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Revitalizing Affordable Housing
iIn Chicago Made Possible by
Twinning 9% and 4% LIHTCs

MARK O’MEARA, SENIOR COPY EDITOR, NOVOGRADAC

Island Terrace, a 22-story affordable housing development in Chicago’s Woodlawn

neighborhood, was built in 1969 and has continuously operated as affordable housing.

But the property is long overdue for renovations and
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upgrades.

Preservation of Affordable Housing Inc. (POAH) acquired
the property in 2021 and teamed up with tax credit
investor and lender Merchants Capital to not only
purchase the property through an acquisition loan, but
to recapitalize it two years later. Merchants Capital helped

finance a twinned 9% and 4% low-income housing tax

credit (LIHTC) investment to rehabilitate Island Terrace.

“Twinning helped us maximize the LIHTCs, and therefore
equity, to help ensure the much-needed renovations were
completed,” said Josh Reed, executive vice president,
LIHTC acquisitions at Merchants Capital, syndicator for
the LIHTCs. “A standalone 4% or 9% deal wouldn’t have
produced enough credits needed for the rehabilitation.

Although there are challenges with the legal and

accounting aspects, utilizing the twinning structure was

the right approach by POAH and [the Illinois Housing

Image: Courtesy of Preservation of Affordable Housing Inc.
Island Terrace, a 22-story affordable housing development located
in Chicago’s Woodlawn neighborhood that was built in 1969, is

. . . . . undergoing renovations thanks to 9% and 4% low-income housing tax
will continue to provide quality affordable housing for credits.

Development Authority] IHDA to ensure Island Terrace

the community.”

. o o . owner, developer and property manager based in Boston
The challenge is it’s a 50-year-old building, and it’s
. . - with more than 13,000 affordable housing apartments
occupied and expensive to rehabilitate. We have had
L L across 100-plus developments. “But we want to help keep
to justify that cost. But preservation is always a good
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. . . . longtime residents in place. It’s an honor to keep this
investment,” said Molly Ekerdt, vice president of

property affordable.”

°
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development at POAH, a national nonprofit housing



POAH has operated in this Chicago neighborhood for

15 years.

It wasn’t just Merchants Capital’s tax credit equity that
was vital to the capital stack. Its U.S. Department of
Housing and Urban Development (HUD) 221(d)(4) loans
and Merchants Capital’s bridge loans also helped.

“In an environment where interest rates increased by
250 basis points, you need more soft money now, more
seats at the table,” said Emmett Donovan, senior vice

president, loan originations at Merchants Capital.

To fit within the twinned LIHTC structure, all 240
apartments were divided into two condominiums. The
rehabilitation of Island Terrace is one building with two
capital stacks. To achieve this, residential floors are split
(75% and 25%): floors three through 17 make up the 4%
LIHTC transaction and floors 18 through 22 make up
the 9% LIHTC transactions.

Renovations at Island Terrace will include replacing
the roof, windows, plumbing, cooling and electrical
systems; upgrading the elevator; renovating the facade;
redesigning the first floor with a community room,
management offices and laundry facilities; and updating

kitchens and bathrooms in all 240 apartments.

“The building has its original plumbing from 50 years
ago,” said Ekerdt. “We will renovate two floors at a time.
We will move people out and replace the plumbing unit-

by-unit and floor-by-floor.”

Island Terrace had a groundbreaking ceremony in June

and rehabilitation will be completed by the end of 2025.

One Redevelopment, Two Capital Stacks

Merchants Capital has been involved in the redevelopment
of Island Terrace from the beginning. It provided a
$26.5 million acquisition loan to help POAH acquire the

property in 2021.

4% LIHTCs

On the 4% LIHTC side of the twinned transaction,
Merchants Capital was the syndicator for the $31.8
million in 4% LIHTC equity, obtained a securitized $17.2
million HUD 221(d)(4) loan and a $19 million bridge loan.

“While working with HUD and multiple other
bureaucracies, it was encouraging to see those entities
work together to get this impactful project done,”

said Donovan.

THDA provided a $35 million 4% LIHTC allocation.

The AFL-CIO Housing Investment Trust purchased
the securitized HUD 221(d)(4) loan. Terrance Pearson,
director of FHA finance at the AFL-CIO Housing
Investment Trust, liked this investment for four reasons:
“The affordability of the project, the story, the fact that
POAH used 100% union labor for construction and the
project’s location in Chicago. ... We won’t fund a project

without 100% union labor during construction.”

9% LIHTCs

On the 9% LIHTC side of the twinned transaction,
Merchants Capital was the syndicator for the $17.3
million in 9% LIHTC equity, obtained a securitized $5.3
million HUD 221(d)(4) loan and a $13 million bridge loan.

The development received two allocations of 9% LIHTCs,
one from the city of Chicago ($6 million) and one from
IHDA ($12 million). “We had created the 9% and 4%
structures already, but costs had gone up such that we
had extra basis on the 9% LIHTC side,” said Ekerdt. “The
city of Chicago was willing to dedicate extra resources
to getting the deal done, and while they did not have
additional soft sources, they were willing to allocate

additional 9% credits.”

“Island Terrace is in the South Side of Chicago, an area

that needs investment,” said Reed. “It’s near the future
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Obama Presidential Center and as a result will have

great amenities.”

The Obama Presidential Center, a 19-acre campus, will
feature a fruit and vegetable garden; an athletic, programs
and events facility; a world-class museum; an auditorium,;

a branch of the Chicago Public Library; and more.

“The Obama Presidential Center is two blocks north
[of Island Terrace],” said Ekerdt. “It will be a positive
addition to the neighborhood for many reasons, including
because of the jobs and opportunities that will be created

there. It is being designed to be an amenity to this

amenity for this neighborhood as much as it will be a

tourist attraction.”

With all this growth comes the possibility of gentrification.

“As a result, there have been housing cost increases in
the surrounding neighborhoods,” said Ekerdt. “Keeping
Island Terrace affordable alleviates those effects and that

anxiety a little.”

The AFL-CIO Housing Investment Trust also purchased
the securitized HUD 221(d)(4) loan on the 4% LIHTC

side. “I am proud of our involvement in this project,” said
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neighborhood. It will have a branch of the Chicago Public Pearson. “It’s close to the [Obama Presidential Center]

. . . B » @,
Library and a lot of youth programming, It will be an  liPrary, which enhances the project’s stature.” 3

© Novogradac 2024 - All Rights Reserved.
This article first appeared in the August 2024 issue of the Novogradac Journal of Tax Credits. Reproduction of this publication
in whole or in part in any form without written permission from the publisher is prohibited by law.

Notice pursuant to IRS regulations: Any discussion of U.S. federal or state tax issues contained in this article is not intended to
be used, and cannot be used, by any taxpayer for the purpose of avoiding penalties under the Internal Revenue Code; nor is any
such advice intended to be used to support the promotion or marketing of a transaction. Any discussion on tax issues reflected
in the article are not intended to be construed as tax advice or to create an accountant-client relationship between the reader
and Novogradac & Company LLP and/or the author(s) of the article, and should not be relied upon by readers since tax results
depend on the particular circumstances of each taxpayer. Readers should consult a competent tax advisor before pursuing
any tax savings strategies. Any opinions or conclusions expressed by the author(s) should not be construed as opinions or
conclusions of Novogradac & Company LLP.

This editorial material is for informational purposes only and should not be construed otherwise. Advice and interpretation
regarding property compliance or any other material covered in this article can only be obtained from your tax advisor. For
further information visit www.novoco.com.

7C0C 1SI’]6I’1V € WOD'0OO0NOU'MMM

°
AN



:0 NOVOGRADAC®

EDITORIAL BOARD

PUBLISHER

Michael J. Novogradac, CPA

EDITORIAL DIRECTOR
Alex Ruiz

TECHNICAL EDITORS

Chris Key, CPA
Michael Kressig, CPA
Diana Letsinger, CPA

Matt Meeker, CPA
John Sciarretti, CPA
Stacey Stewart, CPA

COPY

EDITORIAL AND DIGITAL MARKETING DIRECTOR
Teresa Garcia

SENIOR COPY EDITOR

Mark O’Meara

CONTRIBUTING WRITERS

Jim Campbell
Christopher Messmann
Patrick Weis

Lauren Samsa

Nicolo Pinoli

ART

CREATIVE DIRECTOR
Alexandra Louie

GRAPHIC DESIGNER
Brandon Yoder

SENIOR EDITOR
Brad Stanhope

SENIOR WRITER

Nick DeCicco

Stephanie Naquin
Rebecca Darling
Cindy Hamilton
Rob Bryant

CONTACT

CORRESPONDENCE AND EDITORIAL SUBMISSIONS
Teresa Garcia
teresa.garcia@novoco.com
925.949.4232

ADVERTISING INQUIRIES

Christianna Cohen
christianna.cohen@novoco.com
925.949.4216

ALL MATERIAL IN THIS PUBLICATION IS FOR INFORMATIONAL PURPOSES ONLY AND SHOULD NOT BE
CONSTRUED AS PROFESSIONAL ADVICE OFFERED BY NOVOGRADAC OR BY ANY CONTRIBUTORS TO THIS

PUBLICATION.

ADVICE AND INTERPRETATION REGARDING THE LOW-INCOME HOUSING TAX CREDIT OR ANY OTHER
MATERIAL COVERED IN THIS PUBLICATION CAN ONLY BE OBTAINED FROM YOUR TAX AND/OR LEGAL

ADVISOR.

ADVISORY BOARD

OPPORTUNITY ZONES
Dan Altman

Glenn A. Graff

Shay Hawkins
JillHoman

SIDLEY AUSTIN LLP

APPLEGATE & THORNE-THOMSEN
OPPORTUNITY FUNDS ASSOCIATION
JAVELIN 19 INVESTMENTS

LOW-INCOME HOUSING TAX CREDITS

Jim Campbell SOMERSET DEVELOPMENT COMPANY LLC
Tom Dixon LUMENT

Richard Gerwitz CITICOMMUNITY CAPITAL
Elizabeth Bland Glynn  travoisinc.

Rochelle Lento DYKEMA GOSSETT PLLC

John Lisella lll
Derrick Lovett

U.S. BANCORP IMPACT FINANCE
MBD COMMUNITY HOUSING CORP.

Rob Wasserman HUNTINGTON NATIONAL BANK.
PROPERTY COMPLIANCE

Jen Brewerton DOMINIUM

Kristen Han WNC

Michael Kotin KAY KAY REALTY CORP.

HOUSING AND URBAN DEVELOPMENT
Victor Cirilo
Flynann Janisse
Ray Landry
Denise Muha
Monica Sussman

NEWARK HOUSING AUTHORITY

RAINBOW HOUSING

DAVIS-PENN MORTGAGE CO.

NATIONAL LEASED HOUSING ASSOCIATION
NIXON PEABODY LLP

NEW MARKETS TAX CREDITS

Aisha Benson NONPROFIT FINANCE FUND

Maria Bustria-Glickman u.s. BANCORP IMPACT FINANCE
Elaine DiPietro BLOOMING VENTURES LLC

Chimeka Gladney ENTERPRISE COMMUNITY INVESTMENT INC.
Ruth Sparrow FUTURES UNLIMITED LAW PC

William Turner

WELLS FARGO

Ashley Wicks BUTLER SNOW LLP

HISTORIC TAX CREDITS

Heather Buethe NATIONAL TRUST COMMUNITY INVESTMENT CORP.
Scott DeMartino KUTAK ROCK

Cindy Hamilton HERITAGE CONSULTING GROUP

Irvin Henderson HENDERSON & COMPANY

Jessica Glynn Worthington KLEIN HORNIG LLP

RENEWABLE ENERGY TAX CREDITS
Jim Howard DUDLEY VENTURES
Forrest Milder NIXON PEABODY LLP

© Novogradac 2024 All rights reserved.

ISSN 2152-646X
Reproduction of this publication in whole or in part in any form without
written permission from the publisher is prohibited by law.

(@)
)
m
o
-
n

20z 1sNBNy ¢ SHPaID Xe] JO [eulnor d2epelboAON

o1
o



