The|State of Vermont's Housing Credit Allocation Plan for 2004 — 2005 has been
developed by Vermont Housing Finance Agency in accordance with the Federal Internal
Revenue Code (IRC) of 1986, Section 42, as amended. 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.
Approved by: /%L
Woug]as, Govefnor
Effective Date: ‘7‘//2///9 7‘
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STATE OF VERMONT

EXECUTIVE
EXECUT]

DEPARTMENT
[VE ORDER

Low-Income Housing Tax Credit Program

significant need continues to ¢
opportunities to secure safe, dec
and individuals of lower income

exist in the State of Vermont for provision of
ent and affordable housing, especially for families
r and

federal resources for provision of affordable housing opportunities for
Vermonters continue to be scarce, increasing the challenges facing the state and
its municipalities in responding to residents' housing needs; and

a continuing commitment to coordination of public and private resources to

address the housing needs of th
affordable housing is both prude

pse Vermonters least able to compete in securing
nt and necessary; and

section 252 of the federal Tax Reform Act of 1986, as enacted by the Congress,

authorizes the states to establish
stimulate the production of affor
individuals; and

it is in the public interest that

programs for allocation of federal tax credits to
dable rental housing for low-income families and

Vermont continues to participate fully in this

program, in concert with existing efforts to create and preserve decent and

affordable housing for all reside

ts; and

Vermont has been successful in using its allocation of federal tax credits and
creating much needed affordable housing; and

the Department of the Treasury of the United States and the Internal Revenue
Service have issued their regulations concerning the low income housing credit

under Section 42 of the In
Regulations”).

NOW, THEREFORE, by virtue of the authorit}

doh

ernal Revenue Code of 1986 (the “Federal
v vested in me as Governor, I, James H. Douglas,

Agency is appointed as the "State Housing Credit
arrying out and administering the low-income
authorized by Section 252 of the Federal Tax

Reform Act of 1986, [Revenue Code Sections 42 and 146(E)].

ereby direct that:

1. The Vermont Housing Finance 4
Agency” for the purpose of ¢
housing tax credit program as

2. The Vermont Housing Finance

Agency 1is delegated the authori

Agency as the designated State Housing Credit
ty and responsibility for implementing tax credit

allocation policies as recommended by the Joint Committee on Tax Credits,
including preparation of the Qualified Allocation Plan for approval by the
Governor and assuring that these policies are applied in the administration of the

program.
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of the Department of Housing
Executive Director of the Ve
the Executive Director of the
Governor appointee; and the

of Vermont and to carry out
Revenue Code of 1986, as the
“State Housing Credit Agency’
2004 and all subsequent years
superseding State statute is ado
apportioned to the Vermont Hot
projects by the Vermont Housin|

s Executive Order shall take effect upon

aces Executive Order No. 42-87, codifi
cutive Order No. 42A-87, codified as No. 3

at

The Secretary of the Agency ¢
established a Joint Committee on Tax Credits consisting of: The Commissioner

o)

Conservation Board. The respol

a. to recommend policies cg
Vermont for the issuance

b.  to recommend procedures
and

c.

d.  to serve as a resource for ¢

e. to conduct periodic revi

implementing program obj

Wi
Gr

f Commerce and Community Development has

and Community Affairs or his’her designee; the
ont Housing Finance Agency or his/her designee;
State Housing Authority or his/her designee; a
Executive Director of the Vermont Housing
nsibilities of the Committee will be as follows:
nsistent with the housing policy of the State of
of tax credits; and

to be followed in the issuance of the tax credits;

to recommend target percentages for allocation consistent with policy; and

oordinating the funding of complex projects; and
ew, at least annually, of the performance in
ectives.

As the State Housing Credit Agency, the Vermont Housing Finance Agency is
authorized to make low income housing credit allocations on behalf of the State

the provisions of Section 42(h) of the Internal
same may be amended from time to time, as the
and the “Issuing Authority.” For calendar year
intil a superseding Executive Order is issued or a
pted, 100% of the State housing credit ceiling is
asing Finance Agency to be allocated to particular
g Finance Agency.

signing. This Executive Order supersedes and
ed as No. 32-3, effective March 8, 1987 and
2-4, effective July 16, 1987.

itness my name hereunto subscribed and the
eat Seal of the State of Vermont hereunto affixed
Montpelier this 2" day of April, 2004.

T e

the Governor:

le F Lunderville
retary of Civil and Military Affairs
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2004-2005 ALLOCATION PLAN
DEFINITIONS

Each definition containing an asterisk (*) is intended to be consistent with the tax credit
program statutes at IRC Section 42 and Regulations 1.42-1(T) through 1.42-17.

Allocating Agency (or Agency): means Vermont Housing Finance Agency (VHFA).

Applicable Fraction:* The fraction used to determine the qualified basis of the qualified
low income building, which is the smaller of the unit fraction or the floor space fraction, all
determined as provided in Section 42(c)(1).

Binding Rate Agreement:* A document in which the owner of a project elects,
irrevocably, to fix the applicable percentage with respect to a building or buildings.

Blight: A condition that exists when a significant portion of a building is uninhabitable or
unusable due to neglect, condemnation, or damage from fire or other natural disaster.

Bond Credits: (“Automatic Housing Credits”, “out-of-cap credits”, or “4% credits”)
Housing Credits that are available to a project when half or more of a project’s total cost is
financed with tax-exempt financing. Bond Credits differ from Ceiling Credits.

Builder’s Overhead, Profit, and General Requirements: The following limits shall
apply when there is an identity of interest between the developer and the contractor:
builder's profit - 6%; builder’s overhead - 2%; general requirements - 6%. These limits
will also apply for projects where the builder is selected by the developer without
competitive bidding. These limits will not apply to projects that are competitively bid,
whether through open public bidding or selective bidding; the bid process will determine
the amount of builder's profit, builder's overhead, and general requirements. The developer
must make best efforts to obtain at least three competitive bids; documentation of the bid
process must be provided. For Rural Development (RD) 515 projects, the limits will be the
amounts approved for each project under the RD cost containment guidelines.

Capital Needs Assessment (CNA): An independently, professionally prepared report that
evaluates the systems of a building and identifies the remaining useful life of those
systems, as well as estimating the cost of replacing them. For all new construction,
adaptive reuse, and rehabilitation projects wherein all major systems are replaced, a CNA
will be required by completion of the project in order to adequately size the replacement
reserve. For all other projects, a CNA will be required upfront in order to plan the scope of
rehabilitation work as well as the replacement reserve budget.

Carryover Allocation:* An allocation of current year tax credit authority by the
Allocating Agency, pursuant to Section 42(h)(1)(E) of the Code and Treasury Regulations
Section 1.42-6.

VERMONT HOUSING FINANCE AGENCY Page 1
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e: The Internal Revenue Code of 1986 as a

a developer generally would be expected to
ncing, obtaining local permits and approvals, and overseeing project functions.
sultant Fees do not include the fees paid to 1
ific development-related services, such as architectural, engineering, appraisal,
truction supervision, and environmental tegting or assessment.
ded in the Developer’s Fee. VHFA shall make the final determination of which fees
specific project shall be considered Consultant Fees.

t Certification: A certified accountant-prej
ned in the VHFA Housing Credit Applicat
s incurred by the developer. There are two versions of the Cost Certification, the
o” cost certification and the “final” Cost Ce
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Projects of under 60 units: the “1

are allocated to each State based on its
d of 2000 granted the State of Vermont a
he increase, Ceiling Credits are a limited

mended.

Comkpliance Period:* The period of 15 taxable years beginning with the first taxable year
e credit period, as defined in Section 42(i)(

1) of the Code.

the developer to a third party for services
perform, such as preparing applications for

ndependent third party professionals for

Consultant Fees are

pared statement (following the format
ion package) that documents the capital

rtification. These must be prepared and
"a Carryover Allocation or an IRS Form

he developer as compensation for their time
total Developer's Fee shall not exceed 15%
itself and cash accounts) when the total
illion. For projects in which the total
| Developer's Fee shall not exceed 12% of
elf and cash accounts), payable by full
’s Fee (but not less than $100,000) is
o fee. The term of repayment of the
> financial strength of the development.
ot exceed the long term Applicable Federal
the month the deferred fee note is

the Developer’s Fee shall be calculated

not-to-exceed” limits (above) apply.
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2004-2005 ALLOCATION PLAN

Projects of 60 units and over: the maximum Developer’s Fee shall be 10%
of total development cost as defined above, and the maximum cash portion
of the fee (i.e., the total fee less any lent back to the project) shall not exceed
$1,000,000.

For all projects in which acquisition and rehabilitation activities are
occurring and the rehabilitation cost is less than 25% of the “land and
buildings” acquisition cost, the maximum fee shall be the greater of: 6% of
total development cost as defined above, or $3,500 per residential unit.

When any developer-related party is doing any work at all on the development
(except for: 1) construction, which has separate limits, and 2) architectural, which
will be reviewed for cost reasonableness), then that work will be considered part of
the overall limit.

Difficult Development Area (DDA):* Any area designated by the Secretary of Housing
& Urban Development as having high construction, land and utility costs relative to Area
Median Gross Income in accordance with Section 42(d)(5)(C)(iii)(I) of the Code.

Downtown: Defined in the Consolidated Plan and as provided for in 24 VSA Chapter
76A “Downtown” means the traditional central business district of the community that has
served 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 public infrastructure.

Eventual Tenant Ownership: Projects must demonstrate that the tenants that will be
occupying the project at the end of the tax credit initial compliance period would have the
choice of purchasing their residence, either as a condominium, a housing cooperative, or a
single-family home.

Extended-Use Period:* The period described in Section 42(h)(6)(D) of the Code. For
projects receiving 9% (ceiling/allocated) credits, the extended use period is perpetual. For
projects receiving 4% (bond) credits, this period is a minimum of 30 years.

Family Housing: Housing development in which 50% of the residential rental units are
two-bedroom or larger.

Federally Subsidized and At Risk:* Defined as any development currently occupied by
low-income households that faces, within the next five years: 1) a loss of deep rental
assistance or other operating subsidy; and 2) faces prepayment of its mortgage or other
action by its owner that would terminate federal low income use restrictions. In addition,
any project(s) that is slated to receive federal funding specifically for the preservation of
the units as affordable housing. Examples include but are not limited to RD 515, Section 8,
Section 23, Section 236, and Section 221(d)3.

VERMONT HOUSING FINANCE AGENCY Page 3
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'redit Allocation Certification, IRS Form
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minimum requirements of Section 42 of

' 20 units or greater on a single site or

more of the units are targeted to households
viedian Gross Income (AMGI). For

me means having at least one unit targeted
o of the AMGI.
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2004-2005 ALLOCATION PLAN

Nonprofit Material Participation:* Means involvement in the development and
operation of a project by a Nonprofit Sponsor (defined below) which is regular, continuous,
and substantial as defined in Section 42 and 469(h) of the Code.

Nonprofit Sponsor:* An organization that is described in Section 501(c)(3) or (4) of the
Code, that is exempt from federal income taxation under Section 501(a) of the Code, that is
not affiliated with or controlled by a for profit organization, and includes as one of its

exempt purposes the fostering of low income housing within the meaning of Section
42(h)(5)(C) of the Code.

Qualified Census Tract (QCT):* Defined in Section 42 (d)(5)(C) of the Code, means a
census tract designated by the Secretary of Housing & Urban Development in which 50
percent or more of households have an income less than 60 percent of the area median
gross income or in which there exists a poverty rate of 25 percent or greater.

Reservation Certificate:* A document in which the Agency and the owner enter into a
binding agreement as to the Housing Credit dollar amount to be allocated to a building or
buildings.

Resident Manager’s Unit:* Means a unit set aside by an owner of a development as a
residential rental unit for a manager. In accordance with IRS Revenue Ruling 92-61, a
manager’s unit can be included in the eligible basis of the building but will be excluded
from both the numerator and the denominator of the applicable fraction. A manager’s unit
is not classified as a residential rental unit, but rather as a facility reasonably required by a
project that is functionally related and subordinate to residential rental units.

Residential Rental Unit:* A rental unit in a development used as an accommodation on a
non-transient basis, that contains complete physical facilities and fixtures for living,
sleeping, eating, cooking, and sanitation. Qualified units are rented or available for rent on
a continuous basis, with a term of at least 6 months, are available to members of the
general public, and are suitable for occupancy.

Right of First Refusal: A separate legal document that entitles an entity to purchase the
property from the owner (which will generally be a limited partnership or limited liability
company) for a specified price and under specified conditions. 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 Agency in a satisfactory form. 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.

Serving Tenants on Public Housing Waiting Lists: Projects must demonstrate that the
tenant group to be served by the development are families and individuals that are on

VERMONT HOUSING FINANCE AGENCY Page 5
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of the following criteria:
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2004-2005 ALLOCATION PLAN

analysis will aim to assist funding sources in making funding choices by
requiring proposed projects to receive an official evaluation by AHS which
can be used by housing finance and development agencies in their ranking
processes.

In addition, awards to special needs housing projects may be further
prioritized according to competitive factors including, but not limited to:

1. demonstrated relative need as differentiated from market demand with the region;

2. commitment from a department of the AHS, of other funding source, to maintain
high quality and affordable social services in conjunction with the proposed
housing;

3. whether the project provides opportunities for resident involvement in project or
sponsor management; and

4. affordability of services to low-income Vermonters.

State Credit: Means the Affordable Housing Tax Credit established by the Vermont
legislature in 2000, as set forth in 32 VSA chapter 151, subchapter 111, section 5930u.
Projects utilizing Ceiling or Bond Credits may also apply for State Credits. Since State
Credits are used with either Ceiling or Bond Credits, the allocation process for the State
Credits will mirror that of the federal credit for which they are applying.

Tax Credit Rent:* A rent, which including tenant-paid utilities, that cannot exceed 30%
of qualifying income (up to 50% or 60% of area gross median income depending on set-
aside election). To calculate rent, a certain number of occupants are assumed to occupy a
unit depending on the unit’s number of bedrooms (not number of occupants) (e.g. 1 person
in a studio and 1.5 persons per bedroom for units of one bedroom and larger).

Universal Design: A set of design practices intended to make space usable by as many
people, to the greatest extent possible, as possible at little or no extra cost. Some Universal
Design features include: entrances which do not involve steps; wide doorways; and light
switches located at a height more reachable by all (including children and the elderly).

Village Center: As defined and designated by the Agency of Commerce and Community
Development, Division for Historic Preservation and as provided for in 24 VSA Chapter
76A, this means the central area of a village or town. Only projects in those towns that
have obtained this designation can meet this evaluation category.

VERMONT HOUSING FINANCE AGENCY Page 7
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2004-2005 ALLOCATION PLAN
SUMMARY OF ALLOCATION PLAN REQUIREMENTS
The 1989 and 1990 laws made numerous changes to the Housing Credit program,

including the requirement to create a "qualified allocation plan." The State's Allocation
Plan must set forth selection criteria that include:

1. Project location
2. Housing needs characteristics
3. Project characteristics, including whether the project includes the use of housing as

part of a community revitalization plan in a Qualified Census Tract
Sponsor characteristics

Tenant populations with special housing needs

Public housing waiting lists

Tenant populations of individuals with children, and

Projects intended for eventual tenant ownership.

PR A

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, as well as projects in Qualified
Census Tracts that contribute to a concerted community revitalization plan.

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
proposed allocation.

Additional Housing Credit responsibilities of the Allocating Agency mandated by Congress
include:

1. Assurance that the amount of Housing 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 commitment
in state court (see Section 8, “Compliance”). The commitment must require
continued low-income occupancy for all Housing Credit units for the Extended-
Use Period. The “opt-out” provision of the Code [Section 42(h)(6)(E) thru (I)] is
expressly waived by each applicant for both the Ceiling and Bond Housing Credits.
The owner agrees that they will make no such notification to the Allocating

VERMONT HOUSING FINANCE AGENCY Page 9
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affordable housing, such as Section 8 New Construction / Substantial Rehabilitation
projects. In some instances, these projects are located in competitive markets or provide
current owners with other incentives to opt out of the assisted/affordable housing stock at
the end of the rental assistance contract. Acquisition cost in these cases would be
determined by appraised value.

Optional Services: Sponsors of developments offering optional services shall describe the
services to be offered and the cost(s). Optional services must be competitively priced,
reasonable, and affordable. Assumptions regarding income from optional services shall be
reasonable and result in a financially feasible project. The Allocating Agency may reject
applications based on services being offered if those services are not reasonable and/or
competitively-priced. Projects which either add or remove services after an application has
already been submitted will need to be reviewed anew.

Design Standards: VHFA has adopted design standards (attached) for projects receiving
Housing Credits or State Credits. In addition to these there are Federal requirements that
may apply to projects receiving Housing Credits, including: the Fair Housing Amendments
Act of 1988 (45 U.S.C. 3604(F)(3)(c)); and, if certain HUD assistance is also being
provided, the requirements outlined in HUD Notice PIH 2003-31.

Cost Guidelines: VHFA encourages development at the lowest reasonable cost and will
review development costs for reasonableness.

Return of Previously Allocated Credits: VHFA may re-issue Housing Credits allocated to
projects that have not utilized the Housing Credit. Returned Housing Credits will be re-
used in accordance with this Allocation Plan. In the event that the following four
conditions are met, the Allocating Agency may accept a return of Housing Credits from a
Project and re-allocate an amount of Housing Credits less than or equal to the amount of
returned Housing Credits to the same Project without the necessity of holding a
competitive round for the Housing Credits:

L The Project’s viability is threatened by extraordinary circumstances (which
generally will not include delays in securing state or local approvals) that
become apparent so late in a year that it is not feasible to hold a competitive
round;

IL. With the return and re-allocation, the Project can be placed in service within
the maximum time limits allowed by the Internal Revenue Code under the
original allocation;

I1I. The amount of Housing Credits available to the State is not reduced; and

[V.  The VHFA Board of Commissioners approves the return and re-allocation.

Continuance of Ownership Entity: The applicant for Housing Credits must be an entity
that will have an ownership interest in the development. Historically (in most cases) a
limited partnership or limited liability company has been the owner. The limited
partnership or limited liability company need not be legally created when the application is
filed, but the identity of all principals must be disclosed in the application and the
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APPLICATION PROCESS

The process of applying for and receiving Ceiling Credits (or State Credits) involves six
benchmarks, each carrying with it submission requirements. These are outlined on Table A
(attached). Some important features of this process are:

e The sponsor can receive a Letter of Intent to Provide an Allocation of Housing
Credits relatively early in the development process so that if the development
can be constructed as proposed, this significant piece of the funding sources is
assured.

e VHFA staff can, when an approved development has hit certain benchmarks,
issue the appropriate documentation of the credit award (including a Binding
Rate Agreement, Reservation Certificate, Carryover Allocation, and 8609).

e The VHFA Board of Commissioners is able to make their decision to provide
this Letter of Intent all at once, based on features of the development (including
design features) that the sponsor represents, rather than having the sponsor
resubmit the same (or a very similar) proposal repeatedly in order to get
approval during pre-determined funding cycles.

e Any proposal that goes before the VHFA Board and is not approved for a Letter
of Intent cannot re-apply for credits for a six-month period.

¢ In the event that a sponsor who has received a Letter of Intent from VHFA is
unable to move the project forward and receive a Reservation Certificate /
Binding Rate Agreement within 18 months of the Letter of Intent date, the
Letter of Intent will expire and the sponsor is “locked-out” from re-applying for
credits for that development for a six-month period. This 18-month period can
be extended by the VHFA Board if the project’s permits are under appeal in
Environmental Court or the Vermont Supreme Court.

1. PRE-APPLICATION MEETING

VHFA staff and the developer will meet to discuss the proposal. Prior to this meeting the
developer will have had discussions with the other funding agencies that are shown in the
draft pro-forma to discuss the availability of such funding, the timing of their award cycles,
the reasonableness of the amount requested, and the compatibility of the funding source
with the proposed development. No formal application for these other funding sources
needs to have been submitted at the time of the Housing Credit pre-application meeting.
Developers do not need to have site control for this meeting but do need to have an
identified site, and will provide VHFA staff with a site map (i.e., tax map or pre-existing
site survey map, such as a map for zoning or subdivision purposes).

The purpose of this meeting is to allow VHFA staff to see how compatible the proposal is
with the evaluation criteria in the Plan and to provide feedback to the developer on what if
any changes might be considered to make the development more compatible. VHFA staff
will also provide feedback on whether other funding sources than those listed in the draft
pro-forma ought to be pursued.
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the original proposal, might have resulted

Proposal must meet the basic occupancy and rent restrictions.

The Application form has tables with the minimum rent and tenant income
restrictions. According to the Code, at least 20% of the units must be restricted to
tenants at or below 50% of Area Median Gross Income (AMGT) 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 8. “Compliance”).
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III. Applicant has established the need and demand (i.e. market feasibility) for the type and
cost of housing that is being proposed.

A disinterested party who is approved by the Allocating Agency must conduct a
market study at the developer’s expense. An independently-prepared project-
specific market study that meets the attached Market Study Standards must be
submitted by the developer at time of application. The Allocating Agency will also
consider the impact that the proposed development will have on the existing stock
of rental housing in the area, whether subsidized or unsubsidized, and may, at its
sole discretion, reject an application that might have a negative impact on the
existing housing stock. For example, if a development for newly constructed
housing is proposed in a community with relatively high vacancy rates in rental
units, has an older housing stock of rental units (in need of rehabilitation), or both,
the Allocating Agency may, at its sole discretion, determine that constructing new
housing may have a negative impact on the existing housing stock (i.e. vacancy
rates may rise, physical conditions may deteriorate further) and, therefore, may not
reserve credits for the proposed development on this basis.

IV. Housing Credit Awards will be based upon the experience and capacity of the project
team.

The developer must demonstrate the capacity to undertake the development as
proposed, either through its own experience and capacity or through the use of
experienced consultants. In the event the developer is proposing multiple projects
in any given year, the organization must have the capacity to oversee all of the
developments proposed.

V. Developer's Fee / Consultant Fee in the budget does not exceed the program limits.

The developer and the Allocating Agency prior to the issuance of the initial
Housing Credit Reservation Certificate/Binding Rate Agreement shall agree upon
the amount of the Developer’s Fee. In the event that no Reservation Certificate or
Binding Rate Agreement is issued, the relevant date will be the issuance of the
Carryover Allocation. Once this fee has been agreed upon, the Allocating Agency
will not recognize any increases in the fee, whether total development costs
increase or decrease, in any Carryover Allocation or final allocation of Housing
Credits. However, in the event of a substantial change in the project (such as an
increase or decrease in the total number of units in the project) the Allocating
Agency may permit an increase or require a decrease in the Developer’s Fee.

VHFA may consider exceptions to the Developer's Fee limit on a case-by-case basis
for extraordinary circumstances.
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3. BOARD APPROVAL

The VHFA Board of Commissioners at its monthly meeting will vote on approving
Housing Credits for specific proposals. At that time conditions may be imposed by the
Board in addition to conditions that Staff will be requiring. These additional conditions
may include, but are not limited to: requiring the sponsor to seek alternative funding
sources to those shown in the pro forma; design changes or the addition of other features or
amenities; documentation of representations made by the sponsor; changes to the fee
structure of optional services, or to the services themselves; changes to the tenant income
mix or rent structure; and a requirement that the project be brought back before the VHFA
Board after some conditions have been satisfied. A target of up to two years’ worth of
Ceiling Credits may be committed via Letters of Intent (this amount may be adjusted from
time to time by the VHFA Board).

4. RESERVATION CERTIFICATE / BINDING RATE AGREEMENT

VHFA staff will issue a Reservation Certificate or a Binding Rate Agreement when certain
benchmarks have been met, including any conditions that have been imposed in the VHFA
Board Approval and those reflected in the Letter of Intent. Those benchmarks include:
submission of a CNA (lesser rehabilitation projects only — see “Application Process — Full
Application, Section VIII”); having plans and specifications for construction in a form
sufficient to prepare reasonably accurate construction cost estimates; all required local
approvals have been obtained and the Act 250 approval process, if required, has been
initiated; submission of a fair housing plan suitable to VHFA and evidence that the
developer has met with the local provider of services to homeless persons; and, all sources
of $100,000 or greater in the pro forma have issued conditional commitments for funding.

With regard to Reservation Certificate / Binding Rate Agreements, VHFA shall retain
authority to revise or retract the Certificate at any time if it is judged infeasible for the
developer to meet any of the conditions set forth in the Certificate or if financial
information provided by the applicant indicates, in the opinion of VHFA, that a lesser or
greater amount of Housing Credits are needed for project feasibility.

5. CARRYOVER ALLOCATION

VHFA is authorized to issue Carryover Allocations to certain projects that will not be
placed in service by the later of: 1) the end of year in which a reservation is issued, or 2)
six months from the date in which the Reservation Certificate / Binding Rate Agreement
was issued, so long as a minimum of 10% of the reasonably expected basis (depreciable
basis plus land) has been expended by that time. The owner must provide a Cost
Certification prior to the issuance of Carryover Allocation. This certification must be
accompanied by updated project information including a current pro forma. Staff may also
ask for documentation of additional costs.
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EVALUATION CRITERIA (in order of priority from I through IV)

I.  State Consolidated Plan Priorities / Other Priorities (Note: Within tiers, the factors
are not in order of priority. However, the top tier priorities have twice the weight
of lower tier priorities):

Top Tier Priorities:

a.

Project provides rehabilitation, including lead-based paint abatement,
accessibility modifications, and energy efficiency upgrades; or infill new
construction in housing markets with a vacancy rate of 3.5% or less; or in
housing markets where there is insufficient rehabilitatable housing stock or
a lack of affordable housing stock.

Project provides family housing, unless local or regional need for another
type of housing is demonstrated in the market study to be greater.

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

Projects that are in a downtown or a village center, or projects that support
downtowns or village centers by virtue of their location (i.e. that are within
a reasonable walking distance from the town core) will also qualify for this
criterion. A map outlining the downtown / village center and the
location of the project must be included with the application.

Project proposes the removal of blight.

Any project that incorporates a majority of Special Needs populations and
provides service-enriched housing.

Second Tier Priorities:

a.

Mixed-Income Housing Developments. To receive acknowledgement for
meeting this priority no fewer than 20% of the units in the development
must be either unrestricted as to income and rents, or restricted to
households above 60% of the area median gross income. This priority
applies to developments that consist of 20 or more units on a single site or
contiguous sites. For developments of under 20 units, a single unit that is
either unrestricted or restricted above 60% is needed for the development to
meet this priority.

Projects exhibiting a unique design, such as a creative rehabilitation of a
historic structure of statewide significance. For purposes of this priority,
“historic structure” refers to properties that are themselves designated as
historic by the State Division of Historic Preservation, and not just
structures that are located in (or contribute to) a historic district.
Development of a project that is universally designed would also meet this
priority. Other proposals exhibiting unique design could also meet this
priority and will be evaluated on a case-by-case basis.
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COMPLIANCE

The Budget Reconciliation Act of 1990 adopted by Congress amended Section 42 of the
Code to require that state tax credit agencies provide a procedure for monitoring
developments for compliance with the requirements of the law and for notitying the IRS of
any non-compliance discovered.

In order to implement this responsibility, all Housing Credit recipients will be required to
execute and record a Housing Credit Housing Subsidy Covenant (the “Covenant”). The
Covenant must be approved by VHFA. The Covenant must be signed by the Owner and
sent to the municipality for recording prior to VHFA issuing a Carryover Allocation or IRS
Form 8609. The Covenant will, at a minimum, require conditions wherein the developer
and the development must continuously comply with Section 42 and other applicable
sections of the Code and the Treasury Regulations issued thereunder and will bind any
successors' interest for the specified time period. Except for first position amortizing debt,
all financing on the development will be subordinate to the Covenant. In the event that a
project's funding source requires its own Housing Subsidy Covenant, the provisions of the
Housing Credit Housing Subsidy Covenant may be incorporated into such Covenant and
the requirement of a separate Housing Credit Housing Subsidy Covenant may be waived by
VHFA. In addition, owners are required to provide VHFA with a copy of the IRS Form
8609, with Part 1I completed by the Owner, for the first year of the Compliance Period.

L. VHFA is required to monitor compliance with the provisions of Section 42 and to
notify the Internal Revenue Service of non-compliance and will charge fees to
cover costs related to this monitoring. The fee structure is four dollars per Housing
Credit unit per month.

Housing Credit developments are very management intensive and require a
thorough understanding of the Section 42 regulations. The owner and/or
management agent is required to attend compliance training or document that they
have received training prior to lease up.

II. Recordkeeping and Record Retention

The owner of a Housing Credit eligible development must keep records for each
qualified Housing Credit eligible building in the project showing:

a. The total number of residential rental units in the building, including square
footage;
b. The percentage of residential rental units in the building that are Housing

Credit eligible units (square footage fraction or unit fraction);

c. The rent charged on each residential rental unit in the building, including
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1.

iii.

1v.

V1.

Vil.

Viil.

iX.

There has been no change in the applicable fraction of any building
in the project or, when there has been a change, a description of the
change;

The owner has received an annual income certification from each
Housing 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);

Each Housing Credit eligible unit in the project is rent-restricted
under Section 42(g)(2);

All units in the project are for use by the general public and are used
on a non-transient basis;

No finding of discrimination under the Fair Housing Act, 42 U.S.C
3601-3619, has occurred for this project. A finding of discrimination
includes an adverse final decision by the Secretary of Housing and
Urban Development (HUD), 24 CRF 180.680, an adverse final
decision by a substantially equivalent state or local fair housing
agency, 42 U.S.C 3616a(a)(1), or an adverse judgement from a
federal court;

Each building in the project is suitable for occupancy, taking into
account local health, safety, and building codes (or other habitability
standards), and the state or local government unit responsible for
making building code inspections did not issue a report of a
violation for any building or low income unit in the project;

There has been no change in the eligible basis (as defined in Section
42(d)) of any building in the project or, when there has been a
change, a description regarding the nature of the change;

All tenant facilities included in the eligible basis under Section 42(d)
of any building in the project (such as swimming pools, other
recreational facilities, and parking areas) are provided on a
comparable basis without charge to all tenants in the building;

If a Housing Credit eligible unit in the project became vacant during
the year, reasonable attempts were or are being made to rent that unit
or another available unit of comparable or smaller size to tenants
having a qualifying income before any units in the project were or
will be rented to tenants not having a qualifying income;
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V.

VL

iii. The certifications required under paragraph a. of this Section III.
(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.

Auditing Procedure

The Agency has the right to perform an audit of any eligible Housing Credit
development at least through the end of the Compliance Period of the buildings in
the project. An audit includes a physical inspection of any building or buildings in
the project, as well as a review of the records described in Section II. The audit
may be performed in addition to any inspection of income certifications and
documentation under the review procedure. The Treasury require the Agency to
conduct an initial physical inspection by the end of the second calendar year
following the year the last building in the project is placed in service. The physical
inspection is performed every three years.

Notification of Non-Compliance

a. If the Agency does not receive the certification described in paragraph a. of
Section III. or discovers upon audit, inspection, 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.

b. The Agency will file Form 8823, Low-Income Housing Credit Agencies
Report of Non-Compliance, with the Internal Revenue Service no later than
45 days after the end of the correction period described in paragraph c. of
this section, whether or not the non-compliance or failure to certify is
corrected. The Agency must explain on Form 8823 the nature of the non-
compliance or failure to certify and indicate whether the owner has
corrected the non-compliance or failure to certify.

c. The correction period shall be a period of up to 90 days from the date of the
notice to the owner under paragraph a. 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.

Delegation of Authority
The Agency may retain an agent or other private contractor to perform compliance

monitoring. VHFA will retain the responsibility to notify the Internal Revenue
Service under paragraph b. of Section V. (above).
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VIL|  Liability

Compliance with the requirements of Section 42 is the responsibility of the owner
of the building for which the Housing Credits are allocated. The Agency's
obligation to monitor for compliance does not make the Agency liable for an
owner's non-compliance.
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DISCLAIMERS

VHFA is charged with issuing no more Housing Credits to any given development than are
required to make that development economically feasible. This decision shall be made
solely at the discretion of VHFA, but VHFA in no way represents or warrants to any
sponsor, investor, lender or others that the project is in fact feasible or viable, either before
or after the final allocation decision.

VHFA's review of documents submitted in connection with any Housing Credit allocation
1s for its own purposes. VHFA makes no representations to the owner or anyone else as to
compliance with the Internal Revenue Code, Treasury regulations, or any other laws or
regulations governing the Housing Credit program.

No member, officer, agent or employee of VHFA, or the Joint Committee on Tax Credits
shall be personally liable concerning any matters arising out of, or in relation to, the
allocation, issuance, or compliance monitoring of the Housing Credit.

VHFA may enter into binding commitments to allocate Housing Credits from a future
year’s Housing Credit ceiling. In addition, VHFA is under no obligation to necessarily
reserve or allocate any part of Vermont's Housing Credit ceiling.

The VHFA Board of Commissioners may, at its sole discretion, reserve or allocate credits
to a project regardless of its rank or score, provided the Board finds that the project serves
a positive community development need or the public good. A written explanation will be
made available to the general public for any allocation of a housing credit dollar amount
which is not made in accordance with established priorities and selection criteria of the
Allocating Agency.

The final decision regarding reservations and allocations of credits lies with the VHFA
Board of Commissioners. The VHFA Board will consider recommendations of staff and
its own experience and interpretation of the Plan in making the final reservation or
allocation decision.
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The |State of Vermont's Housing Credit Allocation Plan for 2004 — 2005 has been

devel

oped by Vermont Housing Finance Agency in accordance with the Federal Internal

Revenue Code (IRC) of 1986, Section 42, as amended. This Allocation Plan shall remain
in effect until amended by the Governor of the $tate of Vermont as may be necessitated by
changes in federal law or changes in the State's housing market.

Approved|by:

James Douglas, Governor

Effective Date:




