and this year to be able to make in 
our Cleveland office here, two partners, that was always the goal of mine is to get these younger people 
and get them to grow and to advance and become a partner and be my partner ultimately, and, and 
seeing that now, I've got that opportunity here, coming up potentially. 

That's also a great thing for me. And it's so more so than some of the numbers and statistics and stuff 
like that.  

[00:56:05] Michael Novogradac, CPA: Yeah. And that's a good point about, those in the, the sort of 
accounting world, you kind of go through a busy season. Now you start looking at promotions and the 
rest. 

In some way that now is the time to be evaluating all those, which obviously, as we're doing here at 
Novogradac so I'm excited for that as well because it is, it's sort of like real estate's location, location, 
location. We’re people, people, people. 

[00:56:34] Thomas Boccia, CPA: Exactly. We're as good as they are. I know they help us succeed and 
it's good to see their growth and that that's my metric for me is too, is have I been doing something to 
help them grow as people.  

[00:56:50] Michael Novogradac, CPA: That's great. So thank you again, Tom.  
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