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Books and RecordsBooks and Records
CommunicationCommunication
Accrual basis of accountingAccrual basis of accounting
Recording of predevelopment costsRecording of predevelopment costs
General ledger chart of accounts is General ledger chart of accounts is 
consistent with the sources and consistent with the sources and 
application of fundsapplication of funds
Allocation of development costsAllocation of development costs
Development and operating activity is Development and operating activity is 
consolidatedconsolidated
Permanent file documentsPermanent file documents



CPA DocumentsCPA Documents
Offering memorandum/Letter of understanding/Property Offering memorandum/Letter of understanding/Property 
fact sheet fact sheet –– document describing the project in detail, document describing the project in detail, 
such as, name, location, financing, funding, required such as, name, location, financing, funding, required 
reserves, etc. used to establish understanding among reserves, etc. used to establish understanding among 
developer, syndicator and investor)developer, syndicator and investor)
Tax opinion and Tax credit applicationTax opinion and Tax credit application
LIHTC initial allocation and carryover allocation lettersLIHTC initial allocation and carryover allocation letters
Complete Financial forecast Complete Financial forecast 
Partnership/LLC agreement (Original and Amended)Partnership/LLC agreement (Original and Amended)
Development fee agreementDevelopment fee agreement
Purchase and sale agreement (acquisition of Purchase and sale agreement (acquisition of 
land/property) and acquisition settlement sheetland/property) and acquisition settlement sheet
Financing agreements: mortgages and notes payable; Financing agreements: mortgages and notes payable; 
mortgage commitment letter including construction mortgage commitment letter including construction 
financing; soft debt notes and agreementsfinancing; soft debt notes and agreements



CPA Documents CPA Documents -- ContinuedContinued
Government grants, if applicableGovernment grants, if applicable
Land use restriction agreement/regulatory agreementLand use restriction agreement/regulatory agreement
Architect AgreementsArchitect Agreements
Construction contract and copies of approved change Construction contract and copies of approved change 
ordersorders
Cost of commercial spaceCost of commercial space
Site improvementsSite improvements
Furniture, fixtures and equipment Furniture, fixtures and equipment 
Summary trial balance including development and Summary trial balance including development and 
operations on an accrual basisoperations on an accrual basis
PrePre--development costs are recorded grossdevelopment costs are recorded gross
Confirmations (Legal, contractor, Architect, etcConfirmations (Legal, contractor, Architect, etc……))



CPA Documents CPA Documents -- ContinuedContinued
NonNon--cash activity is recordedcash activity is recorded
General ledger detail including development and General ledger detail including development and 
operationsoperations
Allocation of development costs detailing capitalized Allocation of development costs detailing capitalized 
versus expensed and methodology used to allocate costsversus expensed and methodology used to allocate costs
Unit Information Unit Information -- unit basis and square footage basisunit basis and square footage basis
Development payable detail listingDevelopment payable detail listing
Invoices available as requestedInvoices available as requested
Requisitions Requisitions –– available as requestedavailable as requested
Detail draws schedule for all sources of funds including Detail draws schedule for all sources of funds including 
date, amount received and accrued interest, if any. date, amount received and accrued interest, if any. 



Eligible BasisEligible Basis
What is Eligible basis?What is Eligible basis?

Eligible basis includesEligible basis includes
Building AcquisitionBuilding Acquisition
Local Impact FeesLocal Impact Fees
Construction CostsConstruction Costs
Soft costs: architect, legal, permitting, clerk of the works, Soft costs: architect, legal, permitting, clerk of the works, 
survey, etc.survey, etc.
Refrigerators, stoves, air conditionersRefrigerators, stoves, air conditioners
Parking lots, roads Parking lots, roads ““closely associatedclosely associated”” with use of the with use of the 
buildingbuilding
Grading and landscaping Grading and landscaping ““closely associatedclosely associated”” with the use with the use 
of the buildingof the building
Capitalized interest including amortization of loan costsCapitalized interest including amortization of loan costs
Developer FeesDeveloper Fees
Amenities (swimming pool/recreational facilitiesAmenities (swimming pool/recreational facilities



Eligible Basis Eligible Basis -- ContinuedContinued
Eligible basis does not includeEligible basis does not include

Cost of landCost of land
Loan costs and fees (unless related to Loan costs and fees (unless related to 
construction loans)construction loans)
State Housing Compliance FeesState Housing Compliance Fees
Marketing/AdvertisingMarketing/Advertising
Operating expenses during constructionOperating expenses during construction
Reserves required by lenderReserves required by lender
Parking, roads, grading, and not integral to Parking, roads, grading, and not integral to 
the buildingthe building
Landscaping not adjacent to the building Landscaping not adjacent to the building 
(trees along property line not eligible)(trees along property line not eligible)



Eligible Basis Eligible Basis -- ContinuedContinued
RentRent--up costsup costs
Organization and syndication costsOrganization and syndication costs
Development fees allocable to land Development fees allocable to land 
acquisition and other inacquisition and other in--eligible project eligible project 
costscosts
Construction Contingency (contingency Construction Contingency (contingency 
should be reclassified by client to actual should be reclassified by client to actual 
natural category)natural category)

Ineligible financingIneligible financing
Allocation among 4% and 9% costAllocation among 4% and 9% cost
Source and Uses of FundsSource and Uses of Funds
Bridging ScheduleBridging Schedule



Cost Cert Bridging Schedule











Form 8609Form 8609

IRS form which evidences final allocation of IRS form which evidences final allocation of 
LIHTC to the projectLIHTC to the project
Part I is submitted to allocating agency Part I is submitted to allocating agency 
(DHCD, etc.) with cost certification(DHCD, etc.) with cost certification
Signed by DHCD after cost certification is Signed by DHCD after cost certification is 
reviewed and approvedreviewed and approved
Part II is completed with preparation of tax Part II is completed with preparation of tax 
returnreturn
Schedule A calculates the tax credit earned Schedule A calculates the tax credit earned 
for the year (rentfor the year (rent--up and occupancy are up and occupancy are 
essential on this essential on this –– responsibility of responsibility of 
management)management)





Initial Year Credit Initial Year Credit 
CalculationCalculation

Calculating the low income occupancy percentage Calculating the low income occupancy percentage 
for the initial yearfor the initial year
–– Calculation must be performed on a buildingCalculation must be performed on a building--byby--building building 

basisbasis
–– Units vs. square footageUnits vs. square footage

Initial year credit calculation is as follows:Initial year credit calculation is as follows:
–– Eligible basis of building x tax credit percentage x low Eligible basis of building x tax credit percentage x low 

income occupancy percentageincome occupancy percentage

The tax credit is calculated monthly in the first year The tax credit is calculated monthly in the first year 
of the compliance periodof the compliance period
–– In year 11, the project earns the leftover credits from the In year 11, the project earns the leftover credits from the 

first yearfirst year





RentRent--Up ExampleUp Example



Initial Year Tax Credit Initial Year Tax Credit 
IssuesIssues

A building must be placed in service an entire month to commenceA building must be placed in service an entire month to commence
claiming tax credits.claiming tax credits.
–– If a building is acquired on any day except the first day of theIf a building is acquired on any day except the first day of the month, month, 

credits can not be taken until the following monthcredits can not be taken until the following month

A Project canA Project can’’t necessarily capitalize 100% of interest, taxes and t necessarily capitalize 100% of interest, taxes and 
insurance into rehabilitation basis.  These costs can only be insurance into rehabilitation basis.  These costs can only be 
capitalized through the end of the quarter in which the rehabilicapitalized through the end of the quarter in which the rehabilitation tation 
activity ends (on a building by building basis).activity ends (on a building by building basis).

In a "rehabIn a "rehab--around" (with qualified tenant inaround" (with qualified tenant in--place) pick a placed in place) pick a placed in 
service date that is most advantageous.service date that is most advantageous.
–– You may pick any date to be the "placed in service date" (not neYou may pick any date to be the "placed in service date" (not necessarily cessarily 

when rehab activity ends) after the "minimum expenditure test" (when rehab activity ends) after the "minimum expenditure test" (greater greater 
if 10% of adjusted basis or $3,000/unit) is met.if 10% of adjusted basis or $3,000/unit) is met.

–– Select a placed in service date with the highest credit rate, ifSelect a placed in service date with the highest credit rate, if rate was not rate was not 
locked.locked.



Initial Year Tax Credit Initial Year Tax Credit 
Issues Issues -- ContinuedContinued

In order to take creditsIn order to take credits as of the acquisition date, tenants must be as of the acquisition date, tenants must be 
qualified as of that date.qualified as of that date.

Reserves must be backed out of acquisition basis if they are parReserves must be backed out of acquisition basis if they are part of t of 
the acquisition price (especially an issue with HUD or state agethe acquisition price (especially an issue with HUD or state agency ncy 
projects).projects).

Tenants must be reTenants must be re--qualified when they move to another buildingqualified when they move to another building

If a qualified tenant moves from the Project, tax credits may beIf a qualified tenant moves from the Project, tax credits may be
taken on the unit which has been vacated.  The Project may taken on the unit which has been vacated.  The Project may 
continue taking tax credits after the unit is occupied to the excontinue taking tax credits after the unit is occupied to the extent the tent the 
unit is occupied by a qualified tenant.unit is occupied by a qualified tenant.

If a qualified tenant moves from one unit to another, only one uIf a qualified tenant moves from one unit to another, only one unit nit 
(the unit they ultimately reside in) becomes qualified.(the unit they ultimately reside in) becomes qualified.



Initial Year Tax Credit Initial Year Tax Credit 
Issues Issues –– ContinuedContinued

There needs to beThere needs to be communication between communication between 
development and property management staff to development and property management staff to 
maximize credits.maximize credits.
–– Target contractor to focus on buildings that have the Target contractor to focus on buildings that have the 

fewest number of market rate tenants.fewest number of market rate tenants.
–– Target lease up activity to fill up an entire building first.Target lease up activity to fill up an entire building first.
–– Consider moving market rate tenants to other buildings.Consider moving market rate tenants to other buildings.

••

 

Operating activity should be reviewed when Operating activity should be reviewed when 
preparing the cost certification.  There may be preparing the cost certification.  There may be 
capitalizable costs paid for out of operations which capitalizable costs paid for out of operations which 
could be used to increase the tax credit basis.could be used to increase the tax credit basis.



Occupancy Issues & Lease UPOccupancy Issues & Lease UP

Minimum setMinimum set--aside requirementaside requirement
–– 4040--60 rule60 rule
–– 2020--50 rule50 rule

Client must meet setClient must meet set--aside requirements by aside requirements by 
year end or project will not qualify for that year end or project will not qualify for that 
yearyear’’s tax credits (deferral)s tax credits (deferral)
Set aside requirements apply throughout the Set aside requirements apply throughout the 
compliance period (15 years)compliance period (15 years)



Maximizing Tax CreditsMaximizing Tax Credits

Rent new buildings quicklyRent new buildings quickly
–– Rent new units as early as practical means Rent new units as early as practical means 

more qualified occupancy in the first yearmore qualified occupancy in the first year
–– PrePre--leasing units can reduce the gap between leasing units can reduce the gap between 

completion and occupancycompletion and occupancy
–– Tax credits follow Tax credits follow occupancyoccupancy



Maximizing Tax Credits Maximizing Tax Credits -- 
continuedcontinued

Deferring credits on Partially Full BuildingsDeferring credits on Partially Full Buildings
–– Deferral delays the setDeferral delays the set--aside requirementsaside requirements
–– Deferral avoids potential twoDeferral avoids potential two--thirds issuesthirds issues
–– The decision to defer is made on the tax returnThe decision to defer is made on the tax return

It is usually a buildingIt is usually a building--byby--building decisionbuilding decision
Client may defer only for the year that the building is Client may defer only for the year that the building is 
placed in serviceplaced in service
If client defers, you ignore any credits the building If client defers, you ignore any credits the building 
would have earned; the credit calculation begins again would have earned; the credit calculation begins again 
the next yearthe next year



ConclusionConclusion

The cost certification is required to determine the tax credit The cost certification is required to determine the tax credit 
basis for the projectbasis for the project
The ultimate goal is to ensure that your project delivers the The ultimate goal is to ensure that your project delivers the 
tax credit return purchased by your investortax credit return purchased by your investor
Responsible parties: developers, management agent, tax Responsible parties: developers, management agent, tax 
advisor, accountant, general partner, investoradvisor, accountant, general partner, investor
The cost certification impacts both the client and the investorsThe cost certification impacts both the client and the investors
First year rentFirst year rent--up is crucialup is crucial
Good records are invaluableGood records are invaluable
Plan earlyPlan early
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