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Single Investment - CDE 



Single Investment – Investment Fund 



Revenue Procedure 2014-12 
• Establishes the requirements (“Safe Harbor”) under which the IRS will not challenge 

partnership allocations of Section 47 rehabilitation credits. 

– Provides partnerships and partners with more predictability regarding allocation of historic tax 
credits. 

– Only applies to Section 47 rehabilitation credits.  The IRS may still challenge allocations of such 
other credits, including a transfer of state credits by a partnership as a disguised sale. 

• If the Investor receives an allocation of Section 47 rehabilitation credits from a Master 
Tenant Partnership, the Investor cannot also invest in the Developer Partnership other 
than through an indirect interest in the Developer Partnership held through the Master 
Tenant Partnership.   This prohibition does not apply to a separately negotiated, distinct 
economic arrangement (e.g., a separate arm’s length investment into the Developer 
Partnership  to share in allocations of federal new market tax credits or low income 
housing credits). 

 
 



Revenue Procedure 2014-12 

• Definitions: 
– Principal:  one or more managers authorized to act for the Partnership. 
– Investor:  a partner other than the Principal holding an interest in the Partnership. 
– Developer Partnership:  a partnership that owns and restores a qualified building 

(“Building”). 
– Master Tenant Partnership:   a partnership that leases a Building from a Developer 

Partnership for which an election to pass through the HTCs is made. 
– Attribution rules of Section 267(b) and 707(b) apply to include related persons of a 

Principal, Investor, Developer Partnership or Master Tenant Partnership. 

 



Revenue Procedure 2014-12 

• Principal’s Minimum Interest:  Managing member must have a minimum of 1% interest at all times. 

• Investor’s Minimum Interest:  Investor must have a minimum of 5% of its largest interest at all times. 
• A flip of the Investor’s interest from 99% to 4.95% after an agreed upon date is permitted. 

• Profit Expectation:  Partnership interest must constitute a bona fide equity investment with 
reasonably anticipated value commensurate with the Investor’s overall percentage interests in the 
partnership. 

• Value must be variable and not substantially fixed; anticipated value is contingent upon the Partnership’s net 
income, gain and loss. 

• Reduction of Investor’s Interest:  Investor’s interest cannot be reduced by fees, lease terms and other 
arrangements that are unreasonable compared to non-HTC transactions. 

• Third party support for fees and lease terms. 

• Sublease Agreements:  A sublease from Master Tenant Partnership back to Developer Partnership or 
a Principal is not permitted unless required by an unrelated third party. 

 



• Investor’s Minimum Unconditional Contribution:  Investor must contribute and 
maintain an unconditional investment (not protected against loss), at least 
equal to 20% of the Investor’s total expected capital contribution, before the 
date the building is placed in service. 

– Contribution of promissory notes or other obligations are not included.  
 

• Contingent Consideration:  At least 75% of the Investor’s total expected capital 
contribution must be fixed in amount before the Building is placed in service. 

– Contributions must be determinable obligations that are not contingent in amount 
or certainty of payment. 

Revenue Procedure 2014-12 



Revenue Procedure 2014-12 

 
 

Impermissible 
Guarantees 

• Tax Structure Risk 
• Cash distributions or sale proceeds 
• IRS Audit Costs 
• Funded Guarantees 

Permissible 
Guarantees 

• Actions needed to generate HTCs 
• Omissions that cause recapture or loss of 

HTCs 
• Completion Guarantees, Operating Deficit 

Guarantees, Environmental Indemnities, 
PROVIDED they are not funded 



Revenue Procedure 2014-12 

• Loans:  Principal, Developer Partnership or MT Partnership may not loan any 
funds to the Investor or guarantee any debt connected to the Investor’s 
acquisition of its partnership interest. 

• Purchase Rights:  Neither the Principal nor the Partnership may have a call 
option or other contractual right to purchase the Investor’s interest at a future 
date. 

• Sale Rights:  Investor may not contractually require the Principal or any person 
involved in any part of the rehabilitation to purchase or liquidate the Investor’s 
interest for a price greater than FMV. 

 

 
 



Bifurcated Investment Model 



Another Bifurcated Investment Model 



Separate Investor Model - Direct 



Reg. Section 1.50-1 
• 50(d) income -- The amount of the HTC must be included in the lessee’s gross 

income, ratably, over shortest recovery period applicable under Section 168 
 

• If the lessee is a partnership, each partner claiming the credit must include its 
share of the 50(d) income in gross income 
 

• 50(d) income is an item of partner income, rather than a partnership item 
 

• Does not increase a partner’s outside basis in its interest in the lessee 
 



Qualified Leasehold Improvements 

• Qualified Leasehold Improvement Property (QLIP) -- added by AJCA of 2004 and made permanent by 
the PATH Act of 2015 
 

• Encouraged improvements to leased nonresidential real property by allowing recovery of costs over 
15 years, rather than 39 
 

• QLIP =  Improvements to an interior portion of a building that is nonresidential real property: 
 

– Made under or pursuant to a lease, by the lessor, lessee or sublessee of such portion of the building 
 

– Improved portion of the building is used exclusively by the lessee (or any sublessee) of such portion 
 

– Improvements PIS more than 3 years after the building was first PIS 



Qualified Leasehold Improvements 

• QLIP does not include – any improvement for which the expenditure is 
attributable to: 
 

– Enlargement of the building 
 

– Any elevator or escalator 
 

– Any structural component benefitting a common area 
 

– Internal structural framework of the building 



Qualified Leasehold Improvements 

• Issue:  May result in acceleration of some 50(d) income.   
 

– If some QREs are depreciated over 15 years, a portion of the 50(d) income will be reported over 
the same period 

 

• Questions/Possible Solutions 
 

– Are the improvements made pursuant to a lease?  
 

– What does it mean to say that QLIP is PIS at least 3 years after the building was first PIS? 
 

– Consider the allocation of losses under landlord partnership agreement 

 

 



Tax-Exempt Use Property 
• “Qualified rehabilitation expenditures” attributable to “tax-exempt use property” are 

not eligible for the historic tax credit.  
 

• Tax-exempt use property generally means any property that is leased to a tax 
exempt entity in a “disqualified lease”.   However, QREs are disallowed only if more 
than 50% of the property is leased to tax-exempt entities in disqualified leases.  
 

• A disqualified lease is any lease to any tax-exempt entity in which: 
– Part or all of the property was financed with tax-exempt financing in which the tax-exempt 

lessee participated;  
– The lease contains a fixed or determinable purchase option;  
– The lease term is in excess of 20 years; or  
– The lease occurs as part of a sale-leaseback.  



Tax-Exempt Use Property 
• In the case of a partnership with a partner that is a tax-exempt entity and a partner 

that is not a tax-exempt entity, tax-exempt use property also includes the tax-
exempt partner’s proportionate share of the property, unless: 

– The partnership agreement contains qualified allocations; or 
– The property is used predominately in an unrelated tax or business.     

 
• However, a tax-exempt sponsor may form a blocker entity that (i) is or elects to be 

taxed as a corporation for federal income tax purposes and (ii) makes an election 
under Section 168(h) to not be treated as a tax-exempt entity.    If these elections 
are made, income received by the tax-exempt sponsor with respect to the blocker 
entity will generally be treated as UBTI.      
 



Case Study - The Pythian - History 

• Pythian Temple - Built by Samuel L. Green for the Colored 
Knights of Pythias, a late 19th/early 20th century 
fraternal order, in 1909 

• A hub for New Orleans African American community, with 
lodge rooms, a barbershop, a theater, a bank, an opera 
house, and an auditorium/dance hall 

• Tenants included many African American businesses: 
Industrial Life Insurance Company of Louisiana, the 
Peoples Benevolent Industrial Life Insurance Company of 
Louisiana and Negro Board of Trade 

• In the 1940s, the Pythian became a wartime hiring office 
for Andrew Jackson Higgins, who built the Higgins boats 
that President Eisenhower famously said “won the war” 
 



Case Study - The Pythian - Rediscovery 

• Building was “modernized” in 1957 with a metal 
slipcover (cladding) in order to match the recently built 
New Orleans City Hall 

• Ecclectic mix of uses followed and building fell into 
disrepair prior to Hurricane Katrina 

• Extensive flooding damage led to gutting  
• Building had been vacant until rediscovered by Green 

Coast Enterprises who partnered with Crescent City 
Community Land Trust for redevelopment 
 



Case Study - The Pythian - Future 

• Opportunities and challenges for post-Katrina 
downtown redevelopment 

• Downtown Development District 
• Nexus to central business district, biomedical district, 

main library, sports and entertainment district 
• Local redevelopment zone, medically underserved 

area, food desert 
• Redevelopment addresses multiple community needs 

– 69 mixed-income apartments; 36% affordable 
– 20,000 square feet (3 floors) of commercial space 
– LEED certified 
– Accessible to transportation and urban amenities 



Case Study - The Pythian – “But For” 

The NMTC Allocation allows for community serving 
uses in rapidly changing market:  
• Creation of a Federal Qualified Health Center and 

additional medical office space 
• Nonprofit office 
• Mixed Income residential units with affordable 

housing set aside 
• Rentable space for a public market/food hall 

providing fresh food offerings in a USDA Food 
Desert; job incubation for small and medium 
sized vendors 
 



Case Study - The Pythian - Financial Info 

• $28 MM Total 
Development Cost 

• $5.46 MM NMTC 
• $5.64 MM Federal HTC 
• $7.13 MM LA State HTC 

 



Case Study - The Pythian - Structure Chart 



Case Study - The Pythian - Community Impacts 

• 233 Full Time Equivalent (FTE) construction jobs 



Case Study - The Pythian - Community Impacts 

• 80 new FTE positions with project tenants 
• 34 retained FTE positions with project 

tenants 
• 60% of tenants will be woman-owned or 

minority/women-controlled 



Case Study - The Pythian - Community Impacts 

• 50% of participants served 
at FQHC will be low-income 
persons 

• 25% of USDA Food Desert 
customers will be low-
income persons 



Case Study - The Pythian - Community Impacts 

• 8k sf of office space for non-profits who otherwise could not afford to work 
downtown 
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