This message is to ensure that owners and managers of Low-Income Housing Tax Credit properties in the State of Connecticut receive up-to-date information regarding the program and its requirements.  It is being supplied in our capacity as Authorized Delegate (under § 1.42-5(f)(1)(i) of the Regulations) for the Connecticut Housing Finance Authority.
This is part of a continuing series of email broadcast communications.  Comments are welcome.

SPECTRUM MONITORS:
If you have questions regarding the monitoring procedures performed by SPECTRUM Enterprises in the State of Connecticut, please feel free to contact Senior LIHTC Compliance Monitor B. Nolan McCoy, C7P, at nmccoy@spectrumlihtc.com.  He is located in Cape Elizabeth, ME, and can be reached by telephone at (207) 767-8000.

NOTICES:

There will be some delay in any initial or amended Forms 8823 being generated.  All states are having difficulty implementing new features to the document (notably automatic bar-coding) recently revised by the IRS.  SPECTRUM is working closely with several state agencies and the IRS to implement the new form and its features as quickly as possible.  CHFA has instructed SPECTRUM to hold any reports/letters that would accompany an 8823 until problems have been rectified.  As a result, all final reports stemming from a comprehensive compliance review will be delayed.  Also, all amended 8823s resulting from additional review (as specified in the 2005 QAP) will be delayed.  We apologize for the inconvenience.

REMINDERS:

If you are aware of any owner or manager of an LIHTC property who did not get this notice, but would like to, please have them contact us with their email address and with which property they are associated at info@spectrumlihtc.com.  They will be added to the list at the first opportunity.

QUESTION AND ANSWER
Q:  Why do compliance reports and notices go to the owner of a property instead of the management?

A:  The short answer to this question is “compliance is the owner’s responsibility.”

This may sound a little evasive, but it is literally the truth.  The Regulations specifically state, “Compliance with the requirements of section 42 is the responsibility of the owner of the building for which the credit is allowable.” [Section 1.42-5(g) of the Regulations, emphasis added.]

Nowhere in Section 42 or the applicable Regulations is property management even mentioned.  Property management does not claim credits.  The IRS cannot recapture tax credits from property management.  Property management would not be audited by the IRS based on reports of noncompliance.

In short, according to Section 42 and the Regulations, property management is responsible for absolutely nothing.  The owner claims the credits, and it is the owner that the IRS would go after in the event of an audit.  Therefore, the owner needs to know what’s going on at his/her property and what compliance issues exist.

This is not meant to imply that owners should not have a responsible and well-trained management staff handling their properties.  On the contrary, reports of noncompliance most often stem from people who handle the tenant files and maintenance issues not being trained.

However, from the IRS’s perspective, the owner is responsible for any mistakes or oversights made by management.  Owners should ensure that the people maintaining their properties and dealing with the paperwork are competent and well-trained.

Q:  I am confused about “imputed income” on assets.  When and how do you make the calculation, and what do you do with it after that?

A:  Imputed income on assets is a subject that everyone should be aware of, but that many LIHTC property owners and managers do not deal with on a regular basis.  Here is what the HUD 4350.3 REV-1 says in Chapter 5-7:

“E.  Calculating Income form Assets When Assets Total $5,000 or Less

    If the total cash value of all the family’s assets is $5,000 or less, the actual income the family receives from assets is the amount that is included in annual income as income from assets.

F.  Calculating Income from Assets When Assets Exceed $5,000

1. When net family assets are more than $5,000, annual income includes the greater of the following:

a. Actual income from assets; or

b. A percentage of the value of family assets based upon the current passbook savings rate as established by HUD.  This is called imputed income from assets.  The passbook rate is currently set at 2%.”

The answer to the first part of the question asks when you calculate imputed income from assets.  This is done only when the cash value of all assets for the household is $5,000 or more.

Note that this does not say “person.”  If a husband has $3,000 in the bank and his wife has $2,500 in the bank, then the household’s assets total $5,500.  In this case, you must calculate imputed income.

The second part of the question asks how imputed income is calculated.  Here’s what HUD 4350.2 REV-1 has to say in Chapter 5-7 F.2.:

“To begin this calculation, first add the cash value of all assets.  Multiply the total cash value of all assets by .02.  The product is the “imputed income” from assets.  Then, add the actual income from all assets.  The greater of the imputed income from assets or the actual income from assets is included in the calculation of annual income.”

So, after adding the total cash value of all assets (bank accounts, whole life insurance policies, houses, etc.), you multiply that sum by .02.  Write that number down.  Then you add all the income (interest, dividends, etc.) from all the assets.  Write that sum down.  Compare the two figures written down.  Whichever is bigger is the one you use in certified income calculations.

Let’s look at the specific example above, where there is $5,500 in total household assets in two bank accounts.  Assume that interest on the $3,000 account is 2.5% and that interest on the $2,500 account is 1%.

First, we take the total assets and multiply by .02 ($5,500 x .02).  This gives $110.

Next, we calculate actual income for both assets.  The larger account ($3,000 x .025) gives $75 in income.  The smaller account ($2,500 x .01) gives $25 in income.  Adding these figures together gives $100.

Now we compare the two figures.  Since the imputed income ($110) is larger than the actual income ($100), the larger figure is what would be used in certified income calculations.

DISCLAIMER
CHFA and Spectrum shall not be liable for any loss or damage caused by any inaccuracies in the information contained herein, and suggest you review such information for accuracy prior to implementation with your tax credit professional advisor.

REMOVAL FROM LIST

This email is to ensure that owners and managers of Low-Income Housing Tax Credit properties in the State of Connecticut receive up-to-date information regarding the program and it’s requirements.  If you have received this email in error or do not wish to receive such messages in the future, please either reply to this email with “UNSUBSCRIBE” as the subject line or call (207) 767-8000 x 27.
