Understanding Capital Accounts
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Regent’s Terrace

Factors Impacting Capital Accounts

* Low syndication pay-in rate for LITC’s (50.48)

e Limited cash flow throughout entire holding period

e Hard first position mortgage with interest at 9.5%

e Interest accruing on soft debt

* Net losses generated throughout entire holding period

Capital Account Balances Prior to Disposition

Limited Partner (99%) (52,171,946)
General Partner (1%) (5161,221)
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Upland Terrace

Factors Impacting Capital Accounts

* High syndication pay-in rate for LITC’s (50.801)

e Significant cash flow throughout entire holding period

* No hard first position debt

e Soft debt at 0% interest amortized from cash flow
 Net income generated throughout entire holding period

Capital Account Balances Prior to Disposition

Limited Partner (99.5%) $5,028,854
General Partner (0.5%) S5,698




Considerations and Legal Structure

Standard Partnership Agreement Language That Leads to Problems

“Liquidation proceeds shall be distributed among the Partners in
accordance with their respective positive capital account
balances.”

Strategies to Avoid an Unbargained-For Distribution

e Manage the allocation of tax losses to the LP, as much as possible, so
that the capital account of the LP before a sale of the property does

not exceed 10% of the expected net sale proceeds
e |f the capital account of the LP exceeds 10% of the expected net sale
proceeds, negotiate to purchase the interest of the LP before selling

the property
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Potential Scenarios

Scenario Without Conflict

e Low purchase price of credits or a 4% LITC transaction where less capital
is contributed without regard to the pricing of the LIHTCs
e High losses because of :
(a) low/negative cash flow and/or
(b) accruing interest
e Little or no residual value in excess of debt to be shared by the GP and LP

Problem Scenario

High initial purchase price of credits
 Low losses or net gain because of:

(a) large, positive cash flow and/or

(b) no accruing interest, no debt, or full amortization
Material amount of residual value in excess of debt to be shared by GP
and LP but not such a high value that gain from a sale will be many
times the amount of the capital accounts immediately before the sale



