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Coordinator, Government & External Affairs
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Are you a CDFA Member?

Members receive exclusive access
to thousands of resources in the
CDFA Online Resource Database.

Become a member today at
www.cdfa.net
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Legal Disclaimer

CDFA is not herein engaged in rendering legal, accounting, financial
or other advisory services, nor does CDFA intend that the material
included herein be relied upon to the exclusion of outside counsel or
a municipal advisor. This publication, report or presentation is
intended to provide accurate and authoritative general information
and does not constitute advising on any municipal security or
municipal financial product. CDFA is not a registered municipal
advisor and does not provide advice, guidance or recommendations
on the issuance of municipal securities or municipal financial
products. Those seeking to conduct complex financial transactions
using the best practices mentioned in this publication, report or
presentation are encouraged to seek the advice of a skilled legal,
financial and/or registered municipal advisor. Questions concerning
this publication, report or presentation should be directed to
info@cdfa.net.
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Layering the Capital Stack
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Principal
The Bank of New York Mellon

What are you reading?

Your development finance toolbox
isn’t complete without a set of
CDFA reference guides. Members
save 15% on every purchase.

Order today at www.cdfa.net.
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Layering the Capital Stack

pop) ) Qpanelists

David Misky

Assistant Director

Redevelopment Authority of the City
of Milwaukee

Seth Crone, Moderator
Principal
The Bank of New York Mellon

Laura Kurtz Michael Pehur
. . Member Development Finance Consulting
UL Eckert Seamans Cherin & Mellott Director
We offer 17 courses in development Duane Morris Government
finance designed for all skill levels. Strategies
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Member
Eckert Seamans Cherin & Mellott, LLC

What are you reading?

Your development finance toolbox
isn’t complete without a set of
CDFA reference guides. Members
save 15% on every purchase.
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Outline of Part 1 - Bonds
Financing Projects — Equity and Debt
Bonds — Governmental vs. Private Activity
Bond Structuring, Sizing and Market Considerations

Bonds Example — Kalahari Resorts

www.eckertseamans.com



Financing Projects — Equity and Debt

Many projects are typically financed with debt or some
combination of debt and cash.

For private projects, lenders may require at least 20-30%
“‘equity.

www.eckertseamans.com



Bonds — Governmental vs. Private Activity

Governmental Bonds (either gov’'t use or payment)
General Obligation — full faith, credit and taxing power,
Revenue (e.g. sewer, water, special assessments); and
Guaranteed Revenue

Private Activity Bonds (both private use & payment)

Primarily secured by revenue pledges, although
mortgages and security interests in property common

www.eckertseamans.com



Bond Structuring, Sizing and Market Considerations

Determine timing and amount of projected cash flows
available for debt service after operations, maintenance,
taxes, etc.

New revenue streams take time and create risk, often
necessitating additional security.

Understand market conditions before issuing bonds.
FCKERT

SEAMANS www.eckertseamans.com
ATTOI S AT LAW



Bonds Example — Kalahari Resorts
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CDFA reference guides. Members
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Planning & Assessment
Grant

Site Preparation & Infrastructure
TIF/Special Assessment, RLF,

Capital Grant

Vertical Construction
Tax Credits, EB5, OZ

www.dmgs.com
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* Driven by Municipality/Development Agency
Implement planning studies
Meet investment priorities
 Provide incentive to attract private investment
Address weak market conditions and development constraints
Mitigate risk
« Challenges:

Patient capital required
Need ‘jump-start’ funding
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PA Commonwealth Financing Authority
Business in Our Sites Program

 Create an inventory of pad-ready sites to attract growing and expanding
businesses

 Acquisition and development of speculative projects

 Financial assistance:
Secured by 1stlien position (will subordinate if necessary)
Max 20 year term
Interest rate 2-3% depending on County unemployment rate (8-9% for 2" lien)
Payments deferred for 5 years or until sale/lease of property
Grants — may not exceed $4 million or 40% of the total combined award



DMGS

= WCIDC acquired 206 acres of
vacant, underutilized property
in Sewickley Township

= Facilitate preparation of pad-
ready sites with highway and
rail access

= $13 million site development
and infrastructure improvement
project
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« 800,000 SF light industrial and
commercial space
Buildings ranging from 75,000 to
200,000 square feet
« Anticipated $50 million private
Investment
+$7.5 million assessed value

$900,000 annual real property
taxes

» Approximately 1,100 direct jobs
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Funding sources:
BIOS Grant & Loan
RACP Grant
PennWorks Grant

Local Matching Funds - WCIDC and County Bonds

TIF $2 million utilized to repay state loan and County
investment,
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Contact;

Michael P. Pehur

Development Finance Consulting Director
412.497.1066

mppehur@dmgs.com
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LAYERING THE CAPITAL STACK:

HISTORIC, NEW MARKET, AND LOW-
INCOME HOUSING TAX CREDITS

DAVID MISKY

REDEVELOPMENT AUTHORITY OF THE
CITY OF MILWAUKEE



REDEVELOPMENT AUTHORITY OF
THE CITY OF MILWAUKEE (RACM)

» Independent public corporate body
created by state statute in 1958

 Governed by 7-member board

« Appointed by Mayor; Approved by
Councll
* Mission
' ..eliminate blighting conditions that
INhibit neighborhood reinvestment, to
foster and promote business expansion

and job creation, and to facilitate new
business and housing development.”



REDEVELOPMENT AUTHORITY OF
THE CITY OF MILWAUKEE (RACM)

* Tools for Economic Development
« Acquisition and disposition of property

* Preparation and implementation of
redevelopment plans

e [ssuance of Bonds

* Approval of Tax Incremental Financing
Districts

e Assistance with other financial tools
(e.g. Tax Credits)



CAPITAL STACK

Federal, state, and local tax credits and incentives
> New Markets Tax Credits

> Low-income housing

Historic preservation

> Energy related credits

> Other geographic/project type credits

v

Mezzanine

Negotiated incentives
> Tax Increment Financing

> Discretionary grants and forgivable loans P o
> Low-cost land or lease rates financing
> Utility rate reductions
. Traditional
> Infrastructure improvements financing
; ; ; ; Other loan
> Other geographic/project type incentives . neogiill
Loan programs Debt gﬁ';eg’rm:
> State and federal bonding programs
> Local economic development loans Negniie
. MNegotiated
> Characteristic based loans, such as: incentives
— Brownfield
— Small business _
— Minority S Pp—— Tax credit
— Rural o P

— Energy



HISTORIC TAX CREDIT PROGRAM

» Historic Tax Credit (HTC)
* Program overview

» Federal program to encourage the rehabilitation of
certain buildings through a tax credit equal to
either 10% or 20% of the qualified renovation
expenditures (QREs).

« Administered jointly by the U.S. Department of the
Interior and the U.S. Department of the Treasury. The
National Park Service (NPS) represents the Secretary
of the Interior in partnership with the State Historic
Preservation Officer (SHPO) in each state. The
Internal Revenue Service (IRS) represents the
Secretary of the Treasury.



HISTORIC TAX CREDIT PROGRAM

* The 10% credit applies only to non-historic buildings first
placed into service before 1936 and rehabilitated for non-
residential use.

» The 20 percent credit only applies to certified historic
stfructures (may include buildings built after 1936)- buildings
that are listed individually in the National Register of Historic
Places or a building that is located in a registered historic
district as certified by the NPS.

* Not all expenses associated with the rehabilitation of the
property can be contributed toward the calculation of the
20% credit. Generally, only those costs that are directly related
to the repair or the improvement of the structural or
architectural features of the historic building will qualify.



NEW MARKET TAX CREDIT PROGRAM

‘New Market Tax Credit (NMTC)
*Program overview

Created in 2000 as part of the Community Renewal Tax
Relief Act, the New Markets Tax Credit Program

(the NTMC Program) was promulgated to attract new
or increased investment in commercial, industrial,
community, and mixed-real estate real estate projects
and operating businesses located in low-income
communifies.

Each year the U.S. Department of the Treasury, through
the Community Institutions Fund (CDFl), issues New
Markets Tax Credits fo Community Development
Enftities (CDEs) who in turn seek to invest these tax
credits into the most impactful projects.



NEW MARKET TAX CREDIT PROGRAM

» There are over 200 CDEs in the country and they submit
applications annually to the CDFI for these tax credits. It's
a highly competitive selection process where CDEs have
become very specific in the types of projects they
support — in an effort to stand out from the other CDEs.

» The CDEs that receive NMTCs will then allocate those
tax credits to projects that they believe will have the
largest social impacts and that align with their investment
goals. The recipients can then sell the tax credits o
investors which generates the cash subsidy.



NEW MARKET TAX CREDIT PROGRAM

* In order to take advantage of the NMTCs, the applicant
project must obtain financing from a CDE and the project
must meet the Federal definition of a Qualified Active Low-
Income Community Business (“QALICB”) in order to be
eligible.

* QALICBs are businesses that are located in or that provide
services to Low-Income Communities identified by income
and poverty stafistics from the Census.

« CDEs obtain funds to invest in QALICBs through private
investors.



NEW MARKET TAX CREDIT PROGRAM

* The NMTC Program compensates the investors with Federal
iIncome tax credits based on their Qualified Equity Investment
(“"QEI'") made in the CDEs and the investors receive a tax credit for
39% of a QEIl, which can be claimed over a 7-year period.

* A QElI must be invested in the CDE for the full 7-year period in order
for the investor to saftisfy the Program’s requirements.

sInvestors claim tax credits as a percentage of the QEl amount over
the seven years.

* The investment determinations are made at a community level
with a reported 90-97% of NMTC business and real estate
investments involving more favorable terms and conditions than the
market would otherwise offer, including lower interest rates,
subordinated debt, lower origination fees, and longer maturity.



AFFORDABLE HOUSING TAX
CREDIT PROGRAM

* Low Income Housing Tax Credit (LIHTC) — Section 42

« Program overview

» Federal program to create and preserve affordable housing,
stimulate private investment, create jobs, and revitalize
communities

« Administered by the Internal Revenue Service in partnership
with State Housing Agencies - WHEDA (Wisconsin Housing and
Economic Development Authority)

« Affordable units often with some market rate units
« Funding

« 4% credit (tfax exempt bond program) or 9% credit, received
annually over 10 years

« 15-year compliance period often with extended use restrictions



AFFORDABLE HOUSING TAX
CREDIT PROGRAM

* Powerful tool - equity investment from LIHTC can
account for 50-70% of total funding sources

* Largest source of financing for the development of
affordable rental housing

* Projects typically still require multiple funding sources
(e.g., Federal Home Loan Bank-Affordable Housing
Program (AHP), HUD-HOME funds, Tax Incremental

Financing)



AFFORDABLE HOUSING TAX
CREDIT PROGRAM

Additional Benefits:

* Opportunities for catalytic impact on City
neighborhoods through the elimination of blight or the
reuse of vacant buildings

* Workforce benefits - construction jobs (SBE and RPP)

* Opportunities to work with and build the capacity of
emerging developers



CAPITAL STACK EXAMPLES:
PHILLIS WHEATLEY SCHOOL




PHILLIS WHEATLEY SCHOOL
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PHILLIS WHEATLEY SCHOOL

* Tax Incremental Financing

* Adaptive Reuse of historic structure and renovation
to historic standards - HTC

* New construction of adjacent residential building
* $19.4 million investment - LIHTC
* 82 housing units, mix of 1, 2, and 3 BR units

* Range of income targeting and rents, including 67
affordable units and 15 market rate units, with rents
ranging from $370-$1,125

* Partnership with Emerging Developer



GARFIELD/GRIOT PROJECT

» Adaptive reuse of former public school and new
construction of mixed-use building which is home to
America’s Black Holocaust Museum

* 71 housing units (65 atfordable)
* Partnership with Emerging Developer




GARFIELD/GRIOT PROJECT

Development Funding Sources -$17.3 million

 First Mortgage - $2.4 million

« LIHTC Equity - $8.8 million

» Historic Tax Credits - $2.5 million

* Tax Incremental Financing - $1.4 million

* Other Grants - $1.2 million (AHP, HOME, State, City
Housing Trust Fund)

 Deferred Fee - $1 million



VILLARD LIBRARY LIHTC & NMTC




MITCHELL STREET LIBRARY HTC & NMTC

BLIC LIBRARY

MILIWAUKEE PU




GERMANIA BUILDING LIHTC & HTC
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CAPITAL STACK EXAMPLES: CENTURY CITY TIF,
BROWNFIELDS, NMTC, LIHTC, HTC, OZs
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CAPITAL STACK EXAMPLES:
NORTH END MIXED USE DEVELOPMENT
|

* Former Pfister & Vogel
Tannery

* NMTC, Brownfield Loan
and Grant, TIF

* TIF used on 2 market
rate housing
developments in the
downtown during



CAPITAL STACK EXAMPLES:
THE IKON
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Sears/Milwaukee Mali

Credit: Wisconsin Historical Society
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Sears/Milwaukee Mali




Sears/Milwaukee Mali
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THE IKON: PROJECT SOURCES

First Mortgage:
Opportunity Zone:

MMSD:

State Environmental Grant:

Energy-Related Credits (PACE):

Tax Incremental Financing Loan:

Historic Tax Credifs:
Local Non-Profit Bank Loan:

Deferred Developer Fee:

Total Sources:

$2,000,000
$12,000,000
$500,000
$500,000
$3,000,000
$9,000,000
$7,000,000
$500,000
$1,727,485

$36,227,485
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Audience Questions

Submit your questions in the chat box!
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Join Us for Future Webcasts

> CDFA //BNY MELLON DEVELOPMENT FINANCE WEBCAST SERIES
Exploring Local Economy Preservation Funds
October 19, 2021

» CDFA //BNY MELLON DEVELOPMENT FINANCE WEBCAST SERIES
When it Comes to Financing Smart Cities, What Counts as Smart?
November 16, 2021
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Upcoming Events at CDFA

Register Online at www.cdfa.net

CDFA Legislative Briefing CDFA-Bricker PACE Wehinar Series: Best Practices for
September 22, 2021 Marketing & Selling PACE Across All Market Sectors
4:00 PM Eastern September 29, 2021

2:00 PM Eastern
25BCI Learning Beries - Module Intro Tax Credit Finance WebCourse
optetier 24 2021 September 29-30, 2021

Daily: 12:00 - 5:00 PM Eastern
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Seth Crone Malcolm Guy
Principal Coordinator, Government & External
713-483-6568 Affairs
seth.crone@bnymellon.com 614-705-1306

mguy@cdfa.net

The material contained herein is for informational purposes only. The content of this is not intended to provide authoritative financial, legal, regulatory or other professional
advice. The Bank of New York Mellon Corporation and any of its subsidiaries makes no express or implied warranty regarding such material, and hereby expressly disclaims all
legal liability and responsibility to persons or entities that use this report based on their reliance of the information in such report. The presentation of this material neither
constitutes an offer to sell nor a solicitation of an offer to buy any securities described herein.
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