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The Hybrid: A New Deal Design
Developers are combining 9% and 4% credits in the same development.

By Donna Kimura

Bellwether Housing has built a development that achieves both size and depth to provide needed affordable housing in Seattle.

At 133 units, Arbora Court is the nonprofit’s largest construction project to date. The development also digs deep to serve many

of the city’s most vulnerable households, including 40 families transitioning out of homelessness.

To develop the ambitious project, Bellwether Housing combined 9% and 4%

low-income housing tax credits (LIHTCs) in the same project, a move that more

developers are eyeing to finance their developments.

“We could not have created a capital stack that would allow us to create that

many extremely low-income units and be able to accommodate those families

without the 9% credit or some other off-scale investment from other public soft

funders that would have funneled those resources away from other projects,”

says Susan Boyd, CEO of Bellwether Housing.

Traditionally, LIHTC projects have utilized either 9% credits or 4% credits, not

both. That’s because the tax-exempt bonds that come with 4% credits are

prohibited from being used with 9% credits. However, developers and their financial partners have recently been able to utilize

both credits by splitting a project into separate deals, but it requires careful planning and documentation.

This “twinning” of credits helped Bellwether Housing create a financially sustainable project, and it was a useful tool when

creating a deeply targeted mixed-income development, including units for families leaving homelessness, Boyd says.

The residential portion of Arbora Court cost approximately $39.8 million and is financed with $12.1 million in 9% credit equity

and about $10.2 million in 4% credit equity from investor U.S. Bancorp Community Development Corp. Additional funders

include the city of Seattle and King County.

Bellwether Housing, with partner Plymouth Housing, is looking to combine credits at another development that is expected to

break ground in 2020. The project will be the first nonprofit-developed high-rise in Seattle.

Robert Wade

Bellwether Housing developed the 133-unit
Arbora Court in Seattle with the help of
twinning 9% and 4% low-income housing tax
credits.
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Virginia Finds Success with New Structure

On the other side of the country, the Virginia Housing Development Authority (VHDA) has been providing an incentive for
developments that combine 9% and 4% LIHTCs in its qualified allocation plan (QAP) since 2015.

The move allows the agency to stretch its limited 9% credits further while using an abundant supply of 4% credits to finance

affordable housing developments. VHDA funded five hybrid projects in 2015, two in 2016, four in 2017, 14 in 2018, and another

nine projects have been reserved credits this year. Together, these projects provide nearly 5,700 affordable units.

In its QAP, VHDA provides a point incentive for developments that combine the two credits. The points, which are awarded on a

sliding scale, are enough to be a difference-maker in the competition for credits, says Art Bowen, VHDA’s managing director of

rental housing.

The program has worked well, but the deals are complex, requiring developers to divide a project into two separate transactions

—one with 9% credits and another with 4% credits and tax-exempt bonds.

This requires developers to think about what would happen if they have to run the two projects independently of one another.

As an example, a development may have one building financed with 9% credits and another with 4% credits. However, only one

of the buildings will likely have the amenities, including the leasing office, the fitness center, and other community space.

Developers may need to have a legal agreement in place so residents in the other building will have access to the amenities in

the other.

Despite the complexities, there are many benefits to twinning. For developers, the structure will allow them to access additional

credits to make deals financially feasible.

For VHDA, twinning is a way to maximize the agency’s resources by reducing the use of 9% credits by bringing in 4% credits and

bonds into deals. VHDA officials estimate they are able to squeeze out one additional 9% credit development each year under

the program. That’s significant because it means more affordable homes are being built.

More Hybrid Deals
Other states also are looking at ways to combine the credits to help developers build affordable housing.

Following the 2016 presidential election, the threat of tax reform caused LIHTC prices to plummet, which made many deals

across the country no longer financially feasible. To help these projects, the California Tax Credit Allocation Committee (CTCAC)

passed an emergency regulation change allowing developers with an existing allocation of 9% credits to reapply and monetize

excess tax credit eligible basis (i.e., basis in excess of the amount needed to support the original allocation of 9% credits). CTCAC

accomplished this by issuing 4% credits on the excess basis, which resulted in several million dollars of additional tax credit

equity proceeds for the developers who were able to utilize the regulation change, says Matt Grosz, director of acquisitions at

Red Stone Equity Partners. In their regulations, CTCAC has since defined the combination of 4% and 9% credits as the hybrid.

Grosz was familiar with the hybrid structure after using it to finance a large

development in downtown San Diego years earlier in his previous role as chief

investment officer at Chelsea Investment Corp., a prominent affordable housing

developer in the state. That experience led to conversations with CTCAC

leadership about employing the structure to help projects that were struggling

after 2016 and since has resulted in a permanent regulation change, which now

provides for a competitive scoring incentive for hybrid transactions, he says.

“We’re seeing more hybrid deals happening and people choosing to pursue the

structure either to increase the competitiveness or purely for project feasibility

where there’s a limited amount of local resources,” he says. “The basic concept is the following: If you’re not taking 9% credits on

25% of your eligible basis, then you can carve that 25% piece of the project or building off and access 4% credits, which gets you

Courtesy Meta Housing

Meta Housing and Western Community
Housing are utilizing a hybrid structure to
develop the 65-unit Main Street Plaza
Apartments in Roseville, Calif.
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35 cents on the dollar back in equity. Absent the hybrid structure, 100% of those excess basis costs are financed with soft money,

perm loan proceeds, or deferred developer fee.”

Red Stone Equity Partners, a national LIHTC syndicator, recently closed on the financing for a 65-unit hybrid community with

Meta Housing and Western Community Housing in Roseville, Calif.

In order to execute on hybrid transactions, it’s critical that developers draw clear lines between the different ownership

structures for the 9% and 4% components. The documentation is a bit more intensive, and some investors may be more leery of

these transactions depending on how clear the delineation is between the two ownership structures, according to Grosz.

“When you build your pro forma to finance the deal, you have to figure out how you want to allocate the costs between the 4%

and 9% components,” he says. “There are a handful of methodologies you can employ, but more important than the methodology

you choose is that the allocation method is consistently applied across the development budget.”

Issues to Watch
In addition to separate ownership structures, other aspects of the development plan will need to be split into separate parts—

even if the project involves a single building. This includes the construction contract, financing plans, and other third-party

reports, says Kent Neumann, founding member of Tiber Hudson, a law firm experienced in affordable housing and bond deals.

“Tax credit deals are already complicated, and adding both 4% and 9% tax credits to the same development plan only adds to

that complexity,” he says. “It is also important to set things up as far in advance as possible with the twinning aspects of the

deal. Having to make adjustments later in the schedule can create significant delays and in some cases require substantial

changes to certain reports, contracts, or agreements.”

Hybrid deals have become more common in the last few years as developers and investors have become more familiar and more

comfortable with the structure. It’s also notable that some states have either explicitly permitted or, in some cases, incentivized

it in their QAPs, says Daniel Rosen, a partner at Klein Hornig. His law firm has closed on a number of twinned deals in multiple

states.

Each state has a limited amount of 9% credits to allocate each year, and many states also have a cap on how much in 9% credits

a project can receive. These limits often mean deals have “excess” basis that’s not generating credits, especially for larger

projects, according to Rosen. Twinning allows developers to monetize that excess basis with 4% credits. As a result, how much

more equity a project can derive from this structure varies from deal to deal. “It’s a question of how much bigger is your deal

than your 9% credit allocation,” Rosen says. “That’s where the decision begins.”

Combining the credits usually makes more sense on a large deal because you are monetizing the extra basis and you have to

reach a certain scale to justify the complexity and costs, he says, noting that twinning has been used in deals over 300 units as

well as in deals with as few as 60 units overall.

While the structure’s main promise is to monetize “wasted” basis, it’s also been used to serve other purposes, ranging from

providing incentives to using expiring tax-exempt bond volume cap to encouraging additional density of affordable units on a

particular site, or even reducing the amount of local subsidy gap financing, according to Klein Hornig partner Erik Hoffman. He

says twinning is often a way to separate your financing application from the pack of competitors given it demonstrates that the

developer is working to better leverage public resources to provide more housing. Hoffman observed a significant increase in

developers pursuing twinned project structures and in state allocating agencies permitting or incentivizing them. For example,

Hoffman says that in Maryland’s recent 2019 funding round, of the 47 applications submitted, eight of the 15 projects that

received awards employed the twinning structure.

When a development team decides to move ahead with a hybrid structure, it will have to create a legal framework for the

separate ownerships that are required for the 9% and 4% credit portions of the project. This often involves splitting a project

with a condominium or an air-rights structure.

Hoffman dubbed these “Noah’s Ark” deals because they require two of everything, including two plans of financing, two budgets,

and two loans. Rosen notes that construction contracts sometimes are the exception and can be a single contract for both
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projects, but that even these often require extra attention because the costs and scope of the work will have to be split among

the two different projects even though there may only be one building involved, he says.

Close monitoring and documentation is also required after construction, says Boyd of Bellwether Housing, noting that a property

will get one utility bill but that will have to be split between the two projects.

Twinning adds significant complexity and business risks, all of which should be evaluated with counsel and accountants before

pursuing, says Hoffman. He explains that the main risk comes if the tax-exempt bond proceeds “taint” the 9% credits, resulting in

a potential adjuster of 50% to 60% of the tax credit equity, which would be catastrophic for most projects and sponsors. That

taint, Hoffman says, can be direct, wherein the tax-exempt bond proceeds subsidize the construction of the 9% project, or

indirect, such as by cross collateralizing the projects or inappropriately blending the two project financings when they should be

separated.

While the twinning of 9% and 4% LIHTCs is still relatively new and poses potential risks, a similar structure has been used in

other transactions, including in deals that combine LIHTCs and New Markets Tax Credits, Rosen says. “We do a number of

transactions that combine those credits,” he says. “The technical rules are different, but the results and structuring issues are very

similar because there’s a similar concern. In that case, it’s not allowing the New Markets financing be used to finance the

residential project.”

Donna Kimura

Donna Kimura is deputy editor of Affordable Housing Finance. She has covered the industry for more than 20 years.
Before that, she worked at an Internet company and several daily newspapers. Connect with Donna

at dkimura@zondahome.com or follow her @DKimura_AHF.

ABOUT THE AUTHOR

Advertisement Keywords:

Subject:

LIHTC  Finance

People:

Susan Boyd  Matt Grosz  Kent Neumann  Daniel Rosen  Erik Hoffman

Organization:

Bellwether Housing  Virginia Housing Development Authority  Red Stone Equity Partners  Tiber Hudson

Klein Hornig

MORE FROM HOUSING FINANCE

Affordable Housing Offers Unparalleled Opportunity to Invest for Impact

Incentivizing investment and capturing outcomes are essential
BROUGHT TO YOU BY ADVANTAGE CAPITAL

5/9/24, 5:51 PM The Hybrid: A New Deal Design| Housing Finance Magazine

https://www.housingfinance.com/finance/the-hybrid-a-new-deal-design_o 4/6

https://www.housingfinance.com/author/donna-kimura
https://www.housingfinance.com/author/donna-kimura
mailto:dkimura@hanleywood.com
https://twitter.com/dkimura_ahf
https://googleads.g.doubleclick.net/pcs/click?xai=AKAOjssHwDFaYtqaRQ8Yd2Ljjx1CMzEUSIiBA4ZuXOiDIioCIDRfz_2szriBcq-NWNTW9RZqywePhdkUvHafQb2diRq9jypWF078uBiXMbQKmY7P8-TSsRy_Jol5_nXvqHr7z4WkjqxnFyR4oE52ZNZlOD-HQ8ZgExgb85b9doptetehBAEnjvKX-DEQJxnq1wVbkBGJxMhIrGLYS53rAqEYy9rcCw64mW8yhV2sVcpjFdK4k93EyYhhGZ6x5lpdJm27xbJQoSU63YFEkkvtSY8-Sy6YL0G4z13jlIMQ6KVC8UpqznyQW2e5tbKlqgWjbGUc4MgU_oKcoSFoCxrZ3OUki080zBFzrSNrabcJe2h2ZSVB9KoJLsiS6HivIqxp3B1ih9uGI8iu&sai=AMfl-YSDbM9mGzM7FA4hwSt5oj8eSiVHRc0KC2EiozxmRIfZDg6RCxOOfdPKWbiaoXcleWcypWE1_HOsN2t95oJzo36TiKeJDuJFUB3raI5JXW8X0NTpVX5UmNYRpdNFqg&sig=Cg0ArKJSzEIe4o_bTXFo&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://zonda.dragonforms.com/loading.do%3Fpk%3DHF_300A_txt_HF%26omedasite%3DMultifamily_Reg
https://googleads.g.doubleclick.net/pcs/click?xai=AKAOjssHwDFaYtqaRQ8Yd2Ljjx1CMzEUSIiBA4ZuXOiDIioCIDRfz_2szriBcq-NWNTW9RZqywePhdkUvHafQb2diRq9jypWF078uBiXMbQKmY7P8-TSsRy_Jol5_nXvqHr7z4WkjqxnFyR4oE52ZNZlOD-HQ8ZgExgb85b9doptetehBAEnjvKX-DEQJxnq1wVbkBGJxMhIrGLYS53rAqEYy9rcCw64mW8yhV2sVcpjFdK4k93EyYhhGZ6x5lpdJm27xbJQoSU63YFEkkvtSY8-Sy6YL0G4z13jlIMQ6KVC8UpqznyQW2e5tbKlqgWjbGUc4MgU_oKcoSFoCxrZ3OUki080zBFzrSNrabcJe2h2ZSVB9KoJLsiS6HivIqxp3B1ih9uGI8iu&sai=AMfl-YSDbM9mGzM7FA4hwSt5oj8eSiVHRc0KC2EiozxmRIfZDg6RCxOOfdPKWbiaoXcleWcypWE1_HOsN2t95oJzo36TiKeJDuJFUB3raI5JXW8X0NTpVX5UmNYRpdNFqg&sig=Cg0ArKJSzEIe4o_bTXFo&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://zonda.dragonforms.com/loading.do%3Fpk%3DHF_300A_txt_HF%26omedasite%3DMultifamily_Reg
https://www.housingfinance.com/tag/lihtc
https://www.housingfinance.com/tag/finance
https://www.housingfinance.com/person/susan-boyd
https://www.housingfinance.com/person/matt-grosz
https://www.housingfinance.com/person/kent-neumann
https://www.housingfinance.com/person/daniel-rosen
https://www.housingfinance.com/person/erik-hoffman
https://www.housingfinance.com/organization/bellwether-housing
https://www.housingfinance.com/organization/virginia-housing-development-authority
https://www.housingfinance.com/organization/red-stone-equity-partners
https://www.housingfinance.com/organization/tiber-hudson
https://www.housingfinance.com/organization/klein-hornig
https://www.housingfinance.com/Finance/affordable-housing-offers-unparalleled-opportunity-to-invest-for-impact
https://www.housingfinance.com/sponsor/advantage-capital


Hopes Rise for Stronger LIHTC Market Golden to Lead Boston Financial Vermont Announces LIHTC Awards

EPA Rolls Out the Energy Star NextGen Certification

Double the Fun: Dive Into This Summer-Ready Duplex Floor Plan

93% of Metros Post Home Price Increases

6 Takeaways From the Final Day of the 2024 Builder 100 Conference

What a Car Company Learned From Building a Sustainable Smart Home

National New-Home Lot Supply Tightens in Q1

Virtual Apartment Tours Are Getting an Upgrade

NAHB: Multifamily Developer Confidence Dips in Q1

Q&A With iBorrow’s Brian Good

5/9/24, 5:51 PM The Hybrid: A New Deal Design| Housing Finance Magazine

https://www.housingfinance.com/finance/the-hybrid-a-new-deal-design_o 5/6

https://www.housingfinance.com/Finance/hopes-rise-for-stronger-lihtc-market_o
https://www.housingfinance.com/Finance/golden-to-lead-boston-financial_o
https://www.housingfinance.com/Finance/vermont-announces-lihtc-awards_o
https://www.housingfinance.com/Finance/affordable-housing-offers-unparalleled-opportunity-to-invest-for-impact
https://www.housingfinance.com/Finance/hopes-rise-for-stronger-lihtc-market_o
https://www.housingfinance.com/Finance/hopes-rise-for-stronger-lihtc-market_o
https://www.housingfinance.com/Finance/golden-to-lead-boston-financial_o
https://www.housingfinance.com/Finance/golden-to-lead-boston-financial_o
https://www.housingfinance.com/Finance/vermont-announces-lihtc-awards_o
https://www.housingfinance.com/Finance/vermont-announces-lihtc-awards_o
https://googleads.g.doubleclick.net/pcs/click?xai=AKAOjsuzFy_sfGTjOOs43vWpqLhd9WDRLMIuf4-0Kz5E3e8f3x1b0lpNy2opLFvmsH0Keg9U_QgJgZUmcMHhNYazIhZ6SsV-CbSi97ljC1-2nBr-om-wAuDcvHKxIRVqevFjJtGbYWtQPsEEHYcUkL0IqvTG2iTeBxF4vmyWXVv-B6MMC6hWZZ4R1VZRogTp9XiFZwQCihOx2QUeDxz_wNvTFiPAXfPQsAH3o3M10cKT8E8DJ0mx6Qm8TePiO1XZjYsb65Wp5FwqnwpUBdGcZSPSUKvtfZ1jd9tRKGq-LU4Lpob-yUejDJRYx0u4kg3tkfGeL_MWkCZwSQKmlqkTB8vB6GiwUSzVK2Gm9-rmRFsezVg&sai=AMfl-YR9zrR89x2wOOEfY_dYy23LBHvg49d8EO7sRZk77seNBBDWlyxSKRz1NlN9-L1Btu_6NQS5pbT54kH9tW-yk67g26Cr9aaYAbm5dN-O95sny9_vbi7ngAIJ0ABqWw&sig=Cg0ArKJSzNE7rffNPORB&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://zonda.dragonforms.com/loading.do%3Fpk%3DHF_300B_img_HF%26omedasite%3DMultifamily_Reg
https://googleads.g.doubleclick.net/pcs/click?xai=AKAOjsuzFy_sfGTjOOs43vWpqLhd9WDRLMIuf4-0Kz5E3e8f3x1b0lpNy2opLFvmsH0Keg9U_QgJgZUmcMHhNYazIhZ6SsV-CbSi97ljC1-2nBr-om-wAuDcvHKxIRVqevFjJtGbYWtQPsEEHYcUkL0IqvTG2iTeBxF4vmyWXVv-B6MMC6hWZZ4R1VZRogTp9XiFZwQCihOx2QUeDxz_wNvTFiPAXfPQsAH3o3M10cKT8E8DJ0mx6Qm8TePiO1XZjYsb65Wp5FwqnwpUBdGcZSPSUKvtfZ1jd9tRKGq-LU4Lpob-yUejDJRYx0u4kg3tkfGeL_MWkCZwSQKmlqkTB8vB6GiwUSzVK2Gm9-rmRFsezVg&sai=AMfl-YR9zrR89x2wOOEfY_dYy23LBHvg49d8EO7sRZk77seNBBDWlyxSKRz1NlN9-L1Btu_6NQS5pbT54kH9tW-yk67g26Cr9aaYAbm5dN-O95sny9_vbi7ngAIJ0ABqWw&sig=Cg0ArKJSzNE7rffNPORB&fbs_aeid=%5Bgw_fbsaeid%5D&adurl=https://zonda.dragonforms.com/loading.do%3Fpk%3DHF_300B_img_HF%26omedasite%3DMultifamily_Reg
https://www.builderonline.com/building/epa-rolls-out-the-energy-star-nextgen-certification_o
https://www.builderonline.com/design/plans/double-the-fun-dive-into-this-summer-ready-duplex-floor-plan_o
https://www.builderonline.com/data-analysis/93-of-metros-post-home-price-increases_o
https://www.builderonline.com/builder-100/6-takeaways-from-the-final-day-of-the-2024-builder-100-conference_o
https://www.builderonline.com/design/projects/what-a-car-company-learned-from-building-a-sustainable-smart-home_o
https://www.builderonline.com/data-analysis/national-new-home-lot-supply-tightens-in-q1_o
https://www.builderonline.com/
https://www.multifamilyexecutive.com/technology/virtual-apartment-tours-are-getting-an-upgrade_o
https://www.multifamilyexecutive.com/business-finance/business-trends/nahb-multifamily-developer-confidence-dips-in-q1_o
https://www.multifamilyexecutive.com/business-finance/debt-equity/q-a-with-iborrows-brian-good_o
https://www.multifamilyexecutive.com/business-finance/debt-equity/commercial-and-multifamily-borrowing-stagnate-in-q1_o
https://www.multifamilyexecutive.com/


Commercial and Multifamily Borrowing Stagnate in Q1

CBRE: Multifamily Fundamentals Start to Stabilize

The Beautifully Brutal Truths of B+

Peterson Rich Office and OSD are Reviving Detroit's Spirit with a Repurposed Church and a New Park

ARCHITECT Wins Three Neal Awards for Best Climate Change Coverage and Art Direction

SO-IL and OSD to Transform Waterfront Destination in Detroit

Joy and Tenacity: Defending Design for Housing that Works.

2024 DIGITAL EDITION

Housing At-Risk Young
Adults; Top 25 Affordable
Housing Lenders of 2023

Subscribe

Housing Finance, powered by Affordable Housing Finance magazine, provides the tools and best practices for financing, developing, and operating affordable rental housing.

HOUSING FINANCE Relevant Sites: Architect  Zonda Home  JLC Online  Multifamily Executive  Livabl

About  Magazine  Contact  Privacy Policy  Careers  Advertise  AccesCopyright © 2024 Zonda Media, a Delaware corporation. All rights reserved.

5/9/24, 5:51 PM The Hybrid: A New Deal Design| Housing Finance Magazine

https://www.housingfinance.com/finance/the-hybrid-a-new-deal-design_o 6/6

https://www.multifamilyexecutive.com/business-finance/debt-equity/commercial-and-multifamily-borrowing-stagnate-in-q1_o
https://www.multifamilyexecutive.com/property-management/rent-trends/cbre-multifamily-fundamentals-start-to-stabilize_o
https://www.architectmagazine.com/Design/the-beautifully-brutal-truths-of-b_o
https://www.architectmagazine.com/Design/peterson-rich-office-and-osd-are-reviving-detroits-spirit-with-a-repurposed-church-and-a-new-park_o
https://www.architectmagazine.com/Design/architect-wins-three-neal-awards-for-best-climate-change-coverage-and-art-direction_o
https://www.architectmagazine.com/Design/so-il-and-osd-to-transform-waterfront-destination-in-detroit_o
https://www.architectmagazine.com/practice/joy-and-tenacity-defending-design-for-housing-that-works_o
https://www.architectmagazine.com/
https://www.housingfinance.com/magazine/2024/march-april/
https://www.housingfinance.com/magazine/2024/march-april/
https://lsc-pagepro.mydigitalpublication.com/publication/?i=818029
https://zonda.omeda.com/ahf/
http://www.architectmagazine.com/
https://zondahome.com/
http://www.jlconline.com/cgi-bin/jlconline.storefront
http://www.multifamilyexecutive.com/
https://www.livabl.com/
https://zondahome.com/about/
https://www.housingfinance.com/magazine/
https://zondahome.com/#form-contact
https://zondahome.com/legal/
https://zondahome.com/careers/
http://hwresidentialnetwork.com/media-kit/?page-name=affordable-housing&property-parent=residential-construction
https://zondahome.com/legal/ada-statement/
https://zondahome.com/legal/

