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DATE: April 29, 2016

RE: ADOPTION OF NEW RULES FOR TAXATION OF SUBSIDIZED
AFFORDABLE HOUSING

On December 15, 2015, the State Board of Equalization adopted new rules (a copy of which
is attached to this bulletin as Exhibit 1) addressing the taxation of subsidized affordable housing. The
purpose of these rules is to define the value of subsidized affordable housing for property taxes in a
manner that is certain and predictable, that furthers the federal incentives to assure a reasonable
affordable housing supply, and that comports with state constitutional standards for ad valorem
taxation. The Attorney General’s office has approved the rules, and we filed them with the Secretary
of State on April 21, 2016. The rules will become law on July 20, 2016.

Under Rule 0600-10-.07, after these rules take effect, they shall apply to the tax period
beginning January 1, 2016 and all subsequent tax periods. Because of the late effective date of the
rules this year, though, there will need to be a modified first year implementation. Since taxpayers
have already missed the March 1 deadline to file an Election Form for LIHTC property (“Election

Form”), the assessor should allow late filing this year (by June 1) and then send an assessment change
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notice once the Assessor completes the 2016 assessment for these properties (under Tenn. Code Ann.
§67-5-508(b)). If the taxpayer misses the June 1 deadline, the taxpayer can submit the Election Form
at the county board of equalization (as is permitted with the tangible personal property schedule). If
the taxpayer misses both the 2016 deadline and the county board of equalization adjustment, the 2016
assessment is final, but the assessor could accept a first time Election Form from the taxpayer for

2017. The taxpayer can appeal the restricted use component of his property on the usual appeal

schedule.

These proposed rules establish acceptable methods for property tax valuation of affordable
housing in three categories: 1) Internal Revenue Code §42 LIHTC (tax credit) housing; 2) loan
subsidized rural rental housing (§515 Housing Act of 1949); and 3) loan-for-credit housing (§1602
American Reinvestment and Recovery Act of 2009). In each of these categories, the rules attempt to
measure the property value contribution of the subsidy as a source of income or avoided expense
supplementing restricted (below-market) property rents. The proposed methods are derived from

value approaches approved in property tax appeal rulings involving these property categories.

Below please find a short description of the substance of the rules with respect to each of the

three categories of properties:

1) Internal Revenue Code §42 LIHTC (tax credit) housing;

Rule 0600-10-.03" will permit the owner of a new or existing” §42 LIHTC (tax credit) housing

property to elect one of the following methods of attributing value to the credits:

1. Declining value. The tax credit subsidy would be valued as the
present value of all remaining (unused) tax credits as of January 1 of
the assessment year at issue; or

! The method set forth in Rule 0600-10-.03 is derived from the value approach approved by the Tennessee Court of
Appeals in Spring Hill, L.P., ef al. v. Tennessee State Board of Equalization, 2003 WL 23099679 (December 31, 2003).

2 For existing §42 LIHTC (tax credit) housing as of the effective date of the rules, the taxpayer shall also elect one of the
above options, but just for the remaining period of the subsidy.




Bulletin Number 2016-02

April 29,2016

Page 3 of 4
2. Level value. The tax credit subsidy would be valued for each year
the credits continue, as the average of annual values of remaining

credits over the applicable Land Use Restrictive Agreement
Compliance Period (usually fifteen years).

Attached as Exhibit 2 are examples contrasting a conventional (unsubsidized) property

valuation with valuations of a tax credit property using each of the election methods described above.

Attached as Exhibit 3 is a 2016 Election Form, under which the taxpayer can notify the
assessor of his election under Rule 0600-10-.03(3). As you can see on the form, pursuant to Rule
0600-10-.06(1), if the taxpayer fails to notify the assessor of the taxpayer’s election, the assessor shall
choose either the “Declining Value” option outlined in Rule 0600-10-.03(3)(a) or the “Level Value”
option outlined in Rule 0600-10-.03(3)(b) and apply that method for each year until the particular
property’s subsidy is exhausted. The 2016 Election Form (Exhibit 3) explains why the Assessor may
want to elect the Level Value option if the taxpayer has not filed an election form by the 2016

deadline.

2) Loan subsidized rural rental housing (§515 Housing Act of 1949):

Rule 0600-10-.04° states that §515 rural rental (loan interest) subsidized housing will be
valued by adding additional property income in the income approach to value, representing the
difference between actual amortization and a typical (market) loan amortization for the year at issue.
This may require a periodic redetermination by the assessor regarding a typical market loan
amortization for each year the subsidy continues. Attached as Exhibit 2 are examples of valuing §515

property under this rule.

3) Loan-for-credit housing (§1602 American Reinvestment and Recovery Act of 2009):

3 The method set forth in Rule 0600-10-.04 is derived from the value approach approved by the Assessment Appeals
Commission in the Appeal of Troy Place Apartments (Final Decision and Order issued 11/12/93).
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Rules 0600-10-.05% states that §1602 forgivable loan housing will be valued by adding
additional property income in the income approach to value, representing the amount of loan principal
forgiven for the year at issue. Attribution for §1602 properties will continue for each year a portion

of loan principal is forgiven. Attached as Exhibit 2 are examples of valuing §1602 property under

this rule.

Implementation for New Versus Existing Properties:

Rule 0600-10-.06 sets forth the requirements to implement the value methods described in
these rules for both new and existing properties. The restricted use component of value will be updated
by the assessor when the county is reappraised, or more often if the assessor is provided more current
property information or if the assessor is ordered to adjust the value in an appeal. These rules should
resolve how subsidies are reflected in the taxable value of subsidized housing properties, but there
still may be disputes and appeals regarding components of the (restricted use) income approach
portion of the property value. These might include, for example, vacancy, expense, and cap rates in

the (restricted use) income approach.

Please feel free to contact your Division of Property Assessments’ area office for further

guidance on this issue.

4 The method set forth in Rule 0600-10-.05 is derived from the value approach approved by the Assessment Appeals
Commission in the Appeal of Sevierville Senior Apartments, LP, et al. (Final Decision and Order issued 12/5/14).
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Substance of proposed rules:

Chapter 0600-10
Subsidized Affordable Housing

0600-10-.01 Purpose

The purpose of these rules is to define the value of subsidized affordable housing for property taxes in a manner
that is certain and predictable, that furthers the federal incentives to assure a reasonable affordable housing
supply, and that comports with state constitutional standards for ad valorem taxation.

Authority: T.C.A. §§ 4-3-5103 and 67-1-305.
0600-10-.02 Definitions
As used in these rules, unless the context otherwise requires:

(1) “Low-income housing tax credit (LIHTC) property” means low-income housing property restricted under
government regulations pursuant to § 42 of the Internal Revenue Code of 1986, codified in 26 U.S.C. §

42, the low-income housing tax credit program;

(2) “Rural rental housing property” means property financed or refinanced by a loan made, insured, or
guaranteed by a branch, department, or agency of the United States government under § 515 of the
Housing Act of 1949, codified in 42 U.S.C. § 1485, the rural rental housing program;

(3) “Section 1602 affordable housing” means low-income housing property restricted under government
regulations pursuant to § 42 of the Internal Revenue Code of 1986, codified in 26 U.S.C. § 42, but for
which credits have been surrendered in return for a loan, as authorized by § 1602 of the American
Reinvestment and Recovery Act of 2009;

(4) “Subsidized affordable housing” means property participating in federal programs to incentivize private
housing investment in return for rent concessions to needy tenants. These programs include, but are not
limited to, those authorized under the § 515 Rural Rental Housing program, § 42 of the Internal Revenue
Code of 1986, or § 1602 of the American Reinvestment and Recovery Act of 2009; and

(5) “Taxpayer” means any owner of property subject to taxation or any party liable for property taxes.
Authority: T.C.A. §§ 4-3-5103 and 67-1-305.

0600-10-.03 Determining Value for LIHTC Property

(1) The taxable value of LIHTC property shall consist of a restricted use component and a component
representing the economic benefit of the subsidy to the property owners.

(2) The restricted use component shall be the income approach value resulting from using actual rents paid
or payable by needy tenants and by such factors for vacancy, collection loss, expenses, reserves, and
capitalization rates as are typically experienced by comparable properties in the area in which the
property is located or economically comparable areas.

(3) With regard to the value of the subsidy component, a taxpayer of low-income housing tax credit property

shall elect to either:
a. Have the assessor include in the assessor's annual appraisal the present value of all future tax
credits for each of the unused tax credit years remaining on the property,; or
b. Have the assessor include in the assessor's annual appraisal, instead of the present value of all
future tax credits, the average annual present value of the credit as calculated in (3)(a) above,
based on the Compliance Period provided for in the Land Use Restriction Agreement for the

particular property being valued.

Authority: T.C.A. §§ 4-3-5103 and 67-1-305.
S$S-7039 (December 2015) 2 RDA 1693




0600-10-.04 Determining Value for Section 515 Rural Rental Housing Property

(1) The taxable value of rural rental housing property shall be calculated by the income approach value
resulting from using actual rents paid or payable by needy tenants plus the loan subsidy income attributed
to the property for the year at issue. Additional income approach factors for vacancy, collection loss,
expenses, reserves, and capitalization rates shall be based on those typically experienced by comparable
properties in the area in which the property is located or economically comparable areas.

(2) The loan subsidy income attributed to the property shall be the difference between actual loan
amortization and a typical market loan amortization for the year at issue.

Authority: T.C.A. §§ 4-3-5103 and 67-1-305.
0600-10-.05 Determining Value for Section 1602 Affordable Housing

(1) The taxable value of §1602 affordable housing property shall be calculated by the income approach value
resulting from using actual rents paid or payable by needy tenants plus the forgivable loan income
attributed to the property for the year at issue. Additional income approach factors for vacancy, collection
loss, expenses, reserves, and capitalization rates shall be based on those typically experienced by
comparable properties in the area in which the property is located or economically comparable areas.

(2) The forgivable loan income attributed to the property shall be the amount of loan principal forgiven for the

year at issue,
Authority: T.C.A. §§ 4-3-5103 and 67-1-305.

0600-10-.06 Implementation

(1) The assessor shall implement the value methods required by these rules as of January 1. For each
LIHTC property, the taxpayer shall notify the assessor of the taxpayer's election pursuant to rule 0600-10-
.03(3) and provide documentation necessary to permit the assessor to apply the method elected. If a
taxpayer for a LIHTC property fails to notify the assessor of the taxpayer's election hereunder, the
assessor shall choose one of the valuation methods provided in rule 0600-10-.03(3) and apply that
method for each year until the particular property's subsidy is exhausted. The assessor shall update the
subsidy component of a LIHTC property assessment as appropriate to the alternate method as provided
in these rules. The assessor shall update the restricted-use component of a LIHTC property assessment
on the occasion of any county-wide reappraisal, or upon being directed by the county or state board of
equalization to update the valuation for a year in which the assessment is properly appealed.

(2) The taxpayer shall be bound by the method it elected under rule 0600-10-.03(3) for each year until the
subsidy is exhausted. Existing properties in operation on the effective date of these rules shall be valued
by the method elected by the taxpayer under rule 0600-10-.03(3) for the remaining period of the subsidy.

Authority: T.C.A. §§ 4-3-5103 and 67-1-305.

0600-10-.07 Effective date

After this chapter takes effect, these rules shall apply to the tax period beginning January 1, 2016 and all
subsequent tax periods.

Authority: T.C.A. §§ 4-3-56103 and 67-1-305.

S$S-7039 (December 2015) 3 RDA 1693




* If a roll-call vote was necessary, the vote by the Agency on these rulemaking hearing rules was as follows:

| Board Member Aye No | Abstain Absent

Bennett
| Burchett
| Hargett
Lillard
Roberts
Tarwater
Wiilson

XX XX} [X|x

| certify that this is an accurate and complete copy of rulemaking hearing rules, lawfully promulgated and adopted
by the State Board of Equalization on December 15, 1015 and is in compliance with the provisions of T.C.A. § 4-

5-222.
| further certify the following:

09/16/15

Notice of Rulemaking Hearing filed with the Department of State on:
11/06/15

Rulemaking Hearing(s) Conducted on: (add more dates).

Date: April 8, 2016

L Signature: [CQ/Q/B‘;Q g %—U\M

o=
TN Name of Officer: _Kelsie E Jones
RS E I I_-E__:
B e Title of Officer: _ Executive Secretary, SBOE LTI
i o— -t MeY Mag. Y,
MY S SR it S L7
Ld -~ 2 it . . St OV
) as d Subscribed and sworn to before me on: /E& ,/7 AR K £ Qf.’-ég N
o= s 7 & R Swn el
. = &S Notary Public Signature: ( /hm,é/ {/_’%Mz»( % ;s
oW f/ Z - - 5
« My commission expires on: & /7] Gﬁ%@: AT, A
rd ”;' \\
L1y I\

All rulemaking hearing rules provided for herein have been examined by the Attorney General and Reporter of the
State of Tennessee and are approved as to legality pursuant to the provisions of the Administrative Procedures

Act, Tennessee Code Annotated, Title 4, Chapter 5.
Akt Matr, T

Herbert H. Sfatery Il
Attorney General and Reporter

M 17" 2216 Date

Department of State Use Only

Filed with the Department of State on: Y ! 216
Effective on: Foo it
! 1
4 RDA 1693
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HOUSING COMPLEX
INCOME APPROACH

SPREADSHEET

Below are the types of housing complexes that can be valued using the
form.

Conventional Complexes
Section 8

Section 236

Section 515

Section 42

Section 1602

Section 42 and Section 1602
Section 515 and Section 42
Section 221

XIS

This document pertains to Section 515 (Number 4 above),
Section 42 (Number 5 above), Section 1602 (Number 6 above),
Section 42 and Section 1602 combination (Number 7 above), and

Section 515 and Section 515 combination (Number 8 above).

EXHIBIT




EXAMPLE COUNTY (- i b
2016 SUBSIBIZED APARTMENT INCOME APPROAC Controls the
Type of Subsidy
B NESS/PROPERTY NAME: LIHTC ESTATES 5 and the
Click on this PARCEL NUMBER: 001-001. I
bl 2014 ASSESSORS REAL PROP VAL: | $4.5765.400 ~ Valuation
=t r Process
G I PROPERTY INFORMATION AVE UNIT .
Downlist GROSS FOOTAGE:| 71,060 | LAND SIZE S):  13.93 ' SIZE (SF) |sALES]
: A YEAR BUILT: 2010 CRE: 3.16 1,615 1.0000
TYPE OF SUBSIDY/SUBSIDIES: 4. Section 515 | Interest Subsidy - USDA
SUBJECT
SUBJECT RENT SUBJECT EXPENSES VACANCY
APT TYPE | # UNITS | RENT/MO | ANNUALIZED CATEGORY AMOUNT {Calendar Yr)
3 BDRM-A 24 $650 $187,200 2015
4 BDRM-A 14 $750 $126,000 Administration $47,466
3 BDRM-B 3 $650 $19,800 Payroll Related $55,500
4 BDRM-B 2 $609 $14,616 Marketing & Leasing $4,301
3 BDRM-C 1 30 Repairs & Maint $19,556
Insurance Expense $11,520
Utilities $68,234
TOTALS: 44 $658 $347,616 Res for Replacement $11,000
CONCESSIONS: B
POTENTIAL GROSS INCOME: $347,616 EXPENSE TOTALS: $217,577
~ INCOME ANALYSIS B CAP RATE CALCULATION ~ TAX CREDIT Disbursal & Compliance Yrs |
Enter "% Or $" Below ——> | * $ County Tax Rul:e $2.7-lilll Tax Credit . Year Present Value
POTENTIAL GROSS INCOME: T sun.66 City Tax Rate: $1.4200 $ 125,000 2011 & :
-V & C LOSS: S Eff Tax Rate: 1.66:40% 3 497,797 2012 ]
+MISC INCOME;|  2.0% Capitalization Rate: T 7.00% $ 497,797 2013 $
EFFECTIVE GROSS INCOME: $337.188 I 497,797 2014 %
-EXPENSES: | S217.577 S 497,797 2015 $
+LOAN SUBSIDY: sos,608[ | LOAN SUBSIDY § 497797 | 2016 3
NET OPERATING INCOME: $185,216 Type Subsidy 516 [ f % 497,797 | 2017 ]
MTG:EQUITY OVERRIDE CAP RATE 10.65% Compliance Year 1988 b 497,797 2018 |
PRELIMINARY INC VALUE $1,738,300 Total Term -Years: 50 § 497,797 2019 @
+ ADD EXCESS LAND: S Loan Amount: $1,000,000 % 497,797 2020 $
- LESS PERSONAL PROPERTY: $2.200 Market %: 9.00% 8 372,797 | 2021 L]
+ TAX CREDITS| 5 = Subsidized %: 1.00% § - 2022 5
- TAX CREDITS - PROPERTY TAXES S0 Years Remaining: 22 8 - 2023 ]
PRELIMINARY REAL FROPERTY $1,736,300 Mkt Amortization: $91,028 3 - 2024 $ -
! 100.00% Actual Amort: | $25,423 ] - 2026 8
Principal & Int Subsidy: ‘ $65,605 1§ Yo Ave,Egment Yulue u'l“'; it et
PROP $1,736,300 "~ MORTGAGE EQUITY CAPITALIZATION RATg:, N s 99%
v ALUE 4 (Need "LOAN SUBSIDY" lnfu Ahoy_-l‘llhd.lnml_.
Eq‘ﬂ? Yield 9.00% ‘ Lo to J 90.00% * App' ar 0.00%
% | -Depr) %
EXP 6 T | 84,945 65% : PER UNIT __ PER FOOT
COMMENTS: i f‘nx Cr/ejf: Pro:?‘a(:as- I :Eﬂlf“ x 1.646::0‘#’?6 IBAE I:NHG 50 . _{ ‘ VALUE { $39,461 $24.44




SECTION 515 HOUSING

State Board of Equalization (SBOE) Rule 0600-10-.04 states that §515 rural rental (loan
interest) subsidized housing will be valued by adding additional property income in the
income approach to value, representing the difference between actual amortization and a
typical (market) loan amortization for the year at issue. Current DPA procedure is to utilize
the subject’s mortgage interest rate. This treatment is consistent with audited income and
expense statements and their calculations of the interest subsidy. Use of an alternative
interest rate would be at the owner’s request and subject to the viability of the information

and analysis provided by the owner. (See below for Spreadsheet treatment of SBOE Ruling.)

EXAMPLE COUNTY
SUBSIDIZED APARTMENT INCOME APPROACH

'BUSINESS/PROPERTY NAME: LIHTC ESTATES
S AREEE ROMEER . et 001 o
2014 ASSESSORS REAL PROP VAL: 84,765,400
| GROSS FOOTAGE: | 71,060 LAND SIZE (ACRES):|  13.93
YEAR BUILT: ,' 2010 UNIT/ACRE: |  3.16 1,615 1.0000
[ TYPE OF SUBSIDY/SUBSIDIES: 1 4. Section 515 <] =L
o _ susJECT
APTTYPE | # UNITS | RENT/MO [} oo v (Cotontas
3BDRM-A 24 *m  Sogion S48 omd S4ch T 2015
41BDRM-A 14 £750 8. Section 221 i/ i 5%
3 BDRM-B 3 $550 $19.800 | | Payroll Related $55.500 20142

SUBSIDIZED APARTMENT INCOME APPROACH
BUSINESS/PROPERTY NAME: LIHTC ESTATES
PARCEL NUMBER: 001-001.0
2014 ASSESSORS REAL PROP VAL: $4 ;400
4
R AVE —~oie
GROSS E.‘G_OTJ_\_GE-: 71,060 _SIZE {Bﬂ ES RATIO
YEAR BUILT: 2010 \ 1,615 1.0000
[ TYPE OF SUBSIDY/SUBSIDIES: | 4. Section 515 | Interest Subsidy - USDA iy Y
= ———— SUBJECT
i _ BUBJECT RENT SUBJECT EXPENSES VACANCY
APT TYPE | # UNITS | RENT/MO | ANNUALIZED CATEGORY AMOUNT (Calandar ¥r]
3 BDRM-A 24 $660 $187.200 ) zﬂi e
4 BDRM-A 14 $750 $126,000 Administration $47,466 5%
3 BDRM-B 3 $660 19,800 Payroll Related 655.500 2014




SECTION 515 HOUSING cont...

Capitalization Rate

The default Capitalization Rate is determined by the Mortgage: Equity Method. This

spreadsheet compares the RERC (Real Estate Research Corporation) Published Going-In Rate

with that calculated using the Mortgage: Equity Method and chooses the higher rate.

2016 | SUBSIDIZED APARTMENT INCOME APPROACH
BUSINESS/PROPERTY NAME: ‘ LIHTC ESTATES
PARCEL NUMBER: 001-001.00
2014 ASSESSORS REAL PROP VAL: $4,765,400
PROPERTY INFORMATION AVE UNIT 2016
GROSS FOOTAGE: 71,060 ] LAND SIZE (ACRES): | 13.93 SIZE m SALES RATIO
YEAR BUILT: 2010 | UNIT/ACRE: 3.16 1,615 1.0000
| TYPE OF SUBSIDY/SUBSIDIES: 4. Section 515 | Interest Subsidy - USDA i
SUBJECT
SUBJECT RENT SUBJECT EXPENSES VACANCY
APT TYPE | # UNITS | RENT/MO | ANNUALIZED CATEGORY AMOUNT (Calendar ¥r)
3 BDRM-A 24 $650 $187.200 2015
4 BDEM-A 14 $750 $126,000 Administration $47,466 5%
3 BDRM-B a $550 $19.300 Payroll Related $55,500 201.
4BDRM-B 2 $609 511,618 Marketing & Leasing $4,301 oY%
3 BDRM-C 1 $0 Repairs & Maint $19,556 201,
Insurance Expense 811,520 o%
Utilities $68,234
TOTALS: 44 | $()58 $34’7.616 Res for Replocement r $11,000 . TAX
CONCESSIONS: CREDIT
POTENTIAL GROSS INCOME: $347,616 EXPENSE TOTALS: $217,577 Discount Rate |
5.00%
"_ INCOME ANALYSIS __CAP RATE CALCULATION | [ TAX CREDIT Diskursal & Compliance Yra |
Enter " Or 3" Balow ——> | % 3 County Tax Hate: $2.7400 Tax Credit ~~ Year  Present Valu
POTENTIAL GROSS INCOME: $347,616 City Tax Rate: | $1.4200 $ 126,000 2011 1% -
-V & C LOSS: S0% Eff Tax Rate: | L.6640% $ 497,797 2012 $
+MISC INCOME:| 0% Capitalization Rate: | 7.00% | |§ 497,797 013 8
EFFECTIVE GROSS INCOME: $337,188 i RATE 10.71% $ 197,797 2014 )
-EXPENSES:| Su7s17 $ 197797 2015 s
SLOAN SUBSIDY; siseod| [ LOAN SUBSIDYJ| $ 497,797 2016 $
NET OPERATING INCOME: SI85,216 Type Subsidy 515 £ 497,797 2017 E
MTG:EQUITY OVERRIDE CAP RATE| | 10.71% Compliance Year 1988 § 497,797 2018 $
PRELIMINARY INC VALUE \$|,728,?ﬂ|| Total Term -Years: 50 3 497,797 2019 %
+ ADD EXCESS LAND: ) Loan Amount: $1,000,000 2 497,797 2020 | s
- LESS PERSONAL PROPERTY: 2,200 Market %: 9.00% $ 378,797 2021 $
+ TAX CREDITS| 5 - Subsidized %: L.00% $ - 2022 $
~TAX CREDITS - PROPERTY TAXES S1) Years Remaining: 22 § - 2023 £
PRELIMINARY REAL PROPERTY| $1,726,50 Mkt Amortization: $91.028 § . 2024 s
X _COUNTY SALES RATIO; 100.00% Actual Amort: 325,423 3 - 2025 3 -
\\rincipal T Suhfd}': $65,605 15 Yr Ave. Present Value II ] .
REAL —— - - — -
PROP $1,726,500 N JASE EQUITY CAPITALIZATION RATE 9.05%
| "LOAN SUBSIDY" Info Above Filled in Also) S > -
JALGE B Loan to Il or B
L00% ﬁl_}_‘!!,* | 95.:::’13/% 0.00%
T— [ PER UNIT | PER FOOT
| VALUE | 830,230 §24.:30
Valuation Fields Affected by Choosing Section 515 Housing.




SECTION 515 HOUSING cont...

Subject Property Mortgage information is needed for this valuation process. This would
include the principal amount, the loan term in years, and the market interest rate. Section
515 loans are usually at a 95% Loan:Value Ratio. RERC also provides the owner equity rate or

the % return rate that the owner expects on their out-of-pocket portion of the project cost.

2016 | SUBSIDIZED APARTMENT INCOME APPROACH
BUSINESS/PROPERTY NAME: LIHTC ESTATES
PARCEL NUMBER: 001-001.00
201_4‘ASSESSORS REAL PROP VAL: | $4,765,400
PROPERTY INFORMATION AVE UNIT 2016
GROSS FOOTAGE: | 71,050 LAND SIZE (ACRES): . 13.93 SIZE (8F) |SALES RATIO
YEAR BUILT: | 2010 UNIT/ACRE: 3.16 1,015 1.0000
[ TYPE OF SUBSIDY/SUBSIDIES: | 4. Section 515 | Interest Subsidy - USDA
SUBJECT
SUBJECT RENT SUBJECT EXPENSES VACANCY
APT TYPE | # UNITS | RENT/MO | ANNUALIZED CATEGORY AMOUNT {Calendar Yr)
3 BDRM-A 24 3650 $187,200 2015
4 BDRM-A L4 3750 $126,000 Administration 847,466 5%
3 BDRM-B 3 8550 $19,300 Payroll Related $55,500 201
4 BDRM-B 2 $609 $14,616 Marketing & Leesing 94,301 0%
3 BDRM-C 1 $0 Repairs & Maint $19,556 201,
[nsurance Expense $11,520 0%- o
Utilities 368,234 E—
TOTALS: 44 8658 $347,616 Res for Replacement [ $11,000 TAX
CONCESSIONS: | CREDIT
POTENTIAL GROSS INCOME: $347,616 EXPENSE TOTALS: $217,577 Mmm
Enter % Or # Bolow ——)[ % $ County Tax Rare: $2.7400 Tax Uredit Yonr Present Value
POTENTIAL GROSS INCOME: 347,616 City Tax Rate: $1.4200 § 125,000 2011 ] -
vacLoss:| 50% Eff Tax Rate: | L6640% | |§ 497,797 2012 $
EMISC INCOME; 2.0% Cnpltnllxnlion Rate: « 7.00% ] 497,797 2013 ls
EFFECTIVE GROSS INCOME: 337,188 ____mu_tum /‘ 10.71% 5 497,797 2014 ]
-EXPENSES:| _ s207.577 s 497,797 2015 3
+LOAN SUBSIDY: $65,605| | IR d E] 497,797 2016 3
NET OPERATING INCOME: ~ sissale Type Subsidy / 5 & 497,797 2017 $
B [} T 10.71% Compliance Ygar 1988 8 497,797 2018 ]
PRELIMINARY INC VALUE $1,728,70M0 Total Term - enrs‘j 50 3 497,797 2019 ]
+ ADD EXCESS LAND: 0 $1,000,000 8 197,797 2020 | #
- LESS PERSONAL PROPERTY: 52,200 L 0.00% "\ $ 372,797 2021 §
+ TAX CREDITS| § = 100 § 8
~TAX CREDITS - PROPERTY. TAXES $0 22 8 s
PRELIMINARY REAL PROPERTY| $1,726,500 $91,028 3 s
X _COUNTY SALES RATIO; 100.00% $25,423 \\\ 8
e - ' e
4 65,60
REAL / l'ml.‘.lpﬂl-& [l.lt Subsidy | $65,605
PROP $1,726,500 MORTGAGE E
EEEy: Yield| 10.00%
- % | !
2,00 T | K 65% FO!
e ‘“*mgh o
Lo
Capitalization Rate is RERC Pulished "Going-in" rate. This ' Input Felds for Mortgage:Equity Methad.
Prograrm ¢ompales the MotlggatiEquibyRate cnd  "Equity Yield %" Is RERC Published Rate for IRR.
Capitalization rate and chooses the higher of the two.




SECTION 515 HOUSING cont...

The Section 515 complexes that were built in the 1980’s usually have Trust Deed references
that will tell you what the principal, interest rate, and loan term is. Trust Deed information
for Section 515 mortgages that took place in the 1990’s and beyond will usually have the
principal amount and the loan length but might leave off the interest rate. Below is a Trust

Deed example from 1987.

o} Pogition -
USDArFﬂHA RRECTED" “ A rs Resi t!:
Form BrHA 427-1 TH :
(Rew. 4.35] e g, 9 et e ose et e 10U, Togtrumn 1S

A, Wpmgton, (i, e el
JANES 3. WEBR, B5Q.

48 e

]
CLEVELAND, TN 37311

Adrerg
REAL ESTATE DEED OF TRUST FOR TENNESSER Page 903
THIS DEED OB TRUST is mads and entered inno by aed beowesn cle usdersiynsd
SKYVIEW TERRACE APTS,, LTD., & Tennessee Limlted Partnership
caslding i MO LgOmEryY Counry, T , whoes piasesing addrass
» —2601 Memorial Exkension. Clacksville T 37060,

= gramter(sh, horoim ealled "Bovrower,” and _JOIGEY W, CROW. State Direchor. Earmers
Home Administration, United States Department of Agriculture, Trustes

sa trusmee, herain called *Trustos," and the United Statss of America, acting through the Fasovery Home Administeation,
United States Deparement of Agriculture, as beneficlary, hocein called che “Gowernment,” and;

WHEREAS B is indebted to the G an evidenced by one or mare prominory neote(s) o dssumption
sipeomentis), heseln callsd “noce,” which bas heen sxecuted by Borrower, s payabls to the arder of the Government, suthoe
izen acealeration of the aatire indebtadness 3c the option of the Government upon any defalt by Botroweer, and it described

ag follows:)
Anmuol Ratn Due Daie of Finel
Date of [norumant Principal Amownt of Itarast Dncimenannt
June 19, 1387 $1,372,505.47 8 1/2% June 19, 2037
The inzeres et for [lnived farm ship or Bmired opeextisg hnn(thmmi b vhis Instrument
may be incrosand aftar 3 yeary, s provided n the Farmess Home Administration segulacions snd the acte.)

And the nows evidences a loan to Booower, asd the Government, 3% any time, may mrdnmnuul e the pay-
meent thereod pursuant o the Conmlidated Farns and Rueal Devalupmane Act, ar Title V of the Housng Act of 1949 ac sny
other statuste administered by the Farmers Home Admindcration;

And it i the purpose and incenc of chis Insoumens thut, smong other. thimg, -2l vinies whon the note [s held by B
Govornmant, or tn vhe evens dim Governmene. shanld a this imstrument withaut lnsusce of the nots, this imstrument
shall socuse payment of the wote: bur when tee sate s hold by an insised huldar, dvi (msrunasnc sall oot seoire payment of
the aote me aitach po the debe evidenced thereby, bt us to the mote and such dobe dall itute an indemniy Page to
sz the Goveenment againgt loss under ity insursiee contesst by reason of any defaule by Borrowes;

And this nurumens aleo wcures the nire of any intesest credit az subsidy which may be guated w thg Borower
by the Goverament pwrsaant to 42 URC, §m.

NOW, THEREFORE, in consideration of the loan(s) Bocrewer doas h Y, in, mll, comvey, and sisign unto
umee with general warranty the ﬁallnwlnpdmrﬁu(d propevty |hnﬂpd: ::glnf Tennamus, County{lns] of

Aobertson i

SEE EXHEIBIT "“A" ATTACHED



SECTION 1602 HOUSING

SBOE Rules 0600-10-.05 states that §1602 forgivable loan housing will be valued by adding
additional property income in the income approach to value, representing the amount of
loan principal forgiven for the year at issue. Attribution for §1602 properties will continue for

each year a portion of loan principal is forgiven. (See below for Spreadsheet treatment of

SBOE Ruling.)

EXAMPLE COUNTY
| 2016 | SUBSIDIZED APARTMENT INCOME APPROACH

| LIHTC ESTATES
’ 001-001.00
$4,765,400
GROSS FOOTAGE:| 71,050 | LAND SIZE (ACRES): | 13.93
YEAR BUILT: 2010 UNTT/ACRE:
[_TYPE OF SUBSIDY/SUBSIDIES: | &. Section 1602 5
3 soctm 236

s e g 3. Sestom x>
APT TYPE | # UNITS | RENT/MO
SEDEM-A u B0 [ enSis o S 7
4 BDRM-A 14 §750 5 Sechon 221
3 BDRM-B 3 2350 | $19.5800 Payroll Reluted

EXAMPLE COUNTY @ e
SUBSIDIZED APARTMENT INCOME APPROACH

 BUS  NAME: LIHTC ESTATES
3 mnmm 001-001.0
,| znummmvm $4,765,400

GROSS FOOTAGH: |
YEAR BUILT:
[ TYPE OF SUBSIDY/SUBSIDIES:
APT TYPE Hmrts mrmo ANNUALIZED AMOUNT
3 BDEM-A 24 $650 $187.200
4 BDRM-A 14 $750 $126,000 Administration $47,466
3 BDRM-B 3 $530 $19,800 Payroll Related $55,500




SECTION 1602 HOUSING cont...

In this example case the tax credit award was the equivalent of $497,797/year for 10 years.
Those credits were exchanged at $0.85/tax credit dollar for lump sum of $4,237,300. Below is

how to enter that information into the spreadsheet.

EXAMPLE COUNTY
SUBSIDIZED APARTMENT INCOME APPROACH

. BUSINESSIPROPERTY WE ; LIHTC ESTATES
[ PARCEL NUMBEK. 001-001.00
2014 ASSESSORS REAL PROP VAL: _ $4,765,400
~___PROPERTYINFORMATION |
GROSS FOOTAGE:,  71.050 LAND SIZE (AC : 12.93
YEAR BUILT: 2010 UNIT/ACRE: 3.16
| TYPE OF SUBSIDY/SUBSIDIES: 6. Bection 1602 Loan-Principal & Interest Waived | ¥
SUBJECT
~ SUBJECT RENT ; e i SUBJECT EXPENSES - YACANCY
__APT TYPE | # UNITS | RENT/MO | ANBUALIZED CATEGORY AMOURT Calomiar Ye}
3 BDRM-A 24 8650 $187.200 2015
4 BDRM-A 1 3750 $126.000 Administration 847466 5%
3 BDRM-B 3 3550 S19.80¢: Payroll Related 855,300 e L oeE Y]
4 BDRM-B 2 3609 $14.616 Marketing & Leasing $4.301 oN
3 BDRM-C 1 30 Repairs & Maint 519,556
Insurance Expense 311,520
Utilities 868,233
~ TOTALS: 44 $658 $347,616 Res for Replacement [ sm000
CONCESSIONS:
POTENTIAL G:ROSS INCOME: $347,6016 $217,577
'_ PO 0 A |
Wh s {a Tax Credit Year _Present Value
POTENTIAL GROSS INCOME: 347,616 City Tax Rate: $1.4200 $ 125000 o1 | f .
V&CLOSS| s0% Eff Tax Rate: | 16640% | |s 197397 1012 s
+MISC INCOME:| 2.0 Cay ; U s 197,797 2015 $
EFFECTIVE GROSS INCOME: 337,188 § 497,797 2014 £
EXPENSES:| 521,577 § 97797 2015 8
+LOAN SUBSIDY: 5282.087 | |s aeni97 2016 $
NET OPERATING INCOME: s401,607| | TypeSubsidy 1602 s 197,797 2017 '
- A ALIZA B8.66% Compliance Year 2011 ] 497,797 2018 |'s
PRELIMINARY INC VALUE 54,638,500 Total Terry -Years: ]‘15 s 497,797 2019 $
+ ADD EXCESS LAND: S0 $ 197797 2020 ]
- LESS PERSONAL PROPERTY: 52,200 ] 372,797 2021 )
+ TAX CREDITS| 3 - ] 2022 s
~IAN CEBERITS - PROPERTY TAXES S0 $ = 2023 £
PRELIMINARY REAL FROPERTY|  $4,636,300 $ 2024 |8
100.00% 8 2026 | 8
2016 Present Val | $
$4,636,300




SECTION 1602 HOUSING cont...

The information entered for the Section 1602 loan results in a Principal and Interest Subsidy

that is inserted into the “INCOME ANALYSIS” portion of the spreadsheet.

SUBSIDIZED APARTMENT INCOME APPROACH
'BUSINESS/PROPERTY NAME: | LIHTC ESTATES
i PARCEL NUMBER: ' 001-001.00
& ASSFSSORS REAL PROP VAL: | $4,765,400
— PROPERTY mromuﬂon _ | |aveumrT | 2016
'GROSS FOOTAGE:] 71,050 | LAND SIZE (ACRES):| _ 13.93 _SIZE (SF) |SALES RATIO
YEAR BUILT: 2010 | UNFI/ACRE: | 3.6 1,615 1.0000
TYPE OF SUBSIDY/SUBSIDIES: 6. Section 1602 | Lozn-Principal & Int t Waived 1
= 5 R T J ] SUBJECT
. SUBJECT RERT SUBJECT EXPENSES | ' VACANCY
APT TYPE # UNITS | RERT/MO | ANNUALIZED CATEGORY AMOUNT | {(Calendar Yr)
3 BDRM-A 24 $650 $187,200 2015
4 BDRM-A 14 $750 $126.000 Administration $47.466 5%
3 BDRM-B 3 $550 $19,800 Payroll Related 855,300 . 2014
4 BDRM-B 2 3609 814,616 Marketing & Leasing $3,301 0%
3 BDRM-C 1 30 Repairs & Maint $19.556 BT 5 1 )
Insurance BExpense $11.520 0%
Uiilities $68.234
3 44 8658 $347,616 Res for Replacement 1 $11,000
CONCESSIONS:
POTENTIAL GROSS INCOME: $347.616 $217,577
= b, ok u‘r ]
Enter "% Or §” Below ——= % ] [ __Present Value
POTENTIAL GROSS INCOME: $347,616 City Tax Rate: | $1.4200 £ 125,000 ! 2011 BiE -
vacLoss:| san Eff Tax Rate: 1.6640% 3 497797 2012 %
+MISC INCOME:|  2.0% Cipltalization Rate: | 7.00% 3 197,797 2013 3
EFFECTIVE GROSS INCOME: S337,188 E 1 3 497,797 2014 §
m} 5217,577 3 497.797 2015 ]
; SIH2.087 $ 497,797 2016 $
$401,8%7 I = $ 497,797 2017 %
8.66% \ Compliance Year 2011 N 497.797 2018 3
S4.638, 300| Total Term -Years: 15 3 497,797 2019 S
i) Loan Amount: 34,231,300 ] 497,797 2020 |'s
$2.200 Market %: 1 0.00% s 312,197 2021 3
Subsidized %: 0.00% s | 2022 3
‘enrs Remaining: 10 $ 2023 3
t Amortization: $282,087 8 - 2024 &
\ \otual Amoit: $0 $ ” 2025 | %
Y J 2016 Prescat Val | $ -
N Principi] & Int Sub: $282,087
~ PROP $4,636,300 NY TTALIZ SEE N/A
- VALUER -
I = % 9.00% ;:;:*: 90.00% " Apgror 0.00%
com VALUE [T mroor




SECTION 42 HOUSING

This program was added to Section 42 of the Internal Revenue Code in 1986 in order to
provide private owners with an incentive to create and maintain affordable housing. It has
undergone some changes between 1986 and 2009 but retains its original purpose and basic

structure. Below is how to begin Section 42 income approach valuation.

EXAMPLE COUNTY
SUBSIDIZED APARTMENT INCOME APPROACH

BUSINESS/PROPERTY NAME: LIHTC ESTATES

001-001.00
$4,765,400
) A | 13.93
YEARBUILT: = 2010 |  UNIT/ACRE: 3.16 e
3 BDRM-A 2 $650 (7 Suuen 2 and Secten 142 i |t < G
4 BDEM-A 14 750 5. Section 271 s it $47.466 5%
3 BDRM-B 3 5330 $16,800 [ Pagrell Related $55.500 2014

EXAMPLE COUNTY
SUBSIDIZED APARTMENT INCOME APPROACH

~ BUSINESS/P \ME: | LIHTC ESTATES
. et 001-001.0
2014 ASSESS REAL PROP VAL;: $4 400

_____ PROPERTY INI
GEOEQFGDTAGE 71,050 13.93
YEAR BUILT: UNIT/AGRE: 2.16
[ TYPE OF SUBSIDY/SUBSIDIES: 5. Section 42 Tax Credits

I BDRM-A 24 sa50 $187,200
ABDRM-A 14 8750 $126,000 Administeation $47,466
3 BDRM-B 3 $560 910,800 Payroll Related 655,500

10



SECTION 42 HOUSING cont...

SBOE Rule 0600-10-.03 will permit the owner of a new §42 LIHTC (tax credit) housing property
to elect one of the following methods of attributing value to the credits:

1. Declining value. The tax credit subsidy would be valued as the present value
of all remaining (unused) tax credits as of January 1 of the assessment year at

issue; or

2. Level value. The tax credit subsidy would be valued for each
year the credits continue, as the average of annual values of
remaining credits over the applicable Land Use Restrictive
Agreement Compliance Period (usually fifteen years).

(See below for Spreadsheet treatment of SBOE Ruling.)

EXAMPLE COUNTY

$658

1 a4
CONCESSIONS:
POTENTIAL GROSS INCOME: $347,616

Bater NQr & Bolow —>] %
POTENTIAL GROSS INCONE: $347,616
V& C LOSS: 500

SMIEC INCOME;|  20%

EFFECTIVE GROSSE INCOME: $317.188
EXFENSES:| su7sTT
HLOAN SUBSIDY; |
HET OPERATING INCOME: 119,611
OVERALL N RATE:) 8.66%
PRELIMINARY (NG VALUR $1,381,200) Total Term -Years
+ ADD EXCESS LAND: s Loan Amaunt:
. LESS PERSONAL FROFERTY:| 52,200 Market %:
| *TAXCREDITS| 5 2,433,400 Subsidized

P $40,492 Yohrs Remaining

PRELIMINARY HEAL PROPERTY| 93,771,900 Ml Amortization:
m Actual Amori:

Principnl & Int Subsidy: %0 2016 Prosent Val |
#3000 ol i s i N/A
- — .3 9:00% / mw‘; 90.00% J'Fﬂ: '- :: a,00%
e L S3.06 [ RERF/UMIT]  w.. e — R
e lTaG rap Toxess % 1.6 .
[

11



SECTION 42 HOUSING cont...

“Declining” tax credits approach affects the spreadsheet in many fields and has a different

present value depending on the tax year listed in the tax credit disbursal schedule.

EXAMPLE COUNTY

| 2016 | SUBSIDIZED APARTMENT INCOME APPROACH

BUSINESS/PROPERTY NAME: | LIHTC ESTATES
PARCEL NUMBER: | 001-001.00
2014 ASSESSORS REAL PROP VAL: ‘ $4,765,400
e ~ PROPERTY INFORMATION Wi UNIT | 2016
GROSS FOOTAGE:| 71,050 | LAND SIZE (ACRES): _ 13.93 SIZE (SF) |sALES RATIO
\ YEAR BUILT: 2010 UNMCRE 3.16 1,615 1.0000
| TYPE OF suBs : 5. Section 42 Tax Credits Cma | g
A = SUBJECT
I 5  SUBJECT EXPENSES | VACAKCY
APT TYPE ANNUALIZED CATEGORY AMOUNT (Calendar Yr)
3 BDRM-A $187.200 2015
4 BDRM-A $126,000 Administration $47.466 5%
3 BDRM-B 319,800 Payroll Related $55.500 2014
41 BDRM-B $141,616 Marketing & Leasing $4,3012 S 0% 1
3 BDRM-C Repairs & Maint $19.556 2013
Insurance Expense $11.520 o%
Utilities $68.239
TOTALS: 44 $638 $347,616 Res for Replacement 811,000
CONCESSIONS:
POTENTIAL GROSS :xcoms:\ $347.616 EXPENSE TOTALS: $217,577

Enter™ Or §" Below —>| % s County Tax Rate: | G X : Present Value |
POTENTIAL GROSS INCOME: N\ s47616 City Tax Rate: = $1.4200 $ 125000 | 011 | 8 3,706,800
V & C LOSH: 0% Eff Tax Rate: = 1.6610% E3 197,797 | 2012 s 3,767,100
+MISC INCOME: L% ltahzahon Rate: s 497,797 3013 3 357,700
EFFECTIVE GROSS INCOME: \| $357.188 g s 197,797 2014 $ 3,142,800
-sxmmla:[ says77 5 197797 2015 § 2,791,600
+LOAN SUBSIDY: \ % ] $ 197797 s |8 243,400
NET OPERATING INCOME: sd‘e.au ’l‘ype Subsidy § 497,797 2 H 2,057,300
OVERALL CAPITALIZATION RATE:|  8.66%\ Compliance Year 2011 § 197,797 (662,300
PRELIMINARY INC VALUE 1,381,200 Total Term -Years: 15 $ s 1.247.600
+ ADD EXCESS LAND: Loan Amount: $4,231,300 $ $ 812,200
- LESB PERSONAL PROPERTY: $2,200 Market %: 0.00% K 1 £ 355,000

( 243340 Subsidized %: 0.00% $ 2022 §

540,492 Years Remaining: L0 2023 %

Mkt Amortization: $282,087 2024 $

Actunl Amort: 30 2025 $ -

/ zsoza Present Val | $ _2,433,400

E | PER UNIT .

$85,72

12




SECTION 42 HOUSING cont...

“Level Value” tax credits takes the sum of the present values of the remaining tax credits over
the life of the tax credit disbursal schedule. In the example shown, the present values from
2011 at $3,706,800 to 2021 at $355,000 (an 11 year period) are added together to equal
$25,423,800. That amount is divided over the 15 year “Compliance Period” to equal
$1,694,920/year. The present value of the tax credits during any of the years 2011 to 2025

would be $1,694,920. See below how this “Leveling” approach is done.

EXAMPLE COUNTY
[ 2016 | SUBSIDIZED APARTMENT INCOME APPROACH

3
4 BDRM-B 2 $609 $14,616 M kutisin i Lonbing sa.301 o%
1BDEM-C 1 s0 Repairs & Maint $19.556 2013
Insurancs Expense $11,520 o%
Gtilities $68,234

E 44 8655 §347.616 R for Replacement $11,000
CONCESSIONS:

POTENTIAL GROSS INCOME: $347,616 __ EXPENSE TOTALS: | $217.577
125,000 3,706,800
497,797 5 3,767,100
AMISCINCOMEY  20% 197,797 $ 3,467,700
EFFECTIVE GROSS INCOME: $337.188 [ |8 DADED CAP : 497,797 i 3,132,800
ERPENRES:| s11,577 497797 $ 2,791,600
+LOAN BUBSIDY; | [ 3 ] s 2,433,400
NET OFERATING INCOME; siveu | |1 Typ s 2,067,300
OVERALL CAPITALEZATION RATE:  B.66% Compliance Year 2011 $ 1,662,300
PRELIMINARY INC VALUE 51,381,200 Total Term -Years: 15 s 1,247,600
+ ADD EXCESS LAND: 50| Loan Amount: $4,231,300 $ 812,200
- LBSS PERSONAL PROPERTY: $2.200 Murket % 0.00% s 356,000
+TAX CREDITS| S5 1,694,920 Subsidized %: | 0.00% $ .

PROI : S8, 208 Yenrs Romaining: 10 s

Mkt Amortization: S252,047 s

Aotunl Amort 50 ¢

Principal & [nt Subsidy: 15 Yr Ave Presont Val | §

13



SECTION 42 HOUSING cont...

This “Leveling” approach is probably going to be exercised by owners of new Section 42
complexes. Owners of complexes in their 3" or 4" years of tax credit disbursal have already
borne the tax expense of the highest tax credit present values. It would not be cost effective

for them to take the “Leveling” approach. See spreadsheet changes below using this method.

EXAMPLE COUNTY

SUBSIDIZED APARTMENT INCOME APPROACH

BUSINESS/PROPERTY NAME: i LIHTC ESTATES
PARCEL um:m 001-001.00
2014 ASSESSORS REAL PROP VAL: $4,765,400
| GROSS FOOTAGE: 0 13.93 i I
| YEARBUILT: 2010 | Umqmcxm. 3.16 1615
[ TYPE OF SUBSIDY/SUBSIDIES: | 5. Section 42 | Tax Credits
SUBJECT
SUBJECT RENT , SUBJECT EXPENSES  VACARCY |
APT TYPE | # UNITS | RENT/MO | ANNUALIZED CATEGORY AMOUNT | (Calemtar ¥} |
3 BDRM-A 2 $650 SI87,200 2015
1 BDRM-A 14 8750 $1:26,000 Administration $47.966 5%
3 BDRM-B 3 8550 $19.500 Payroll Related $55.500 i 2014
4+ BDRM-B 2 3609 814.616 Marketing & Leasing $4.301 0%
3 BDRM-C 1 30 Repairs & Maint $19.556 2013
Insnrance Expense 811,520 0%
Utilities 568,234
TOTALS: 44 $658 $347,616 Res (or Replacement $11,000
CONCESSIONS:
POTENTIAL GROSS INCOME: $347,616 | EXPENSE TOTALS:
o s 5 | [ cArmATEG N__| [ TAX CREE
[Enter "™ Or $° Balow ——= % $ County Tax Rate: | $2.7400 Tax Credit Year _ Present Value
POTENTIAL GROSS INCOME: S347.616 City Tax Rate: | $1.4200 ] 125,000 2011 ' 3 3,706,800
vacLoss sow EfT Tax Rate: | 1.6640% $ 197,797 012 5 3,767.100
4] 2.0% pitalization Ra § 197,797 2013 3 57,700
EFFECTIVE GROSS INCOME: $337,198 DED CAP R § 197,797 2014 8 2,132,800
-EXPERSES:| 817,577 8 497.797 2015 3 2,701,600
+LOAN SUBSIDY: 50 § 497,797 2016 8 2,433,400
NET OPERATING INCOME: S119,611 ! 8 497,797 2017 3 2,057,300
R RA 8.66% Compliance Year 2011 $ 497,797 2018 3 1662.300
PRELIMINARY INC VALUE $1.381,200 Total Term -Years: 15 § 497797 2019 1 1,247.600
+ ADD EXCESS LAND: S0 Loan Amount: $4,231,300 5 491,797 2020 3 812,200
- LESS PERSONAL PROPERTY: $2,200 Market %: 0.00% § 372,797 2021 s 355,000
Bl S 1604, -m" Subsidized %: 0.00% $ 2022 8
PR $28.203 Years Remaining: Lo £ 2023 L]
PRELIMINARY REAL PROPE $3,045,700 Mkt Amortization: 3282,087 s 2024 s s
100, 00% \ Actual Amort: $0 § 2025 3 -
u_p Ave Present Val | § _1,694,920

14



DOUBLE SUBSIDIZED APARTMENT INCOME APPROACH

There are many instances in Tennessee where low income housing complexes have multiple
subsidies. The most common combinations are Section 515/Section 42 and Section
42/Section 1602. Most of the Section 515 housing complexes were built in the 1980’s and
1990’s. These complexes have been and are increasingly being rehabilitated using LIHTC
funding through the Section 42 program. Low income housing complexes built between 2009

and 2011 were sometimes funded using Section 42 and Section 1602 awards.

(See below for Spreadsheet treatment of these complexes consistent with

SBOE Rulings.)

SECTION 515/SECTION 42 APARTMENT INCOME APPROACH

EXAMPLE COUNTY

DOUBLE SUBSIDIZED APT INCOME APPROACH

susmmormm : LIHTC ESTATES
PARCEL NUMBER: 001-001.00
Qg assmmmsm PN;I’_V&L $4,765,400
GROSS FOOTAGE:. 71,050 | TLAND SIZE (ACRES): 13.93 | j
YEAR BUILT: | 2010 | UNIT/ACRE: | 3.1e 1,615
[ TYPE OF SUBSIDY/SUBSIDIES: 8. Section 515 and Section 42 .| Interest Subsidy & Tax Credits [ |
3 BDEM-A 24 $850 7. Secten 42 and Sycnen 1407 | \ 2015
4 BDRM-A 14 750 8. Secpon 11 " Mtrati $47.466 5%
3 BDEM-B 3 $550 $19,500 | ' Payroll Related $55.300 2014
A RDEM.E. 3 a0k L14A1R Marvkating & Loaning T T] ne% —

15




SECTION 515/SECTION 42 APARTMENT INCOME APPROACH cont...

The most noticeable change in the spreadsheet is the title under the County Name. It
becomes, “DOUBLE SUBSIDIZED APT INCOME APPROACH”. The effects of the SBOE rules

changes are applied to the income approach consistent with both subsidies.

EXAMPLE COUNTY
DOUBLE SUBSIDIZED APT INCOME APPROACH

{ NAME: LIHTC ESTATES
] 001-001.
ROP VAL: “300

&

515 and

Payroll Related $55.500 2014

| EFFECTIVE GROSS INCOME: | 337,188 | '|'s 497797 2014 $ 3,132,800 |
-EXPENSES:| 7571 § 497797 2015 $  z2m600| |
sLOAN SURSIDY: s2270) $ 497,797 2016 $ 2433400 |
NET OPERATING INCOME: $194,580 $ 497,797 2017 $ 2,057,300
lmnn 11.55% $ 497,797 2018 $ 1,662,300
PRELIMINARY INC VALUE 5§1.686,) $ 497797 2019 s 1,247,600
+ ADD EXCESS LAND: so| S $ 497797 2020 $ 812,200
- LESS PERSONAL PROPERTY: 52,200 s 32797 20m s 386,000
+ TAX CRE] 5 1,694,920 $ - | 2022 $ -
3 Y ) §79.203 $ I 2023 §
PRELIMINARY REAL ERTY| 83,381,200 | 2em s
’ L00% = | 2025 $
¥r Ave Preseat Val | §
9.89%
m 49.00% 285 f"l!'lﬂ 0.00% |
'UNIT F RATT! 65% y | PER PER FOOT
1 ; % = $28.203 [otas )| $76.164 | 717
|

16



SECTION 515/SECTION 42 APARTMENT INCOME APPROACH cont...

(Below is the entire spreadsheet using tax credit leveling)

EXAMPLE COUNTY
DOUBLE SUBSIDIZED APT INCOME APPROACH

BUSINESS/PROPERTY NAME: LIHTC ESTATES
' PARCEL NUMBER: ' 001-001.00
|__ 2014 ASSESSORS REAL PROP VAL: _ $4, 765,400
S o Pnomm INFORMATION 1
GROSS Pﬂﬁ‘mﬁ'ﬂ 71,050 'LAND SIZE E&CREB}: 13.93
YEAR BUILT: 2010 Um'l'mCRE | 3.6
f TYPE OF SUBSIDY/SUBSIDIES: 8. Section 515 and Section 42 f Interest S
___ SUBJECTRENT [ SUBJEC
APT TYPE # UNITS | RENT/MO | ANNUALIZED cxr;qogy
3 BDRM-A 24 $650 $187,200
4 BDRM-A 14 8750 $126,000 Administration $47.466 3%
3 BDRM-B 3 550 $19.800 Payroll Related $55.500 2014
4 BDRM-B 2 $609 314,616 Marketing & Leasing 84,301 o%
3 BDRM-C 1 <0 Repairs & Maint $19.556 2013
Insurance Expense $11.520 o%
Utilities 368,239
__TOTALS: 44 $658 $347.616 Res for Replacement $11.000
CONCESSIONS:
POTENTIAL GROSS INCOME: $347.616 EXPENSE TOTALS: $217.577

2 ‘ol | $2.7400 Tax Credit | :
POTENTIAL GROSS INCOME: S347.616 _ City Tax Rate: |  $1.4200 § 125,000 2011 B 3,706,800
v&cLoss:| sow EfT Tax Rate: LE640% 197.797 w01z | 8 4767.100
sMISC INCOMEB:| 0% 7.00% $  497.797 2013 $ 3,457,700
EFFECTIVE GROSS INCOME: S837, 188 $ 497797 2014 s 3,132,500
EXPENSES:| 27577 § 197797 2015 s 2,791,600
+LOAN SUBSIDY: $75,270) £ 497.707 2016 3 g
NET OPERATING INCOME: $194,880 Type Subsidy 5 g 197,797 2017 3
MTG:EQUITY OVERRIDE CAP RATE|  11.55% Compliance Year 1985 S 497,797 2018 $ 1,662,300
PRELIMINARY INC VALUE $1.686,700)] Total Term -Years: 50 $ 497,797 2019 3 1.247,600
+ ADD EXCESS LAND: U Loan Amount: $1,000,000 £ 197,797 | 2020 £ 812,200
- LESS PERSONAL PROPERTY: $2.200 Market %: 10.00% $ 372,797 2021 $ 455,000
+ TAX CREDITS| 5 (,694,920 Subsidized %: 1.00% s - 2022 5
< TAX CREDITS - PROFERTY TAXES) $28.203 Years Remaining: 19 § i 2023 $
PRELIMINARY REAL PROPERTY| $3,351,200 MKkt Amortization: $100,693 5 - 2024 $
100.00% Actual Amort: $25,423 $ - | 2025 §
. 15 Yr Ave Present Val |$ 1,694,920
Prmcnpal & Int Subsﬂy $75,270

90.00%

{+ Ar
. -Depr| %

0.00%

Tax Credit Prop TmF

£ 84,
§ 16040920 X 1.6640%

VALUE

| PERUNIT = PER FOOT

| $76,164 | $47.17
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SECTION 515/SECTION 42 APARTMENT INCOME APPROACH cont...

(Below is the entire spreadsheet using tax credit declining)

EXAMPLE COUNTY
DOUBLE SUBSIDIZED APT INCOME APPROACH

BUSINESS/PROPERTY NAME: if LIHTC ESTATES
PARCEL NUMBER: ’ 001-001.00
__2014i ASSESSORS REAL PROP VAL: | $4.,765,400
PROPERTYINFORMATION | [ave'uniT [ 2016
GROSS FOOTAGE:| 71,050 | LAND SIZE (ACKES): | 13.93 | | S1ZE (8F) [sALEG RATIO
YEARBUILT: | 2010 UNIT/ACRE: [ 316 1,615 1.0000
TYPE OF SUBSIDY/SUBSIDIES: | s. Section 515 and Section 42 [ Interest Subsidy & Tax Credits o
SUBJECT
~ _SUBJECTRENT f SUBJECT EXPENSES VACANCY
APT TYPE | # UNITS | RENT/MO | ANNUALIZED CATEGORY | AMOUNT Calendar
3 BDRM.A 24 $650 $187,200 2015
4 BDRM-A 14 $750 $126,000 Administration 847,466 5%
3 BDRM-B 3 $550 $19.800 Payroll Related $55,500 2014
4 BDRM-B 2 $609 $14.616 Marketing & Leasing $.4,301 o%
3 BDRM-C 1 $0 Repairs & Maint $19,556 2012
Insurance Expense $11,520 0%
Utilities $68,23
TOTALS: 44 $658 $347,616 Res for Replacement $11,000
~ CONCESSIONS: | TYPE
POTENTIAL GROSS INCOME: $347,616 EXPENSE TOTALS: $2t7,577 F Declining
. C Level
L : g | 5.00%
Enter"”- ors Below ——) [3 Tax Rate: Tax Crediz Year Present Value
POTENTIAL GROSS INCOME: $347,616 City Tax Rate: | $1.4200 $ 125.000 | 2011 ‘ 3 1.706,800
vacross| so% Eff Tax Rate: | Le640% $ 197,707 2012 3 3,767,100
£MISC INCOME:| 2.0% $ 497,797 2013 § 3,457,700
EFFECTIVE GROSS INCOME: $337,188 § 107,707 2014 $ 3,132,800
EXPENSES:|  s217,577 $ 197797 2015 $ 2,791,600
+LOAN SUBSIDY: $75,270) e $ 497,797 2018 $ 2,433,400
NET OPERATING INCOME: $194,380 Type Subsidy 515 $ 497,797 2017 $ 2,057,300
MTG:EQUITY OVERRIDE CAP RATE|  11.55% Compliance Year 1985 $  497.797 2018 % 1,662,300
PRELIMINARY INC VALUE 31,686,700 Total Term -Years: 30 $ 497,797 2019 3 1,247,600
+ ADD EXCEGS LAND: S Loan Amount: $1,000.000 $ 497,797 2020 5 812,200
- LESS PEREONAL PROPERTY; $2,200 Market %: 10.00% $ 372,797 2021 $ 355,000
+ TAXCHEDITS| S 2433400 Subsidized %: 1.00% $ 2022 $
- TAX CREDITS - PROPERTY TAXES 540,492 Years Remaining: 19 H 2023 ] -
PRELIMINARY REAL PROPERTY $4,077,400 Mkt Amortization: $100,693 3 | 2024 §
100.00% Actual Amort: 25,423 $ 2025 $
NI 3 2016 Present Val | $ 2,433,400
Principal & Int Subsidy:| $75.270
S T S T S L
$4,077,400 B e T it 4 D
Equity‘_l 9.00% :;;: I 90.00% 1:-!Apprl “2' 0.00%
@3.% [ BEXP/UNIT | $4.045 EXP RATIOL 65% | I VALUE | PERUNIT __PER F0OT
Tax Crodit Prop Taxes= | 2,433,400 % 1.6640% = 540,492 | | | $92,668 $57.39
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SECTION 42/SECTION 1602 APARTMENT INCOME APPROACH

There were only 56 Section 1602 awards in Tennessee. Some of them were for projects that
were solely funded through the Section 1602 program. Most were for projects where
additional funding was provided through the Section 42 program. Section 1602 awards
applied to THDA tax credit allocations that took place in 2007, 2008, 2009, and 2010. None

existed before or after those years. The Section 1602 program has ended.

(See below for Spreadsheet treatment of these complexes consistent with

SBOE Rulings.)

EXAMPLE COUNTY
DOUBLE SUBSIDIZED APT INCOME APPROACH

LIHTC ESTATES
001-001.00

$4,765,400

GE:| 71,050 ; Al

2010 UNIT/ACRE:
7. Section 42 and Section 1602

L Seten @

- 3. Sectiew 236

| 4 Sectian 515

|5 Stdm 47
& Sechos |63

& Sectien 313 and Secsen 47
& Sechem 231

$10,800 |

EXAMPLE COUNTY
DOUBLE SUBSIDIZED APT INCOME APPROACH

LIHTC ESTATES
001-001.0
$4,765,400

GBOSBFOOTAGE,[ 71, 050
YEARBUILT: | 2010

f TYPE OF SUBE!DYI SUBSIDIES: I 7. Section 42 and Section 1602 J Tax Cmdits + Principal & Int Wmud | Sk e
e SUBJECT |
PENSES '  VACANCY
] ANNUALIZED | Ys|
3 BDRM-A 24 $850 $187.200 | 2015
1 BDEM-A 14 $750 $126,000 Administration $47,466 5%
ABDRM-B 3 $550 $10,800 Payroll Related $55,500 2014
1 TTATIANT N o LLL) *14 070 W e Wil B Fom s 8ia LN TV et _n-_ 2 oy
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SECTION 42/SECTION 1602 APARTMENT INCOME APPROACH cont...

(Below is the entire spreadsheet using tax credit declining)

EXAMPLE COUNTY
DOUBLE SUBSIDIZED APT INCOME APPROACH

. BUSINESS/PROPERTY NAME: LIHTC ESTATES
! PARCELNUMBER: 001-001.00
2014 ASSESSORS REAL PROP VAL: $4,765,400
_____ PROPERTYINFORMATION | [aveEUmIT[ 2016
GROSS FOOTAGE: 71,050 LAND SIZE (ACRES): 13.93 | SIZE (SF) |BALES RATIO
__YEARBUILT: | 2010 UNIT/ACRE: 3.16 1,615 1.0000
TYPE OF SUBSIDY/SUBSIDIES: I 7. Section 42 and Section 1602 Rental Assistance 8 Tax Credits | i
Ee—————— = . SUBJECT
_ SUBJECTRENT | SUBJECT EXPENSES  VACANCY
APT TYPE | # UNITS | RENT/MO | ANNUALIZED CATEGORY AMOUNT | (Calendar o) |
3 BDRM-A 24 $650 $187,200 ' 201
4 BDRM-A 14 $750 $126.000 Administration 847,466 5%
3 BDRM-B 3 $550 $19.800 Payroll Related $55,500 2014
4 BDRM-B 2 $609 $14.6816 Markeling & Leasing $.4,301 0%
3 BDRM-C 1 $0 Repairs & Maint $19,556 2013
Insurance Expense $11,520 0%
Utilities $68,234
. TOTALS: 44 $658 $347.616 Res for Replacement $11,000
CONCESSIONS:
POTENTIAL GROSS INCOME: $347,616 EXPENSE TOTALS:
Enter "% Or $" Below ——— % 3 i anty Tax Rate: | e {
POTENTIAL GROSS INCOME: $347,616 City Tax Rate: ‘ $1.4200 $ 125000 2011 | § 3,706,800
vacLoss:| sow | Eff Tax Rate: | 1.6640% $ 497,797 2012 $ 3,767,100
+MISC INCOME:|  2.0% | CapitallsationRate: | 7.00% $ 40797 2013 3 3457700
EFFECTIVE GROSS INCOME: $337.188 $ 197707 2014 $ 3,132,800
-EXPENSES:| $217.577 $ 497797 2015 $ 2,791,600
+LOAN SUBSIDY: S100,000 § 497797 2016 $ 2,433,400
NET OPERATING INCOME: $219,611 §  497.797 2017 $ 2,057,300
OVE CAPIT, \T1 RA’ L 8.66% $ 497797 2018 5 1,662,300
PRELIMINARY INC VALUE TN_52,335,900) $  1497.797 2019 $ 1,247,600
+ ADD EXCESE LAND: s0) $ 107,797 2020 $ 812,200
- LESS PERSONAL PROPERTY: 2 $ 372,797 2021 $ 355.000
+ TAX DITS| S 2,433,400 [N 3 2022 $ =
. L. _ o2 $ = 2023 $
PRELIMINARY REAL ERTY| 4,996,600 $ ] 2024 $
: : s 1$0.00% \ - | 2025 $ 5
NS _ AN 2016 Present Val  $ 2,433,400
Sectlon 42 effects. | Section1602 affects.
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SECTION 42/SECTION 1602 APARTMENT INCOME APPROACH cont...

(Below is the entire spreadsheet using tax credit leveling)

EXAMPLE COUNTY
DOUBLE SUBSIDIZED APT INCOME APPROACH

BUSINESS/PROPERTY NAME: LIHTC ESTATES
PARCELNUMBER: 001-001.00
2014 ASSESSORS REAL PROP VAL: | $4,765,400
PROPERTY INFORMATION | |ave uNiT | 2016
GROSS FOOTAGE:| 71050 | LAND SIZE (ACRES): | 13.93 ZE [SF) |SALES RATIO
_ _YEARBUILT: | 2010 UNIT/ACRE: [ tas 1.0000
[ TYPE OF SUBSIDY/SUBSIDIES: | 7. Section 42 and Section 1602 | Rental Assistance 8 Tax Credits | _ =
- SUBJECT RENT SUBJECT EXPENSES  VACANCY |
APT TYPE # UNITS | RENT/MO ANNUALIZED CATEGORY AMOUNT _ {Calendar Yr)
3 BDRM-A 24 $650 $137.200 2015
4 BDRM-A 1 3750 $126.000 Administration $47,466 5%
3 BDRM-B 3 $550 $19.800 Payroll Related $55,500 2014
4 BDRM-B 2 $609 $14.616 Marketing & Leasing $4,301 0%
3 BDRM-C 1 30 Repairs & Maint 819,556 2013
Insurance Expense $11,520 0%
Utilities $68,239
TOTALS: 44 $658 $347,616 Res for Replacement $11,000
CONCESSIONS:
POTENTIAL GROSS INCOME: $347,616 EXPENSE TOTALS: $217,577

ER : e o
: " CountyTax Ratw: | $2.7400 | | TaxCredit __ Year _ Present Value
POTENTIAL GROSS INCOME: sa76t6| | City Tax Rate: |  $1.4200 $ 12000 2000 |8 3.706,800
vacross:| sow Eff Tax Rate: 1.6640% s sen.797 2012 § 3,767,100
S#MISC INCOME:| 0% 7.00% $  497.797 2013 $ TAFTT00
EFFECTIVE GROSS INCOME: $337.188 $  497.797 2014 3 2,132,800
EXPENSES:| S17.577 $ 197797 2015 $ 2,790,600
+LOAN SUBEIDY: $100,000 $ 497797 | 2016 § 2433400
NET OPERATING INCOME: 5219,617 Type Su 1602 $ 497797 2017 3 2,057.300
OVERALL CAPITALIZATION RA 8.66% Compliance Y 201 $ 497797 2018 $ 1,662,300
PRELIMINARY INC VALUE N\_S2,535,900 I Term -Yea 15 $ 497797 2019 5 1,247,600
+ ADD EXCESS LAND: I ) $ 197,197 2020 L] 812,200
- LESS PERSONAL PROPERTY: § 372,707 2021 3 355,000
: $ < | 2022 s -
$ 2023 $
$ 2024 ]
\ 2 2025 ) :
\\15 Yr Ave Present Val I _‘__‘!1,594,92

[ SEXP/UNIT _— 54,045~ |EXPRATIO| _ 65% | | - _UNIT __PER FOOT
1B 1,60 ob40% = 505,464 $i50.12
L Section 42 effects. Section 1602 effects.
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2016 Election Form for Low-income housing tax credit (LIHTC) property

DEADLINE: June 1

Pursuant to Tenn. Comp. R. & Regs. 0600-10-.03(3), (the
taxpayer), hereby notifies the assessor of the taxpayer’s election (please choose one):

Have the assessor include in the assessor’s annual appraisal, the present value of all future tax
credits for each of the unused tax credit years remaining on the property.

_____Have the assessor include in the assessor’s annual appraisal, instead of the present value of all
future tax credits, the average annual present value of the credit as calculated in Tenn. Comp. R. & Regs.
0600-10-.03(3)(a) (the present value of all future tax credits for each of the unused tax credit years
remaining on the property), based on the Compliance Period provided for in the Land Use Restriction
Agreement for the particular property being valued. The tax credit value for each year of the compliance
period beginning in tax year, , and ending in tax year, ____, will be

Notes to Taxpayer:

e Pursuant to Tenn. Comp. R. & Regs. 0600-10-.06(1), provide documentation necessary to permit
the assessor to apply the method elected hereunder.

e Pursuant to Tenn. Comp. R. & Regs. 0600-10-.06(1), if the taxpayer fails to notify the assessor of
the taxpayer’s election, the assessor shall choose either the “Declining Value” option outlined in
Rule 0600-10-.03(3)(a) OR the “Level Value” option outlined in Rule 0600-10-.03(3)(b). In the
absence of a taxpayer election, it is suggested that the Assessor elect the Level Value option, as
the means most likely to yield a consistent assessment year-to-year. However, if the property has
previously been assessed for one or more years via a Declining Value method, it is suggested the
Assessor elect to continue the Declining Value method, as switching from Declining Value to Level
Value would result in a total assessment over time that would exceed either method used
exclusively. Under the rule, the Assessor is bound by the method the Assessor has elected for
each year until the particular property’s subsidy is exhausted.

e Pursuant to Tenn. Comp. R. & Regs. 0600-10-.06(2), the taxpayer shall be bound by the method
elected hereunder for each year until the subsidy is exhausted.

EXHIBIT

i3




e Pursuant to Tenn. Comp. R. & Regs. 0600-10-.06(2), existing taxpayers in operation on January 1,
2016 shall be valued by the method elected by the taxpayer under Tenn. Comp. R. & Regs. 0600-
10-.03(3) for the remaining period of the subsidy.

Assessor: Taxpayer name:
Signature
Date: By:
Signature
Its:
Title

Date:




