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 (CHFA).
This is part of a continuing series of email broadcast communications and was prepared by B. Nolan McCoy, C8P, Senior LIHTC Compliance Monitor.  Comments are welcome.

SPECTRUM MONITOR:
If you have questions regarding the monitoring procedures performed by SPECTRUM Enterprises in the State of Connecticut, please feel free to contact Director of State Operations Lois Churchill, C11P, at lchurchill@spectrumlihtc.com or Compliance Monitor Jennifer Robinson, C3P, at jrobinson@spectrumlihtc.com.  They are located in Cape Elizabeth, ME, and can also be reached by telephone at (207) 767-8000 x207 and x206, respectively.

NOTICES:

After much waiting, the IRS has released a final Guide to Completing Form 8823.  This is considered final guidance on various items of noncompliance noted on Form 8823, which reports noncompliance to the IRS.  SPECTRUM is reviewing the guide and will make any necessary adjustments to monitoring procedures.  SPECTRUM has put together a brief summary of some of the “highlights” of the 8823 Guide, which is available for download at http://www.sendspace.com/file/7xxkpl. 
Steve Rosenblatt will be conducting a C3P training in Worcester, MA, on April 2-3, 2007.  At the end of this training, there will be an opportunity to earn the C3P certification.  Additionally, these trainings can fulfill the continuing education requirement that is part of Connecticut’s QAP.  Additional information on the trainings and how to register can be found at www.spectrumseminars.com.

The “8823 Discussion” feature has resumed in this newsletter.  This feature examines the various types of noncompliance listed on Form 8823 and provides examples of what may be cited under these line items.  It is hoped that a thorough understanding of what constitutes noncompliance can help a property avoid such findings.

REMINDERS:

End of Year documentation for 1/1/06 through 12/31/06 is due no later than 4/1/07.  This includes updated utility allowance documentation, the Owner’s Certification of Continuing Program Compliance, and the electronic Unit History Report.  Additional information can be found at Spectrum’s website at www.spectrumlihtc.com.

CHFA requires continuing education of the persons responsible for LIHTC compliance for each tax-credit property.  Owners must certify that this is the case and provide proof of continuing education with End of Year documentation.  If you have questions as to what would constitute continuing education, please contact Pat Gribko at CHFA at pat.gribko@chfa.org or 860-571-4256.

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.

A good deal of information regarding the LIHTC program and compliance can be found at the SPECTRUM website at http://www.spectrumlihtc.com.  Current and past income limits, an online copy of the CT LIHTC Compliance Manual, End of Year Reporting Requirements, previous editions of this email newsletter, and many other resources are available for viewing and download at any time.

QUESTION AND ANSWER

If you have any questions you would like answered in the “Question and Answer” portion of future newsletters, please send them to either nmccoy@spectrumlihtc.com or info@spectrumlihtc.com with “CT Newsletter Question” as the subject line.

Q: I’ve heard that the 8823 Guide says that we have to certify new members of an existing household.  Is this true?  If so, what procedure does the IRS recommend?

A:  It is true.  The new 8823 Guide indicates that new members of an existing household must be certified individually, and then their income added to the existing household’s certified income.

In the past, this has not been the case.  Once residency was established by a household, there was no prohibition on adding household members.  The new person’s income/assets would be verified along with the rest of the household at the next annual certification.  This is no longer the case.

According to Page 4-3 of the 8823 Guide, “The addition of new member(s) to an existing low-income household requires the income certification for the new member of the household, including third party verification.  The new tenant’s income is added to the income disclosed on the existing household’s tenant income certification.  The household continues to be income-qualified, and the income of the new member is taken into consideration with the income of the existing household for purposes of the Available Unit Rule under IRC §42(g)(2)(D).”

That can be a little confusing, so consider this example.  The Otto Jones (household size of 1) moves in on 5/1/07, with a certified income of $20,000, below the 1-person income limit of $22,000.  He wishes to ad Ken Smith to the household after several months.  The 2-person income limit is $25,150.

Before joining the household, Ken must have his income/assets certified.  This means he has to fill out an application, go through third-party verification, etc., before he moves in.  (We will discuss consequences of not doing this in the “8823 Discussion.”).  After getting all his information, Ken’s certified income is $20,000.  He executes a move-in certification on 11/1/07 and moves in.

At this point, Ken’s income ($20,000) is added to Otto’s ($20,000) for a total of $40,000.  This is compared against the 2-person income limit to determine whether the Available Unit Rule goes into effect.  In this example, the 2-person income limit is $25,150.  140% of this limit is $35,210.  Since certified income as of 11/1/07, is above this, the Available Unit Rule must be applied.

Ned Campion at CHFA has stated that CHFA will be consistent with the guide.  Site staff should implement this new procedure as soon as possible to avoid future findings of noncompliance.

This new rule does not mean that people can be added to the household at any time with no consequence.  The 8823 guide is clear that adding people soon after move-in can still result in the household being deemed over-income.

Q:  I have a building with both LIHTC and market (non-LIHTC) units.  I have “pre-leased” one market unit, and an LIHTC unit then becomes vacant.  If the market-rate tenant moves into the “pre-leased” unit before I rent the LIHTC unit, have I violated the Vacant Unit Rule?

A:  No, you haven’t.  The vacant LIHTC unit can continue to be treated as part of the qualified basis.

The Vacant Unit Rule says (in short) that any available units that are the same size or smaller than a vacant LIHTC unit must be rented to a LIHTC-eligible household.

However, the market unit in this example is “pre-leased.”  A binding commitment has been made to fill this unit.  In short, it is not available for the purposes of either the Vacant Unit or Available Unit Rule.

8823 DISCUSSION

11a:  Household income above income limit upon initial occupancy

This line item was previously reviewed on Issue 13 of this newsletter.  However, the IRS clarified in the recently-released Guide to Completing Form 8823 that additional issues should be reported under this line item.

To recap, if a tenant’s income exceeds the applicable income limit at move-in, then it must be reported as noncompliance as an over-income household.  This can be due to mis-calculating income, unverified income, or not using all verified information in income calculations.

The 8823 guide adds additional issues that are to be reported as over-income households.

If a certification is not completed for the move-in date, then the household is to be reported as an over-income household.  According to the IRS, the certification is what establishes eligibility, and a household cannot be demonstrated to be eligible without one.  This applies to both missing move-in certifications and initial certifications that are completed after move-in.  This also includes failure to certify new additions to the household prior to move-in.  (See the Q&A Section regarding the correct way to do this.)
Another addition to the “over-income household” category is inadequate documentation.  The 8823 Guide gives the following list:

a. Application/questionnaire is not sufficiently detailed to disclose all sources of income and/or assets;

b. Not all sources of income are verified;

c. Not all sources of assets are verified;

d. Verifications are insufficient (i.e., they don’t ask about bonuses, tips, overtime, raises, interest/dividends, et al., or there are not answers to all questions asked);

e. Not all adult household members’ income and/or assets are disclosed and included;

f. Tenant income certification form is not prepared, signed and/or dated;

g. Other state-required forms designed to document compliance with IRS §42 are not in the file.

CHFA has required the use of a specific Application, Tenant Interview Checklist, Employment Verification, and other documents since 2001.  The CHFA-required forms are sufficient to demonstrate LIHTC compliance if answers are obtained to all questions.  (This means no blank on the forms.)  Failure to use the required forms has been cited as a procedural issue in the past, and it has not been cited as a compliance issue.  According to the IRS, failure to use these forms can be reported as noncompliance as an ineligible household (see item “g” above).

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 its 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 214.
