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agree to such an assumption, if requested.
First mortgage loan or loans from conventional
lenders, may have balloon balances due at or
around the end of year 15. These loans must
either be paid off or refinanced, or loan assump-
tions and extensions must be negotiated.

3.) Proposed Purchase Price
Generally, NEF, Inc. limited partnership agree-
ments (or corollary documents) contain provi-
sions providing the general partner or sponsor:
(a) a purchase option and/or right of first refusal
to purchase the property; and (b) a purchase
option to purchase the limited partner interest at
the end of the compliance period. While the
terms of these provisions may vary among agree-
ments, in general, the purchase option price will
be based on the greater of fair market value or
debt plus taxes, and the right of first refusal will
be based upon debt plus taxes.

In cases where the sponsor has determined it will
exercise its right of first refusal to purchase at the
debt plus taxes price, a full accounting of the
partnership indebtedness must be completed, as
described previously, and the sponsor must determine
how each component of partnership debt will be
retired. In addition, the capital gains, or exit tax
resulting from the sale must be determined, as
further described below. This tax may result re-
gardless of whether there is a sale of the property
or of the limited partner interest.

--Satisfying Outstanding Partnership Debt:
The outstanding partnership debt will be satis-
fied either by a cash payment (through a refi-
nancing or other cash infusion) or by the pur-
chaser assuming the debt. It might also be possi-
ble for the purchaser to negotiate a cancellation
or forgiveness of the debt. However, NEF, Inc.
must approve any forgiveness of debt that would
occur while one of its funds still holds the limited
partner interest.

--Satisfying Exit Taxes:
A sale or transfer of the project or limited part-
ner interest will result in an exit tax liability in cases
where the limited partners’ capital account is neg-
ative at the time of transfer. Exit taxes are most
simply calculated by multiplying the limited part-
ner's negative capital account by the investor's
tax rate; a gross-up factor may then be applied.

The Code contains a provision to include a gross-
up factor as part of the exit tax calculation.

The method of calculating exit taxes and the
gross-up may vary among investors and syndica-
tors. One distinction is whether the infinite cal-
culation will be applied to capture the iterative
nature of the gross-up calculation, or whether a
specified number of gross-ups will be applied.
As shown below, NEF, Inc. is currently applying
a one-time gross-up factor rather than using an
infinite calculation of the gross-up factor. The

NEF, Inc. Exit Tax Analysis Worksheet 2 on page 6
helps estimate current or future years' exit taxes.

In cases where the sponsor will not be exercising
the right of first refusal to purchase at the debt
plus taxes price, the purchase price analysis must
be based on the greater of fair market value of
the property or debt plus taxes. NEF, Inc. will
consider purchase proposals that are based on a
reasonable analysis to determine fair market
value, although we reserve the right to require an
appraisal in all cases.

home
In general, the

right of first

refusal will be

based upon 

debt plus taxes.

Estimating Exit Tax Liability
Exit tax liability may be estimated based on the

information provided in the limited partnership's
tax return- Form 1065, Schedule K-1 for the
Limited Partner. Since the year 15 tax return
may not yet be available at the time of the evalu-
ation, the most recent year's tax return can be
used and extrapolated thru the end of year 15.
The limited partner’s capital account information
is located in Section M and titled Analysis of
Partner’s Capital Account. If the amount shown
for the limited partner's capital account in box
J(e) is negative, the following exit tax calculation
will be applied:

Negative capital account balance 
x  

0.35 (investor's federal tax rate) 
x 

1.35 (one-time gross-up) 

Note: In some cases, NEF, Inc. may require that
the project accountant provide a reconciliation
between GAAP and tax accounting to determine
the tax liability, if there is a question regarding
the presentation of capital accounts on partner-
ship tax returns.
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