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Program Name: Historic Tax Credits:  Black Swan Books, Inc.
Federal and state historic tax credits were used to rehabilitate property for Black Swan Books, Inc., a small business which specializes in used, rare and out-of-print books.
Federal Reserve District(s):
Richmond
Program Location:
Richmond, VA
Program Geography:
Local
Program Start Year:
2003
Program End Year: 
Ongoing
Lessons Learned Highlight:

1. Plan and do your homework ahead of time.

2. Have all your partners in place from the start and have a good working relationship with the “team” that you have created.
3. Have a comprehensive checklist.

Project Description:

Black Swan Books, Inc., a small retail business specializing in used and antiquarian books, sought to expand in 2002.  The business was located in a historic district and the cost of leasing space had increased to a point that purchasing a building was a better financial plan for them.   They considered different properties using location, public visibility, demographics, customer travel, convenience, competition, zoning and financial costs as criteria.  A suitable property with retail space on the ground floor and rental residential units on the second floor was located.  The building was erected 1900 and was eligible for historic tax credits and city tax abatements.  In 2003 they made an offer for the building and engaged architects for due diligence, working plans for renovations and a post renovation appraisal.  They submitted a comprehensive business plan to their bank and requested a commercial loan.  A historical architect was employed to guide them through the historic tax credit process; she provided expertise in ensuring that the plans for renovation were consistent with the process to obtain federal and state historic tax credits.  The projected costs attributed solely to rehabilitation of the historic structure were over $100,000 so a CPA was employed to certify the costs in order to obtain state historic tax credits.  A general contractor was selected to oversee the project.  Federal historic tax credits are available for any qualified project that the Secretary of the Interior designates as a certified rehabilitation of a certified historic structure.   Applying for historic tax credits involves a three step application process:  Part 1 - Evaluation of Significance; Part 2 - Description of Rehabilitation Work; and Part 3 - Request for Certification of Completed Work.  Sadler & Whitehead, Architects, plc provided the following summary (created 03/03) for accessing federal and Virginia state historic tax credits:  
HISTORIC PROPERTIES AND THE STATE AND FEDERAL HISTORIC
PRESERVATION
 TAX CREDIT PROGRAMS - A SUMMARY
PROVIDED BY MIMI SADLER OF SADLER & WHITEHEAD, ARCHITECTS,  PLC
What are Historic Preservation Tax Credits and when are they available?

If a property is listed, or is in the process of being listed, on the Virginia Landmarks Register (a state designation) and on the National Register of Historic Places (a federal designation), and if the property owner is planning a substantial rehabilitation of his property, the owner may apply for state and/or federal historic preservation investment tax credits.  Owners of properties that contribute to the significance of historic districts may apply for tax credits. Some of the differences and similarities between the federal and state tax credit programs are outlined in the below:
Amount of Credit                 
                   

FEDERAL     -       20% of eligible expenses

STATE (Virginia) - 25% of eligible expenses 

Eligible Property Types

FEDERAL      -      Income Producing  (Commercial or Rental Residential)

STATE (Virginia) - Income Producing (including residential) or Owner Occupied                                                                                                                   

Certified Historic Structure
FEDERAL      -      Individually Listed in National Register of  Historic Places (NRHP) or 

                              contributes to a NRHP District (eligible properties may receive preliminary 

                              certification)

STATE (Virginia) - Individually Listed in Virginia Landmarks Register (VLR) or meets criteria for

                              individual listing in VLR, or contributes to a VLR historic district

Certified Historic Rehabilitation
FEDERAL      -      Rehabilitation work must be consistent with the Secretary of the Interior’s 

                             Standards for Rehabilitation


STATE (Virginia) - Rehabilitation work must be consistent with the Secretary of the Interior’s 

                             Standards for Rehabilitation

Substantial Rehabilitation


FEDERAL      -      Eligible costs >100% of the property’s adjusted basis (generally defined as 

                              the purchase price, minus the value of the land, minus any depreciation

                              already claimed, plus the value of any earlier capital improvements; the

                              rehabilitation expenses must occur during a consecutive 24-month period;  

                              or, for phased rehabilitations, during a consecutive 60-month period)

STATE (Virginia) - Eligible costs > 50% of the building’s assessed value (>25% if building is

                              owner-occupied residential)

Eligible Rehabilitation Costs

FEDERAL      -      Include construction costs and some soft costs - does not include the cost 

                              of new construction beyond the shell of the building, site work or personal

                              property.  Acquisition costs are not included. 

STATE (Virginia) - Include construction costs and some soft costs – does not include the cost 

                              of new construction beyond the shell of the building, or personal property.  

                              Site work is an eligible expense if site element is historic and man-made. 

                              Acquisition costs are not included. 
Recapture 


FEDERAL      -      If a rehabilitated property is disposed of, or if it loses its status as income 

                              producing within 5 years of completion of the rehabilitation, any credits 

                              claimed will be subject to pro-rated recapture by the IRS.

STATE (Virginia) - There is no formal recapture period.

What Makes a Property Historic?

A “historic property” meets one or more of the Criteria for listing in the National Register of Historic Places (a federal designation) or the Virginia Landmarks Register (a state designation). Usually buildings must be at least fifty years old to be considered historic properties.  In Virginia historic property owners should contact the Virginia Department of Historic Resources to find out if their property is listed on the National Register or on the Virginia Landmarks Register.  They can also learn from the Department how to establish whether their property meets the Criteria listed below and how to pursue formal recognition of the property.

Criteria For Listing
I. Properties that are associated  with events that have made a significant contribution to the broad patterns of our history; or

I. That are associated  with the lives persons significant in our past; or

I. That embody the distinctive characteristics of a type, period, or method of construction or that represents the work of a master, or that possesses high artistic values, or that represents a significant and distinguishable entity whose components may lack individual distinction; or

I. That have yielded, or may be likely to yield, information important in prehistory or history.

A building or property may be individually listed as a historic property or it may contribute to the overall significance and character of a historic district.

Historic property owners should be aware if their property is listed in a local (city or county) list of historic properties.  Local designations are usually associated with specific zoning regulations, including required submittals to local architectural review boards, when exterior alterations to the property are being planned.  State and federal historic designations, in contrast to local designations, do not impose restrictions on property owners. 

 Overview of the

State and Federal Historic Preservation Tax Credit Programs
By rehabilitating certified historic buildings in accordance with program requirements, taxpayers have an opportunity to qualify for state tax credits equal to 25% of eligible rehabilitation costs and federal tax credits equal to 20% of eligible rehabilitation costs.  The federal tax credits have been available through the tax code since 1976.  The Commonwealth of Virginia established its tax credit program in 1996.  The tax credit programs are administered by the VA Department of Historic Resources and by the National Park Service. 

Definitions

“Certified Historic Structure” is any building that is listed individually in the National Register of Historic Places; or is located within a registered historic district and certified by the Secretary of the Interior as contributing to the historic character of that district.  The Virginia Department of Historic Resources will also certify buildings that individually meet the National Register Criteria for listing (see above).

“Certified Historic Rehabilitations” the National Park Service and the Department of Historic Resources evaluate rehabilitations for compliance with the Secretary of the Interior’s Standards for Rehabilitation.  Projects complying with the Standards will be designated “certified historic rehabilitations”.  If a rehabilitation of a “certified historic structure” is determined not to comply with the Standards, certification of the rehabilitation will be denied, and the applicants will not be eligible to claim a tax credit.
“Secretary of the Interior’s Standards for Rehabilitation”

The proposed work (interior and exterior) must be carried out in accordance with the Secretary of the Interior’s Standards for Rehabilitation.  These are standards which are to be applied to specific rehabilitation projects in a reasonable manner, taking into consideration economic and technical feasibility.

1.
A property shall be used for its historic purpose or placed in a new use that requires minimal change to the defining characteristics of the building and its site and environment.

2.
The historic character of a property shall be retained and preserved.  The removal of historic materials or alteration of features and spaces that characterize the property shall be avoided.

3.
Each property shall be recognized as a physical record of its time, place, and use.  Changes that create a false sense of historical development, such as adding conjectural features or architectural elements from other buildings, shall not be undertaken.

4. Most properties change over time; those changes that have acquired historic significance in their own right shall be retained and preserved.

5. Distinctive features, finishes, and construction techniques or examples of craftsmanship that characterize a property shall be preserved.

6. Deteriorated historic features shall be repaired rather than replaced.  Where the severity of deterioration requires replacement of a distinctive feature, the new feature shall match the old in design, color, texture, and other visual qualities and, where possible, materials. Replacement of missing features shall be substantiated by documentary, physical, or pictorial evidence.

7. Chemicals or physical treatments, such as sandblasting, that cause damage to historic materials shall not be used.  The surface cleaning of structures, if appropriate, shall be undertaken using the gentlest means possible.

8. Significant archeological resources affected by a project shall be protected and preserved.  If such resources must be disturbed, mitigation measures shall be undertaken.

9. New additions, exterior alterations, or related new construction shall not destroy historic materials that characterize the property.  The new work shall be differentiated from the old and shall be compatible with the massing, size, scale, and architectural features to protect the historic integrity of the property and its environment.

10. New additions and adjacent or related new construction shall be undertaken in such a manner that if removed in the future, the essential form and integrity of the historic property and its environment would be unimpaired.

“Substantial Rehabilitation” (federal program) is defined by the Internal Revenue Service as exceeding the owner’s adjusted basis in the building, or $5,000, whichever is greater.

“Adjusted Basis” (federal program) is generally defined as the purchase price, minus the value of the land, minus any depreciation already claimed, plus the value of any earlier capital improvements. The rehabilitation expenses must occur during a consecutive 24-month period; or, for phased rehabilitations, during a consecutive 60-month period.

“Material Rehabilitation” (state program) means improvements or reconstruction whose cost amounts to at least 50% of the assessed value of the buildings for local real estate tax purposes for the year prior to the initial expenditure of any rehabilitation expenses.  As of 1/2001, expenditures of at least 25% of the assessed value will qualify owners of owner-occupied residences for the state rehabilitation tax credits.

“Application” consists of three parts:

Part 1: Evaluation of Significance
Part 1 requests that a building be evaluated for its contribution to the significance of a National Register Historic District, through its location, design, setting, materials, workmanship, feeling, and association.  A Part 1 can be used to request preliminary certification for properties or historic districts that are eligible for listing in the National Register of Historic Places (NRHP) or the Virginia Landmarks Register (VLR).  Certification of a historic building is based on the appearance and condition of the building (interior and exterior) before its rehabilitation.  The Part 1 application includes the following: a description of the appearance of the building and its site; a statement of the building’s history and significance site plan; and photographs depicting streetscapes, all sides of the building, major interior spaces, and individually significant features (such as stairs, mantels, and architectural ornament).  No Part 1 is required if the property is individually listed on the NRHP and VLR.

Part 2: Description of Rehabilitation
Part 2 describes the proposed rehabilitation (interior and exterior) in detail.  Under the federal program, a rehabilitation is “certified” when the National Park Service determines that the work is consistent with the historic character of the structure, and, where applicable, the district.  This determination is made by the Virginia Department of Historic Resources for the state program.  The Part 2 application includes detailed written descriptions of the building’s historic features and of the rehabilitation work to be performed. Photographs of the building prior to the commencement of its rehabilitation, as well as architectural drawings and specifications must be submitted with the application.

Part 3: Request for Certification of Completed Work
Part 3 requests certification that a completed rehabilitation project meets the Secretary of the Interior’s Standards for Rehabilitation.  Part 3 includes the final rehabilitation costs, the project dates, photographs of the completed project, and the name and Tax ID number of the owner.  The state tax credit program requires that a certified public accountant attest to the accuracy of the eligible costs on behalf of the owner. 

“Review Procedures”
The Historic Preservation Certification Applications are submitted to the Virginia Department of Historic Resources.  The Department reviews the application for completeness, identifies potential conflicts with the Standards, and, if indicated, negotiates controversial aspects of the projects with the applicant.  Review of an application is generally completed within 30 days of receipt of complete information.  Complex or controversial projects may require longer review periods.  All final decisions are issued in writing.  The Department forwards the application to the National Park Service with written recommendations.  The National Park Service generally completes review of applications within 30 days but complex or controversial projects may require longer review periods.

“Processing Fees”
The National Park Service (NPS) will bill the applicant for processing fees upon receipt of the Part 2 application.  The Virginia Department of Historic Resources (VDHR) requires that their processing fee be paid when the Part 2 Application is submitted.  In both cases, the fees are non-refundable and a certification decision will not be issued until the appropriate remittance is received.

Processing Fees


VDHR
        NPS

Cost of Rehabilitation
Processing Fee
Cost of rehabilitation
Processing Fee

Less than $50,000
$100
Less than $20,000
$0

$50,000 to $99,9999
$500
$20,000 to $99,999
$500

$100,000 to $499,999
$800
$100,000 to $499,999
$800

$500,000 to $999,999
$1,500
$500,000 to $999,999
$1,500

$1 million or more
$3,000
$1 million or more
$2,500

Virginia Department of Historic Resources

Virginia E. McConnell, Program Director

Virginia Department of Historic Resources

2801 Kensington Avenue

Richmond, VA 23221

main phone number 804.367.2323

fax number              804.367.2391

VDHR web page: http://www.dhr.state.va.us/
National Park Service

Audrey T. Tepper, Historical Architect (reviewer for Virginia projects)

National Park Service

1849 C. Street, NW

Org. Code 2255

Washington, DC  20240
National Park Service tax credit web page:  http://www2.cr.nps.gov/tps/tax/index.htm
Project Results:

Built in 1900 and used for over 75 years as a meat packing/processing plant, a building located on a major east/west thoroughfare in downtown Richmond slowly began to decay as it sat empty for over two years.  Nick and Ellen Cooke purchased the building and used federal and state historic tax credits to restore the building to house their growing small business which specializes in used, rare and out of print  books.  Black Swan Books, Inc. operates on the first floor and the two apartments on the second floor are now income producing units.  Additional revitalization occurred in the neighborhood as a building across the street was also rehabilitated to house an interior design firm on the first floor and rental units on the upper floor.  Although there is still an empty building next door to Black Swan Books, Inc., there is positive commercial activity in the neighborhood.  After relocating Black Swan Books, Inc., the goals outlined in the business plan for the project were met.  Revenues for the bookstore had been conservatively projected to increase 10 percent after the move to the rehabilitated building; they hoped to see an increase of 25 percent.  Revenues for the bookstore actually increased over 35 percent after the move to the rehabilitated building.  The building itself is a source of satisfaction to the owners; their business is a vibrant addition to the community.

Through the federal and state historic tax credit programs, property owners are given substantial incentives for private investment in preservation, resulting in enormous advantages to the public.  According to the Commonwealth of Virginia’s Department of Historic Resources, since the federal program’s inception in 1976, over 1,600 deteriorated old buildings in Virginia have been returned to productive service, representing a private investment of over $706 million.  The Virginia state program was initiated in 1997 and has already generated over $63 million of economic activity independent of the federal program.  This money represents costs paid into the construction industry - to architects, contractors, craftsmen and suppliers - with a corresponding increase in local employment.  The capital improvements to buildings results in increases in local property taxes, as well as a general enhancement in commercial activity.  The rehabilitated buildings provide desperately needed housing (in many cases, low- and moderate-income housing) and office, retail and commercial space.  Communities benefit from property improvement, blight removal and increased occupancy of buildings in historic core neighborhoods.
Lessons Learned:
· Plan and do homework ahead of time.  Using the federal and state historic tax credits programs is a very time consuming process.  A clearly defined plan of expectations and verification of how to rehabilitate the building meeting the guidelines of the programs is crucial.  The creation of a detailed business plan with clear goals outlined was essential to the success of rehabilitation of the building which now houses Black Swan Books, Inc.  The plan is of utmost importance when “you hit a snag” in the process; the plan validates what you want to achieve with a clear goal at the end of the process.
· Have partners in place from the start and have a good working relationship with this “team.  Key to the success using the federal and state historic tax credit programs is ensuring that all partners are in place and that a good working relationship with this “team” is established.  The historical architect was key to ensuring that all plans met the guidelines for the eligibility for federal and state historic tax credits.  There are many challenges to restoring older properties and a good working relationship between the architects, general contractors and sub-contractors will lead to success.
· Have a comprehensive checklist.  “Everything that can go wrong will go wrong.”  It was vital that a comprehensive checklist was maintained by the owners of the property to ensure that all the parties involved were completing tasks as outlined.  The process became more complicated than they thought it would be as work progressed and having a comprehensive checklist of what steps needed to be completed in a specific order was a “godsend”.  There are many “pitfalls” that can occur when renovating a historic structure; however, there is much that can be achieved with a clear vision.
Program Lead:

Program Partners:

Sadler & Whitehead Architects PLC,  BAM Architects, Wachovia Bank, N.A., David B, Robinson, CPA

Contact Name, Address, Phone Number and E-mail:

Nick & Ellen Cooke

2601 West Main Street

Richmond, VA  23220
BlackSwan.Books@verizon.net
Phone (804) 353-9476

Fax (804) 353-9963

Project Web Link:

http://www.blackswanbooks.com
Related Web Links:

http://www.dhr.virginia.gov/tax_credits/tax_credit.htm (Virginia program)

http://www.cr.nps.gov/hps/tps/tax/ (Federal program)

http://grants.cr.nps.gov/Shpos/Get_All_SHPOs.cfm (listing of State Historic Preservation Officers for all states and territories)
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