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A Better Mousetrap
Different Model Opens Access to NMTC Financing for Smaller Projects
By Tabor Burke, Smith NMTC Associates, LLC

T

hrough the creation of a different structuring model,
Smith NMTC Associates, LLC (SNMTC) is making it
possible for smaller projects to gain access to new
markets tax credit (NMTC) financing by reducing initial
and ongoing transaction costs. This “open capitalization”
model can be used to fund qualified low-income community investments (QLICIs) as small as $500,000, rather than
the usual industry minimum of $5 million.
SNMTC's founders, Donna and Howard Smith, have
used this model in multiple transactions providing over
50 Habitat for Humanity affiliates with additional funding
to build affordable for-sale homes. But the same model
can be adapted for other types of NMTC projects and
qualified active low-income community businesses
(QALICBs).
SNMTC refined its model over a series of 22 transactions funding $278 million in NMTC projects in partner-
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ship with U.S. Bancorp Community
Development Corporation, Novogradac
& Company LLP, Polsinelli Shughart,
Husch Blackwell, and Elkins PC. Seven
of these transactions ($103 million) used
a NMTC allocation from a community
Tabor Burke
development entity (CDE) of which
SNMTC is part owner. Twelve other CDEs provided allocations for the remaining 15 transactions ($175 million).
SNMTC sources and facilitates all transactions and
acts as the guarantor of the QALICB recapture risk to
the investor and as the “back office” for the QALICBs to
help them with the seven years of compliance required
by the NMTC program. These roles are often the key
ingredient allowing smaller QALICBs with minimal staff
and resources to participate in NMTC transactions.
Model, continued on page 23
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Model, continued from page 22

almost 5,000 construction jobs and creating/retaining
over 2,000 permanent jobs.

Details of Model
The open capitalization model combines multiple,
Applicable Model
smaller QALICBs in one transaction, allowing them to
This open capitalization model can be applied to
share closing costs and ongoing expenses rather than
other NMTC transactions and other QALICBs. It would
bear these costs alone. Typical costs for an NMTC transwork best with QALICBs that share similar business
action include: CDE fees, CDE audit and tax fees,
models, or QALICBs located in the same development
investment fund fees, leverage lender costs, closing
or the same geographic area because these QALICBs
costs (includes attorney fees), and loan servicing fees
will jointly own the leverage lender. As
throughout the seven-year compliance perimembers of the leverage lender, they will
od. Together, these costs typically exceed $1
Using this model,
need to agree before the deal closes on
million in any single transaction, regardless
how the put/call option will be exercised to
SNMTC, in
of its size. By contrast, using the model,
wind up the deal at the end of the compliSNMTC has reduced the transaction costs
ance period. QALICBs that share similar
partnership with
borne by any one QALICB from more than
business models or are otherwise commitUSBCDC and
$1 million to just under $90,000 – a savings
ted to development in the same area will
of over 90%.
more readily adapt to a joint leverage
12 other CDEs, has
For example, SNMTC combined 12
lender ownership model. All participating
provided $278 million
QALICBs and 12 QLICIs in a single $28 milQALICBs will achieve significant savings
lion NMTC deal. Using the model, the
of financing in support using this model. QALICBs with similar
QLICIs were closed in three separate tranchbusiness models can achieve additional
of the construction,
es on a successive basis over a six-month
savings on legal fees because the docuperiod, using just one leverage lender, one
mentation can be streamlined and replicatfinancing, and sale
investment fund, and one sub-CDE. In each
ed for those QALICBs, regardless of where
of Habitat homes
tranche, the leverage lender operating
they are located (similar to the Habitat affilagreement was amended and restated to
iates). QALICBs with different business
across the nation.
admit new Habitat affiliates whose resulting
models in the same area will also see legal
diluted interests were proportionate in size
cost savings because only one state’s laws
to their interest in the aggregated QLICIs. The leverage
are involved. To maximize the cost savings, the closings
lender counsel is the manager with the authority to
should occur within a 12-month period to eliminate extra
accept the “put” or exercise the “call” from or to the
costs caused by the different schedules in amortization,
investment fund at the end of the compliance period.
loan servicing, and put/call option periods.
The investment fund and sub-CDE operating agreeSmaller projects (QLICIs as small as $500,000) can
ments were drafted to accept additional capitalization
now use NMTCs to help fund their projects through use
through amendment and restatement. The schedules
of the open capitalization model. It may take a little more
were aggregated so that the successive tranches reflectwork to find the right partner QALICBs, but the savings
ed the total funding of fees, reserves, and benefits.
achieved make it worth the effort. With lower transaction
Using the open capitalization model resulted in each
costs, more QALICBs can access capital, and more lowQALICB bearing roughly $90,000 in total costs, rather
income communities and their residents will benefit. TCA
than $1 million in costs if they had participated in an
individual NMTC transaction.
Tabor Burke is Vice President of Operations at Smith NMTC
Using this model, SNMTC, in partnership with
Associates, LLC, a St. Louis, Mo.- based firm focused on community development and specializing in innovative uses of
USBCDC and 12 other CDEs, has provided $278 million
new markets tax credits to transform low-income communities.
of financing in support of the construction, financing,
The firm structures and facilitates transactions and works
and sale of Habitat homes across the nation. This transclosely with borrowers on accounting and compliance. Tabor
lates into 3,049 homes for needy families while revitalizmay be reached at 314-604-2210, tburke@smithnmtc.com.
ing low-income communities in 30 states and creating
www.housingonline.com
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tion of 19 historic buildings and new construction on
26 vacant parcels of land, bringing new residential
units, commercial space, office space, a parking
garage, and green space. U.S Bank this year helped
the developer (3CDC) start critical components of
the project with two separate closings, one providing NMTC and historic tax credit equity to finance
commercial development, and the second providing
low-income housing and historic tax credit equity
and a construction loan to develop 67 affordable
and market rate housing units. More recently,
USBCDE has provided NMTC allocation for the
University Station project in Cincinnati.

NMTC, continued from page 18

U.S. Bank Activity
One of the biggest players in the NMTC program,
U.S. Bancorp Community Development Corporation
(USBCDC), is having a very busy year. USBCDC acts as
an equity investor in NMTC projects and has an affiliate
CDE (USBCDE, LLC) that provides new markets allocations to projects. Affiliate U.S. Bank may also provide
debt to NMTC projects.
As of early November, the company had closed
about 80 federal and state new markets tax credit projects so far in 2013, including 10 in which USBCDE provided NMTC allocation. While USBCDE received a $65
million allocation award in the 2012 funding round, all of
this has been committed to specific projects, according
to USBCDC executive Matt Philpott. “It’s all spoken for
but not yet all closed,” he said.
Examples of some its latest NMTC projects include:
•

Mercer Commons, a multi-phase project in the
historic Over-the-Rhine neighborhood in downtown
Cincinnati, Ohio. The project will involve the renova-

•

Washburn Center for Children, a one-of-a-kind
children’s mental health center being built in
Minneapolis, Minn. that will support future generations of healthy, productive children in the Twin
Cities metro area. The new center, to open in late
2014, will respond to the community’s growing need
for mental health services, provide an expanded
and more effective natural environment to support
NMTC, continued on page 20

CDE WITH ALLOCATION?
• READY $90M Shovel Ready Projects
• SET Proven Model to Efficiently
Deploy QLICIs ranging from under
$2 to $15 Million
• GO 4-6 Weeks to Closing
• SUCCEED QALICB Compliance
Services for Entire Period
Let us introduce you to the Smith NMTC Model

Partnerships Building Communities
SmithNMTC.com | (970) 673-7858
www.housingonline.com
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