Nebraska Investment Finance Au il

NIFA
TO: Tax Credit Developers, Other Interested Parties
FROM: Randy G. Archuleta, LIHTC Adminigtrator
DATE: December 12, 2000
RE: Low-1ncome Housng Tax Credit — Eligble Bass

Following is a brief discusson regarding a recent release by the Internd Revenue Service
(the “Servicg’) of a series of technica advice memorandums (“TAMS’) and a postion paper
issued by the Service on December 8, 2000 (“IRS Letter”) (see atached) andyzing the
includability of various cog items in the digible bass of constructed low-income housing tax
credit projects pursuant to Section42 of the Internal Revenue Code of 1986, as amended (the
“Code’). Please be advised that the issues sat forth below should be discussed with your
accountant and/or attorney to determine if such issues will affect the digible bads of your low-
income housing tax credit project.

A TAM normdly is issued by the Nationd Office of the Service upon request from a
fidd office in connection with an audit of a taxpayer. Although a TAM pertains to only that
taxpayer and is not consdered definite authority, the recently releesed TAMs can be used as
guidance when dructuring a low-income housing tax credit project and determining the digible
bass of such projects. The IRS Letter provides further cdlaification regarding the Servicg's
postion with respect to what land costs can be included in the digible basis computation of a
low-income housing tax credit project.

Globdly, the five TAMs hold that the following costs incurred directly by the poject or
as payment to the developer of the project are not included in eigible bass for purposes of
cdaming low-income housing tax credits:

?? land preparation codts not sufficiently associated with the building (such as generd
grading not tied to condruction of buildings or roadways and landsceping that is not
adjacent to the building);

?? condruction loan codts, except to the extent cepitdized into building costs pursuant to
Section 263A of the Code (this covers only the portion of costs amortized during the
congruction period, and an dlocation of such costs must be made between land and
building items);

?? bond issuance codsts,

?? loca impact fees,



?? organization and syndication costs,
?? unexpended congruction contingency;
?? rent-up costs, and
?? portions of developer fees alocable to land acquisition and unsubstantiated services.
Please be advised that this memorandum and atachments, thereto, are provided for

informationa purposes only and you should discuss what cogs are includadle in the digible
basis of alow-income housing project with your accountant and/or attorney.
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