The State of Vermont's Housing Credit Allocation Plan for 1998 has been developed by the
Agency of Commerce and Community Development in accordance with the Federal Internal
Revenue Code (IRC) of 1986, Section 42, as amended, and rules adopted by the State of
Vermont on May 16, 1990. This Allocation Plan shall remain in effect until amended by the
Governor of the State of Vermont as may be necessitated by changes in federal law or changes in

the State's housing market. : i
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1998 ALLOCATION PLAN

FEDERAL HOUSING C

INTRODUCTION

The 1
speci
retur
1998
1989
proce
Vern

surpose of this Allocation Plan is to set fort

hed from allocations made in 1996 or 1997,
. In accordance with the requirements of th
, this Allocation Plan describes the applicat
:ss. Priorities are set by the requirements of|

(ACCD) and the Joint Committee on Tax Credit

ACC
Marc
Progt

D was designated the State Housing Credit
h, 1987. ACCD has sole responsibility and
ram's policies including the development of

approved and signed by the Governor. In furthe
promulgated rules entitled "Federal Tax Credits

Syste

ACC
Agen

with

Und
to rey

The ]

m, Joint Committee on Tax Credits.""

cy) and the Joint Committee to administer 1
ACCD to allocate credits to specific project
er the rules cited above, the advisory Joint (

oint Committee 1s comprised of the Comm

Affairs or his or her designee, the Executive Dire
the Executive Director of the State Housing Autl

of Pl;
repre

anning, Office of Policy Research and Coor

2A

! The original rules were adopted in May 1987,

Memorandum of Understanding between A

REDIT PROGRAM

h the process and criteria under which

fic housing developments will be selected to receive federal tax credits that have been

or that otherwise may become available in
e Omnibus Budget Reconciliation Act of
ion and allocation decision-making

the law, and by the rental housing needs of

1ont, as determined by the Agency of Commerce and Community Development

s (Joint Committee).

Agency by then Governor Kunin in
authority for the Housing Credit

the State's Allocation Plan, which is

rance of this responsibility, ACCD has

for Low Income Housing; State Allocation

D works in partnership with the Vermont Housing Finance Agency (VHFA, or the

this program. VHFA is under contract
(s in accordance with this Allocation Plan.?
“ommittee on Tax Credits was established

yiew and adopt allocation policies and review VHFA's performance.

issioner of Housing and Community
ector of the VHFA or his or her designee,
hority or his or her designee, the Director
dination, and one additional member

senting housing interests appointed by the Secretary of ACCD.

and substantially amended in June 1990.

CCD and VHFA was signed April 17, 1987.
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1998 ALLOCATION PLAN
BACKGROUND

The Housing Credit program was established by Congress as part of the Tax Reform Act of
1986. It offered a ten year federal income tax credit to owners of rental housing who made
certain percentages of their rental housing available for occupancy by low-income residents
for at least 15 years. This incentive for the development, acquisition and rehabilitation of
low-income housing allowed owners, developers, and/or investors to reduce their federal
tax liability in exchange for the provision of eligible low-income rental housing.

SUMMARY OF ALLOCATION PLAN REQUIREMENTS

The [1989 and 1990 laws made numerous changgs to the HC program, including the
requirement to create a "qualified allocation plan.” The State's Allocation Plan must set
forth selection criteria that include:

project location

housing needs characteristics
project characteristics
sponsor characteristics
participation of local tax-exempt|organizations
tenant populations with special housing needs, and
public housing waiting lists.

Qmoe a0 op

In addition, the states must give preference among selected projects to those serving the
lowest income tenants and to those serving qualified tenants (those persons at or below the
maximum income limits set by law) for the longest period.

States may include such other criteria as they deem appropriate, and there are no
requirements as to the relative weight of the various factors. As part of the review for each
selected project, the chief executive officer of the particular local jurisdiction within which
the project is located is to be provided "a reasonable opportunity" to comment on the
proppsed allocation.

Additional HC responsibilities mandated by Congress include:

1. Assurance that the amount of tax credits|allocated does not exceed the amount
"necessary for the financial feasibility of the project and its viability as a qualified
low-income housing project throughout the credit period."

2. Evaluation of all projects for consistency with the Allocation Plan and for credit
need, including situations when the project is financed using tax exempt bonds.

3. Agreement to "an extended low-income housing commitment" for every project.
This agreement must be recorded as a restrictive covenant binding all successor
owners, and must allow low-income individuals the right to enforce the

AGENCY OF COMMERCE AND COMMUNITY DEVELOPMENT Page 2




1998 ALLOCATION PLAN

additional 15 years beyond the initial 15

Credit Agency (i.e., ACCD or its assign

groups can arrange in advance, through

price.

4. Monitoring of compliance with the prov
aware.

APPLICATION PROCESS

Application forms can be obtained from VHFA

commitment in state court (see Section Eight, “Compliance”). The commitment
must require continued low-income occupancy for all tax credit units for at least an

year compliance period. However, the law

provides owners can be released from this latter 15 year "extended use" period if
they first offer the property for sale after the 14th year, to or through the Housing

ee) at a price using a formula set forth in

the law. In addition, non-profit organizations, government agencies, and tenant

a right of first refusal, to purchase the

project at the end of the initial 15 year compliance period, also at a pre-determined

isions of Section 42 and notifying the

Internal Revenue Service of any noncompliance of which the Agency becomes

and submitted at any time. Unless a

different application schedule is published, applications will be considered if received at

least forty-five days prior to a Joint Committee
applications received at least forty-five days pri

the cumulative amount of tax credits to be allo
Applicants are encouraged to submit their HC a
possible.

There is an overall per project limit of 30% of t
Joint Committee on Tax Credits can waive this
significance”. A project of statewide significan
forward: 1) will result in a loss of considerable
result in the displacement of a large number of
in the continued presence of significant health §
cleanup is a component of the project and the c

The|allocations will generally be made in two r
available for the first round. However, if there

meeting. All completed and still active
or to a Joint Committee meeting, plus any

completed applications deferred by VHFA frole a previous cycle, will be considered for

ated or reserved by that time period.
pplications as early in the calendar year as

he annual “per capita” tax credits. The
limit for projects of “statewide

ce is defined as: one which if it does not go
federal funding for Vermonters; or, 2) will
low income households; or, 3) will result
:azards (e.g. extraordinary environmental
bst of that cleanup is high).

punds, with two-thirds of the state’s ceiling
are compelling proposals that meet the

application requirements and the evaluation criteria, staff may reserve more than two-thirds

of the credits in the first round. By law, a minir
ceiling must be reserved for developments spon
an interest in the project (directly or through a g

mum of 10% of Vermont's annual credit
sored by nonprofit organizations that own
artnership) and materially participate in the

development and operation of the project throughout the compliance period.

199? ALLOCATION PLAN

1. APPLICATION REQUIREMENTS

AGENCY OF COMMERCE AND COMMUNITY DEV
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1998 ALLOCATION PLAN

VHFA is required by the law to assure that each project that receives a tax credit allocation
substantiates its viability and need for tax credits. An applicant must meet the following
basic qualifications:

I. Submission of a complete VHFA Housing Credit Application form, including all
equired attachments and payment of required fees.

[ 1

The developer of a scattered site development (in which not all of the units are tax
credit restricted) can either submit a selelgte application for each building or group
of buildings on contiguous sites, or can submit one application for the entire
scattered site project. If just one application is submitted, in the event any one
building in the project drops out the entire reservation/allocation will be returned.
For scattered site proposals under common ownership, management and financing,
there will be only one application fee charged for the entire development regardless
of whether one application or multiple applications are used.

Any significant change in a proposal once it has been ranked and awarded credits
will jeopardize the reservation/allocation, and staff, in consultation with the
Committee, can at that point require the credits to be returned. A significant
change will mean any reduction in the number of bedroom per unit or square
footage of units, decrease in number of total units, increase in rents (other than
because of the annual increase in the published tax credit rents), increase in overall
density, or any change that, had it been in the original proposal, might have resulted
in the project receiving a different ranking.

II. ]Lroposal must meet the basic occupancy and rent restrictions.

The Application form has tables with the minimum rent and tenant income
restrictions. According to the tax code, at least 20% of the units must be restricted
to tenants at 50% of Area Median Gross Income (AMGI), or 40% of the units must
be restricted to tenants at 60% of AMGI.| The restrictions are enforced with the
Housing Subsidy Covenant (see Section Eight, “Compliance”).

III.

N

Applicant has established the need and demand (i.e. market feasibility) for the type
ind cost of housing that is being proposed.

o

The proposed development must address|a housing need as identified in an
independent market study when 20 or more new units are being created unless:

1) the developer can demonstrate that at least 50% of the units have prospective
tenants who have expressed an interest in the units and are preliminarily income
eligible; or, 2) the Allocating Agency does not have concerns regarding the
negative impact of the proposed development on the existing housing stock in the
community. In cases where an independent market study is not required, the

AGENCY OF COMMERCE AND COMMUNITY DEVELOPMENT Page 4
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ALLOCATION PLAN

IV.

housing. The Allocating Agency will consider the State of Vermont Housing

applicant may be required to submit ma{mt data to document need for the proposed
P

Needs Assessment and the quantity of

in the area when evaluating the need for
agency will also consider the negative it
have on the existing stock of rental hous
unsubsidized, and may, at its sole discre
negative impact on the existing housing
newly constructed housing is proposed i
vacancy rates in rental units, or has an

0
of rehabilitation), or both, the allocatinJ

that constructing new housing may have
stock (i.e. vacancy rates may rise, physi
therefor may not reserve credits for the

Reservations will be based upon the experi

The developer must demonstrate the car
proposed, either through its own experie
experienced consultants. In the event th
in any given year, it must have the capag
proposed.

Developer's Fee / Consultant Fee in the bug

Developer's Fee: The amount of the fee]
the allocating agency prior to the issuan
Certificate. Once this fee has been agre

blicly supported housing already present
the proposed development. The allocating
npact that the proposed development will
ing in the area, whether subsidized or

tion, reject an application that might have a
stock. For example, if a development for

n a community that has relatively high

der housing stock of rental units (in need
agency may at its sole discretion determine
a negative impact on the existing housing

cal conditions may deteriorate further), and
proposed development on this basis.

ence and capacity of the project team.

acity to undertake the development as
nce and capacity or through the use of
e developer is proposing multiple projects
ity to oversee all of the developments

Iget does not exceed the program limits.

shall be agreed upon by the developer and
ce of the initial tax credit Reservation
ed upon the allocating agency will not

recognize any increases in the fee, whether total development costs increase or

decrease, in any Carryover Allocation o1
described below. In the event of a subs
increase or decrease in the total number
agency may permit an increase in the fex

The total developer's fee shall not excee
(excluding the fee itself and excluding c,
cost is less than or equal to $1.5 million
development cost exceeds $1.5 million,
12% of the total development cost (excli
accounts), payable by full occupancy. If
than $100,000) is deferred, then the dev
deferred portion of the fee must paid ove
term of repayment of the deferred fee wi
the development. Interest on the deferre

r final allocation of credits, except as
antial change in the project, such as an
of units in the project, the allocating

= or require a decrease.

d 15% of the total development cost

ash accounts) when the total development
For projects in which the total

the total developer's fee shall not exceed

nding the fee itself and excluding cash

at least one third of the fee (but not less

eloper can take up to a 15% fee. The

er a period of not less than five years. The

11 be based upon the financial strength of

d development fee will not exceed the long

AGE
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VL |

4

term Applicable Federal Rate (AFR) as |
the deferred fee note is executed.

When any developer-related party is doir
(except for the construction, which has s
considered part of the overall 12% or 15

For developments in which acquisition ¢
development cost, staff would expect a n
allow, as acquiring a property should inv
developer than either new construction g

VHFA may consider exceptions to the 1
basis for extraordinary circumstances.

Consultant Fees: The Developer's Fee 1i
("Consultant Fee(s)") associated with the
as any fee(s) paid by the developer to a t
generally would be expected to perform,
financing, obtaining local permits and ap

professionals for specific development-r
engineering, appraisal, construction supe
assessment.

VHFA shall make the final determinatior
be considered Consultant Fees.

Allocation Plan limits.

developer and the contractor: builder's p
general requirements - 6%. These limits
builder is selected by the developer with

profit, builder's overhead, and general re
efforts to obtain at least three competitiv
must be provided. For Rural Developme
amounts approved for each project under

Consultant Fees do not include the fees 1

Builder's Profit / Overhead / General Req

The following limits shall apply when th

not apply to projects that are competitive
bidding or selective bidding; the bid proc

sublished monthly by the IRS, in the month

ng any work at all on the development
eparate limits), then that work will be
% limit.

omprises a substantial portion of the total
nuch lower fee be taken than the limits
'olve less risk and take less time of a

r substantial rehabilitation. Proposals of

this nature are infrequent, and at this time the fees will continue to be negotiated.

5% developer's fee limit on a case-by-case

mit also includes any consultant fees

> project. "Consultant Fee(s)" are defined
hird party for services that a developer
such as preparing applications for
provals, and project oversight functions.

vaid to independent third party
elated services, such as architectural,
rvision, and environmental testing or

n of which fees in a specific project shall

uirements in the budget complies with

ere is an identity of interest between the
rofit - 6%; builder's overhead - 2%;

will also apply for projects where the

put competitive bidding. These limits will
ly bid, whether through open public

zess will determine the amount of builder's
quirements. The developer must make best
e bids; documentation of the bid process

nt (RD) 515 projects, the limits will be the
the RD cost containment guidelines.

AGE}

NCY OF COMMERCE AND COMMUNITY DEVI

‘LOPMENT Page 6




1998 ALLOCATION PLAN
VII. Applicant must agree to provide either a Right of First Refusal to purchase the

property to a nonprofit at the end of the 15 year compliance period or an extended
Housing Subsidy Covenant.

The Right of First Refusal price must be the higher of: 1) the same terms and
considerations contained in an offer of a third party; 2) the minimum purchase
price as described in Section 42(i)(7)(B) of the Internal Revenue Code; or 3) the
target return provided in the Borrower’s Operating Agreement, or other document
provided to the allocating agency in form satisfactory to it. The Right of First
Refusal must allow the holder of the Right to make the offer on the property that
triggers the Right of First Refusal.

In mixed-income projects (defined as developments in which more than the minimum
20% or 40% of the units are tax credit restricted), where a Right of First Refusal
cannot be reasonably provided at the determination of the Allocation Agency, a
perpetual Housing Subsidy Covenant will be required. In projects meeting only the

minimum set-aside, a 30 year Housing Subsidy Covenant will be required. Both types
of Covenants will require that the income and rent restrictions imposed by the Housing
Credit Program will remain in effect for the jentire term of the Covenant.

VIIL.| Evidence of at least one public hearing or meeting if required for local approval of
the proposed development.

The development must meet this “readiness to proceed” threshold in order to ensure
that the proposal is likely to move forward through the approval process and
receive a Carryover Allocation by year end (see also Section Five, “Carryover and
VHFA Revision or Revocation of Reservation Certificates™).

Detaijled project financial documentation must be submitted at various stages of the tax
credit approval process, in support of VHFA's responsibilities under the law. Certifications
regarding projected or actual costs and sources of funds are required at the time the Carry-
over Allocation is approved and at the time the final tax credit aliocation (IRS Form 8609)
is requested.

The method the allocating agency will use to demonstrate the internal rate of return that the
tax credit as an investment will generate involves discounting all equity “pay-ins” to the
same| date - the construction closing. The discount rate will be the “long term” Applicable
Federal Rate (AFR) as published monthly by the IRS (annual compounding rate). The tax
benefits will be “future valued” to the end of the 15 year compliance period using the
same long term AFR. The internal rate of return will then be calculated by discounting the
“future valued” benefits back to the date of the discounted equity contributions. This
method is described in A Developer’s Guide to the Low Income Housing Tax Credits, 3rd
Edition, by Herb Stevens and Tom Tracy, Chapter 5, Section 5.03(B)(3), p. 124. To
equalize comparison of developments with and without Historic Rehabilitation Tax
Credits, the benefits stream will be reduced by the amount of the historic credit in the first
year, and the first equity contribution(s) will be reduced by .85 times the historic credit
amount (an approximation of the equity raised from syndication of the historic credit).

AGENCY OF COMMERCE AND COMMUNITY DEVELOPMENT Page 7
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1L

EVALUATION CRITERIA (in order of]

Preference must be given among selected pr

a)
b)

{ the lowest income tenants, and

qualified tenants for the longest p

State Consolidated Plan Priorities / Other P1

a)

b)
©)

Rehabilitation, including lead-ba
modifications, and energy efficie
Mixed income developments;

growth centers designated on reg
approved by a regional planning
downtowns will have preference
Housing affordable to household

o

d)
e)

single room occupancy housing (|

local) waiting lists; that provides

sponsor management. Any projec
the units will be occupied by tens

professional such as a doctor or n

housing.
Acquisition and rehabilitation of

Examples include but are not lim

Section 236, and Section 221(d)3
. marketability

current ownership

(@

Project provides family housing,

nature of financing
condition of project

priority from I through IV)

rojects to proposals serving:

eriod

riorities (not in order of priority):

sed paint abatement, accessibility
ncy upgrades;

Project is planned to maintain the historic settlement pattern of compact
village and urban centers separated by rural countryside or is located in

ional plans or on local plans that have been
commission. (Within this priority, existing
over newly proposed growth centers);

5 <=30% AMGI;

Any project that serves special needs populations, including those needing

SRO's), the mentally disadvantaged, the

physically challenged, or families currently on public housing (State or

services supported housing (elderly

housing with optional services does not in and of itself constitute special
needs housing); or that provides for resident involvement in project or

t that can demonstrate that a majority of
ints who are at risk of institutionalization

as determined through a state screening process or need assistance with
activities of daily living as determined by a qualified health care

urse (i.e., tenants who cannot live

independently without supportive services), will qualify as special needs

existing federally subsidized projects,

where the preservation of a project's existing affordability is at risk.

ited to RD 515, Section 8, Section 23,
. Elements to be considered include:

length of subsidy contract
prepayment potential

D

unless local or regional need for another

type of housing is proven to be greater.

AGEN
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(h) Project is a blighted structure in :
Plan and Downtown Bill, H.278:
“Downtown” means the trac

community, that has sery

public infrastructure.

A map outlining the downtown
included with the application.

1 downtown, as defined in the Consolidated

ditional central business district of the

ved as the center for socioeconomic
interaction in the community characterized by a cohesive core of
commercial and mixed use buildings, often interspersed with civic,
religious, and residential buildings and public spaces, arranged
along a main street and intersecting side streets and served by

“Blight” means a condition that exists when the majority of a
building in uninhabitable or unusable due to neglect,
condemnation, or damage from fire or other natural disaster.

d the location of the project must be

III. Project can demonstrate “readiness to proceed” with either site plan, preliminary plat,

IV.

In ad
be fa
critet
evahrated to determine which project serves a gr

3.

VHEFA encourages development at the lowest re

Q
C

r conditional use approval in hand and can
onstruction within one year of application ¢

n having its affordable housing needs met.

idition to these four evaluation criteria, the ¢
ctors in project evaluation. For example, p
ria equally might have the relative need and

COST GUIDELINES

proceed to all final approvals and begin
late.

Geographic targeting: Project is in a commpunity that has been underserved historically

application requirements will continue to
rojects that seem to meet the evaluation
demand for the proposed housing

eater need.

asonable cost and will review development

costs for reasonableness. Generally, per unit costs in excess of the following guidelines
will be considered excessive:

Unit Cost Limits

0 Bedroom $73,380

1 Bedroom $78,380

2 Bedroom $83,380

3 Bedroom $88,380

4 or more Bedrooms $93,380
Certain costs will be excluded in applying these|cost limits. Such exclusions will include:
1) costs of tenant relocation; and 2) capitalization of cash accounts that will remain an asset
of the project, such as deficit escrow and operating subsidy accounts.
AGENCY OF COMMERCE AND COMMUNITY DEVELOPMENT Page 9
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Proj¢
meet
spact
these

than

VHE
place
of 1(
by th
costs
back

Ifad

€nco

coulg

inste
will

exist
appre
wing year’s credit ceiling could be reserved
ss a higher amount is approved by the Joint
lopments are seeking an advance binding c¢
lopments facing environmental site clean-u

follo

(unle

deve
deve

VHE
less t
basis
perm
sourg
the a
pro r
end (
impo

With
Certi
cond
indic

need

5.

es and extraordinary environmental site-cle
per unit limits do receive credits, the alloc
the actual project cost.

CERTIFICATES

A is authorized to issue Carryover Allocati
d in service by the end of year in which a r

~up documentation of costs.

levelopment that has received a reservation
untering severe environmental obstacles or
1 issue a binding commitment of credits fro
only be issued for this type of development

that will take a long time to resolve; or 2)
pvals but its approval has been locally appe

. An allocation of credits to a project in an
itted, with conditions that the gap that this
ata basis. In all cases any funding gap mus
ses in the Reservation Certificate.

regard to Reservation Certificates, VHFA
itions set forth in the Certificate, or if finan

ed for project feasibility.

ct-specific exceptions may be made on a ca
these per unit cost guidelines as a result of|

CARRYOVER AND VHFA REVISION

% of the reasonably expected basis (deprec
e end of that year. The owner must certify,
incurred prior to the issuance of Carryover

ad of a Carryover Allocation. A binding co

e by a specified date. This reduction will g
greement of the applicant, and not be applie

Carryover Allocation deadline, or such earli

ficate at any time if it is judged infeasible fi

ates, in the opinion of VHFA, that a lesser ¢

FINAL TAX CREDIT ALLOCATION (

1se-by-case basis for projects that do not
extraordinary situations, €.g. community
anup costs. When projects that exceed
ation will be based upon the limits rather

[ OR REVOCATION OF RESERVATION

ons to certain projects that will not be
eservation is issued, so long as a minimum
iable basis plus land) has been expended
in a form acceptable to VHFA, 10% of
Allocation. This certification must include

appears to be going forward but is

local opposition, at its sole discretion staff
m the following year’s credit ceiling
mmitment of the following year’s credits
if: 1) substantial environmental problems
the development has otherwise received
aled. An overall limit of 20% of the

using an advance binding commitment
Committee). In the event that multiple
ymmitment of credits, priority will go to

p delays.

A reserves the right, as permitted by Section 42 of the Internal Revenue Code, to issue
han the maximum credit allocation otherwi

se supportable by the project's eligible
amount less than requested may be

creates in the financing be filled by another
nly be used on a very limited basis, with

:d across the board to every applicant on a
t be filled in time to meet the absolute year-
er Carryover Allocation deadline as staff

shall retain authority to revise or retract the
or the developer to meet any of the

cial information provided by the applicant
pr greater amount of tax credit allocation is

COST CERTIFICATION

AGENCY OF COMMERCE AND COMMUNITY DEVELOPMENT
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VHE
base

A requires final cost certifications for all pr
i on the following guidelines:

1. For projects of fewer than 25 unit

For projects of 25 units or more,

by an independent CPA. If this i
calendar year in which the last by
the IRS form 8609 on the basis o
supporting documentation, but re

submitted as soon thereafter as pc

CPA prepared cost certifications are recommeng

6. RETURN OF PREVIOUSLY ALLOCA

VHFA may re-issue tax credits allocated to proj

Returned tax credits will be reused in accordanc

In the event that the following four conditions ar

return of Housing Credits from a Project and r

equal to the amount of returned Credits to the s

holding a competitive round for the Credits:

(a) the Project’s viability is threatened by ex
generally will not include delays in secur
apparent so late in a year that it is not fea

(b) | with the return and reallocation, the Proj
maximum time limits allowed by the Inte
allocation;

(©) the amount of Housing Credits available

(d) | the VHFA Board of Commissioners appr

7. CONTINUANCE OF OWNERSHIP EN

The applicant for Housing Credits must be the e

Histqg
need

partn

least
right

yrically, in most cases, this has been a limite
not be legally created when the application

throughout the allocation process, up to the

approve any changes in the identity of the gener:

chan

oes to the partnership agreement as VHFA,

ojects prior to issuance of IRS form 8609

ts, final cost certifications prepared by the

owner (which include back-up documentation of costs) will be accepted.

the final cost certification must be prepared
s not possible prior to the end of the

ilding is place in service, VHFA will issue
f an owner's final cost certification and
quires the CPA cost certification to be
yssible.

led for all projects.
TED TAX CREDITS

ects that have not utilized the tax credit.
e with this Allocation Plan.

e met, the Issuing Authority may accept a

ejiocate an amount of Credits less than or

e Project without the necessity of

traordinary circumstances (which

ing state or local approvals) that become
1sible to hold a competitive round;

ect can be placed in service within the
ernal Revenue Code under the original

to the State is not reduced; and
roves the return and reallocation.

TITY
ntity that will own the development.

*d partnership. The limited partnership
is filed, but the identity of all general

ers must be disclosed in the application and the application must be submitted by at
one legally existing general partner on behalf of the partnership. VHFA reserves the

issuance of the IRS Form(s) 8609, to
al partners of the Partnership or such
in its sole discretion, considers material.

AGENCY OF COMMERCE AND COMMUNITY DEVELOPMENT
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The

COMPLIANCE

Budget Reconciliation Act of 1990 adopted

by Congress amended Section 42 of the

IRS Code to require that state tax credit agencies provide a procedure for monitoring
developments for compliance with the requirements of the law, and for notifying the IRS

of an

In order to implement this responsibility, all HC
recor
by V
recot
minimum, require conditions wherein the develg
conti
Code of 1986, as amended, and the Treasury Re
any successors' interest for the specified time pe
source requires its own Housing Subsidy Coven
Subsidy Covenant may be incorporated into suc
separate HC Housing Subsidy Covenant may be
requi
the Qwner, for the first year of the credit period.

y non-compliance it discovers.

d a HC Housing Subsidy Covenant (the Cq
HFA. The Covenant must be signed by the
ding prior to VHFA issuing a Carryover Al

nuously comply with Section 42 and other

red to provide VHFA with a copy of the IR

VHFA is required to monitor complianc:
costs related to this monitoring.
Record Keeping and Record Retention

The owner of a tax credit eligible develo
tax credit eligible building in the project

ii.
eligible units;
iii. The rent charged on each residen

iv. The tax credit eligible unit vacan

the next available units;
The income certification of each

Vi.

The total number of residential r¢

recipients will be required to execute and
venant). The Covenant must be approved
Owner and returned to VHFA for
location or 8609. The Covenant will, at a
yper and the development must

applicable sections of the Internal Revenue
gulations issued thereunder and will bind
riod. In the event that a project's funding
ant, the provisions of the HC Housing

h Covenant, and the requirement of a
waived by VHFA. In addition Owners are
S Form 8609, with Part IT completed by

> with the provisions of Section 42 and to

notify the Internal Revenue Service of noncompliance and will charge fees to cover

pment must keep records for each qualified
showing:

ntal units in the building;

The percentage of residential rental units in the building that are tax credit

tial rental unit in the building;

cies in the building and the occupancy of

tax credit eligible tenant;

Documentation to support each tax credit eligible tenant's income
certification (for example, a copy
W-2 Forms, or verifications of income from third parties such as employers

of the tenant's federal income tax return,

AGENCY OF COMMERCE AND COMMUNITY DEVELOPMENT
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Vii.

or state agencies paying unemployment compensation; owners should retain
the right in their leases to obtain this documentation at any time, even after
tenants have moved into the unit); and

The character and use of the nonresidential portion of the building included
in the building's eligible basis under Section 42(d) [e.g. tenant facilities that
are available on a comparable basis to all tenants and for which no separate
fee is charged for use of the facilities, or facilities reasonably required by

the project].

The owner of a tax credit eligible development must retain the records specified in

this section b for each building in the pr

ject for a period of at least 6 years beyond

the end of the compliance period for each building.

Certification and Review Procedures

The Agency will utilize a certification procedure and the second review option as
set forth by the IRS under their final monitoring regulations.

Certification Procedure

Under the certification procedures, the owner of a tax credit eligible
development is required to certify to the Agency, under penalty of perjury,
at least annually, that:

(@ The project meets the requirements of the 20-50 test under Section
42(g)(1)(A) or the 40-60 test under Section 42(g)(1)(B), according to
the election made by the sponsor at the time of the allocation;

(b) The owner has received an annual income certification from each tax
credit eligible tenant and documentation to support that certification,
or in the case of a tenant receiving Section 8 housing assistance
payments, a statement from the appropriate public housing authority
declaring that the tenant's/income does not exceed the applicable
income limit under section 42(g);

(c) Each tax credit eligible
Section 42(g)(2);

it in the project is rent-restricted under
(d) All units in the project are for use by the general public and are used
on a non-transient basis;

(e) Each building in the project is suitable for occupancy, taking into
account local health, safety and building codes;

AGEN
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®

There has been no change
42(d) of any building in t}

All tenant facilities includ
of any building in the pro
recreational facilities, and
comparable basis without]

(2

(h) If a tax credit eligible uni
year, reasonable attempts
another available unit of ¢
having a qualifying incon

will be rented to tenants n

[f the income of tenants o
increases above the limit
available unit of compara
rented to tenants having a
) There was no change in tt
project, or, if there was a

An extended low income
buildings subject to Sectig
Reconciliation Act of 198

(k)

il. Review Procedure
Under the review procedure, the |
(20%) of tax credit eligible devel
tax credit eligible tenant income

documentation the owner has rec

in the eligible basis (as defined in Section

he project, or that there has been a change,
and the nature of the chan

£ge,

led in the eligible basis under Section 42(d)

ject, such as swimming pools, other
parking areas, are provided on a
charge to all tenants in the building;

t in the project became vacant during the
were or are being made to rent that unit or
romparable or smaller size to tenants

ne before any units in the project were or
lot having a qualifying income.

f a tax credit eligible unit in the project
aliowed in Section 42(g)(2)(D)(ii), the next
ble or smaller size in the project will be
qualifying income.

1e applicable fraction of any building in the
change, a description of the change; and

housing commitment was in effect (for
on 7108(c)(1) of the Revenue
9).

Agency will inspect at least twenty percent
opments each year, and review on-site the
certifications for that year and the

eived to support those certifications, and

the rent record for each low income tenant in at least 20% of the tax credit

eligible units in these projects.

iii. Exception for Certain Buildings
The review procedure outlined at
of tax credit eligible buildings, w
programs.
(a) Buildings financed by the
515 program; and

yove may not apply to the following types
hich are subject to other monitoring

Rural Development (RD) under its section

AGEN
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iv.

Auditing Procedure

(b)  Buildings of which 50 percent or more of the aggregate basis (taking
into account the building and the land) is financed with the proceeds
of obligations the intereston which is exempt from tax under section
103 of the Internal Revenue Code.

The certifications required under paragraph 1 of this Section ¢
(Certifications and Review Procedures) must be made at least annually
through the end of the 15-year compliance period under Section 42(i)(1) and
be under penalty of perjury.

The Agency has the right to perform an audit of any tax credit eligible development
at least through the end of the compliance period of the buildings in the project. An

audit includes an inspection of any building or buildings in the project, as well as a

review of the records described in Sectio

b. The audit may be performed in

addition to any inspection of income certifications and documentation under the

review procedure.

Notification of Noncompliance

il.

iii.

Delegation of Authority

If the Agency does not receive the certification described in paragraph 1 of
this Section c or discovers on audit, inspection, or review, or in some other
manner, that the project is not in compliance with the provisions of Section
42, the Agency will provide prompt written notice to the owner of the
project.
The Agency will file Form 8823,/ Low-Income Housing Credit Agencies
Report of Noncompliance, with the Internal Revenue Service no later than
45 days after the end of the correction period described in paragraph 3 of
this section, whether or not the noncompliance or failure to certify is
corrected. The Agency must explain on Form 8823 the nature of the
noncompliance or failure to certify and indicate whether the owner has
corrected the noncompliance or fai

The correction period shall be a period of 90 days from the date of the
notice to the owner under paragraph 1 of this section and during that period,
the owner must supply any missing certifications and bring the project into
compliance with the requirements of Section 42. For good cause shown, the
Agency may extend the correction period for up to six months.

AGEN
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g. Liability
Compliance with the requirements of Sec
of the building for which the credit is all¢
monitor for compliance does not make th
noncompliance.
9. DISCLAIMERS
VHFA is charged with issuing no more tax credi
required to make that development economically
solely at the discretion of VHFA, but VHFA in 1
sponsor, investor, lender or others that the projec

or after the final allocation decision.

VHF

purpg
comy

regul

No m

Cred

the al

VHF

Hous

from

The Agency may retain an agent or other
monitoring. VHFA will retain the resp
Service under paragraph 2 of section e (

A's review of documents submitted in conn|
pses. ACCD and VHFA make no represent
liance with the Internal Revenue Code, Tre
ations governing the HC program.

iember, officer, agent or employee of ACCI
its shall be personally liable concerning any
location, issuance or compliance monitorin

A is under no obligation to necessarily rese
ing Credit ceiling. VHFA may enter into b
a future year’s Housing Credit ceiling.

»
y

private contractor to perform compliance

O;Eibility to notify the Internal Revenue

ove).

tion 42 is the responsibility of the owner
rcated. The Agency's obligation to
e Agency liable for an owner's

ts to any given development than are

s feasible. This decision shall be made

10 way represents or warrants to any

1t 1s in fact feasible or viable, either before

ection with this allocation is for its own
ations to the owner or anyone else as to
asury regulations, or any other laws or

D, VHFA, or the Joint Committee on Tax
matters arising out of, or in relation to,
g of the HC.

rve or allocate any part of Vermont's
inding commitments to allocate credits
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