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Audited Financial Statements 

 
Submission Deadlines for Projects with 10/31 Year-End’s: 

 
Draft Copy 

Friday, January 1, 2021 

 

Final Copy 

The later of Friday January 15, 2021 

Or 

Within eight (8) calendar days of the date MHIC issues it’s 

“Go final” letter. 

 
________________________________________________________ 

 
Submission Deadlines for Projects with 12/31 Year-End’s: 

 
Draft Copy 

Monday March 1, 2021 

 

Final Copy 

The later of Monday March 15, 2021 

Or 

Within eight (8) calendar days of the date MHIC issues it’s 

“Go final” letter. 

 
Remit Audit information as follows: 

 
AUDITS 

DRAFT and FINAL audits MUST be uploaded to the MHIC portal. Accounting firms 
will register in advance and will receive instructions for using the portal.   

Hard copy documents are no longer accepted. 
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MHIC Secure Portal Website: https://www.mhic.com    
Each audit firm must register for access to the MHIC portal.  Please send the name and email address of your 
main contact person for tax and audit submissions to Scott Backman at MHIC.  We will then send you an 
invitation to register for the tax & audit portal. 
 
If you have any questions regarding the portal please contact Scott Backman at backman@mhic.com (617) 850-
1054 or Ellen Caracciolo at caracciolo@mhic.com (617) 850-1058. 
 

* Incomplete drafts do not constitute a timely delivery 
 
 
Component auditor letters will be sent to the lower tier accountants to be signed and returned to 
the upper tier accountant prior to the final issuance of the audit.  Final audits should be sent to the 
MHIC portal.  MHIC will forward the audits to the appropriate upper tier auditor. 

 
 

MHIC Document Portal Instructions 
Tax and Audit Module 

2020 
 

MHIC has a secure internet portal for the Audit and Tax season, set up to receive all of your draft and final tax returns, 
audits and work papers.    It meets the Mass. Privacy Law as well as the security concerns of our customers and partners.   
 
Instructions:  This document contains directions for how to navigate and use the Tax and Audit Module of the MHIC Secure 
Document Portal. The Secure Document Portal is located at https://www.mhic.com.  
 
Step 1: Register for access to the Document Portal. 
 
Registration for the Portal is by Invite Only. Users will receive an email from webserver@mhic.com with a Unique 
Registration Invitation ID and directions to the registration page in the Portal which is located at 
https://www.mhic.com/account/register.aspx.    
 
Upon navigating to the Registration Page, users will enter the Invitation ID and then click ‘Begin Registration’. The 
Registration ID can be ‘copy-and-paste’ into the form. 
 
After clicking ‘Begin Registration’, users will enter their Login information into the form that appears. 
After filling in all the fields, users then click ‘Create User’. The Registration will be completed, and the user will be given 
access to the Document Portal. 
 
Users can now click ‘Continue’ button to begin using the Portal or navigate to https://www.mhic.com and log in using their 
entered Account information to use the Portal. 
 
 
Step 2: Using the Document Portal. 
 
After logging into the Document Portal users will see the Document Portal Home Page. The Home Page will list the different 
Modules users have access to as well as status information about the Document Portal. 
 
Users can now click ‘Tax and Audit Module’ to access the Tax and Audit Module of the Document Portal. 
 
On the left side of the page, users will see a list of functionality they have access to: 

Group Administrator: Users that have Administrative access to invite other users to the Document Portal. 
Lower-Tier Group: Users that have access to Upload and View Lower-Tier Documents. 
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Upper-Tier Group: Users that have access to Upload and View Upper-Tier Documents and view Lower-Tier 
Documents. 
User Profile: Access to Users’ individual Account Information. 

 
Group Administrator: Manages the Users in your group or company.  Each audit firm will identify a Group Administrator 
who will invite the other Users in their firm who need to upload documents to the MHIC portal.    
 
Please provide the name and contact information of your firm’s administrator, including phone and email address, to  

Scott Backman (backman@mhic.com) at MHIC..   

 
To invite other Users into the Document Portal, enter the user’s email address, chose a Role and click ‘Invite User’. The 

Portal will send that user an invitation from webserver@mhic.com with directions on how to register for the Portal. 
Users can be given either ‘Member’ or ‘Administrator’ Role.  
 
Administrators can also switch users between ‘Member’ and ‘Administrator’ Roles.  Click ‘Promote’ or ‘Demote’ next to the 
user and their role will be changed to ‘Member’ or ‘Administrator’ accordingly. 
Only Administrators can invite new users, or change status of current users in the Portal.  
 
Lower-Tier Group: Upload and View Documents 
The page is divided into three sections. The upper ‘Lower-Tier Documents’ area displays the Projects and documents the 
users are allowed to work with. The lower ‘New Document’ area uploads documents to the Portal. The ‘Document Versions’ 
area appears when a document in selected in the ‘Lower-Tier Documents’ area. 
 
Uploading Documents:  To add a document, users scroll down to the ‘New Document’ area and select what Project and 
Document Type they are uploading for. They then pick either Draft or Final. The Document Portal recognizes one ‘Final’ for 
each Document Type, so old ‘Finals’ are changed into ‘Old Finals’ whenever a ‘Final’ is uploaded.  A comment for each 
document can then be entered. The user then clicks ‘Browse’ to locate the document they want to upload and then clicks 
‘Upload Document’ to upload the document. The Portal accepts pdf documents up to 10mb. As the documents are being 
uploaded, a progress bar is displayed, and a status field lets the users know what the Portal is doing.  The Document Portal 
will send an email to the Asset Manager and Upper-Tier Accountant for that Project with confirmation that the document was 
uploaded. 
 
Downloading documents:  Once documents are uploaded, users can click on the documents in the ‘Lower-Tier Documents’ 
section to see the corresponding documents that are stored on the Portal. Once a document is selected, the ‘Document 
Versions’ area appears and displays a list of the document’s versions.  Users can click on individual versions to download a 
copy of that document.  To download a document, right click on the name of document then select Copy from the drop down 
menu.  Then paste the copy of the document wherever you want to save it on your own computer system.  
 
Upper-Tier Group:  Upload and View Documents 

The page is divided into three sections. The upper ‘Upper-Tier Documents’ area displays the Projects and documents the 
users are allowed to work with. The lower ‘New Document’ area uploads documents to the Portal. The ‘Document Versions’ 
area appears when a document in selected in the ‘Upper -Tier Documents’ area. 
 
To add a document, users scroll down to the ‘New Document’ area and select what Fund and Document Type they are 
uploading for. They then pick either Draft or Final. The Document Portal recognizes one ‘Final’ for each Document Type, 

so old ‘Finals’ are changed into ‘Old Finals’ whenever a ‘Final’ is uploaded. A comment for each document can then be 
entered. The user then clicks ‘Browse’ to locate the document they want to upload and then clicks ‘Upload Document’ to 
upload the document. The Portal accepts pdf documents up to 10mb. As the documents are being uploaded, a progress bar is 
displayed, and a status field lets the users know what the Portal is doing. 
 
Once documents are uploaded, users can click on the documents in the ‘Upper -Tier Documents’ section to see the 
corresponding documents that are stored on the Portal. Once a document is selected, the ‘Document Versions’ area appears 
and displays a list of the document’s versions. Users can click on individual versions to download a copy of that document. 
 
The Document Portal will send an email to the MHIC Finance department for that Fund with confirmation that the document 
was uploaded. 
 
User Profile: Manage Individual User Account 
Users use this page to change their password. Users enter their old Password, and then their new Password and the system 
will update their registered password.  
 



 7 

If user’s password is forgotten, the user can request a new password from the system. They enter their email address instead 
of log in, and the system will email them a new password. They can then change their password in the User Profile section 
after log in. 
 
If you have questions or issues, please Scott Backman at backman@mhic.com (617) 850-1054 or Ellen Caracciolo at 
caracciolo@mhic.com (617) 850-1058.. 

 
 

Asset Management Department Contact List 
 

 

Name Title Email Phone 
Scott Backman Director of Asset Management backman@mhic.com (617) 850-1054 
Ellen M. Caracciolo Senior Asset Management Officer caracciolo@mhic.com (617) 850-1058 
Rudolph R. Russell Senior Asset Management Officer russell@mhic.com (617) 850-1023 
Melissa Chapman Senior Asset Management Officer chapman@mhic.com  (617) 850-1006 
Henry A. Terrones Asset Management Officer terrones@mhic.com (617) 850-1050 
Kimberly Etienne Asset Management Officer etienne@mhic.com (617) 850-1041 
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HELPFUL ACRONYMS 
ADA  Americans with Disabilities Act 
AFR  Applicable Federal Rate 
AHT  Affordable Housing Trust 
AUL  Activity & Use Limitation (form 1075) 
AUR  Available Unit Rule 
BIN  Building Identification Number  
BOY  Beginning of Year  
CDBG  Community Development Block Grant 
CEDAC  Community Economic Development Assistance Corp.                        
CHDO  Community Housing Development Organization 
CY  Current Year 
DHCD  Department of Housing & Community Development  
DND  Department of Neighborhood Development (Boston) 
EOCD  Executive Office of Community Development (Now DHCD) 
EOY  End of Year 
FASB  Financial Accounting Standards Board 
FMR  Fair Market Rent 
FNMA  Federal National Mortgage Association (FANNIE MAE) 
FREDDIE MAC Federal Home Loan Mortgage Corp. 
GAAP  Generally Accepted Accounting Principles 
GAFC  Group Adult Foster Care 
HAP  Housing Assistance Payment (HUD Section 8 program)  
HFA  Housing Finance Agency 
HH  High HOME 
HIF  Housing Innovation Funds  
HOME  Housing Development & Loan Program 
HQS  Housing Quality Standards 
HSF  Housing Stabilization Fund 
HUD  Department of Housing and Urban Development 
LH  Low HOME 
LIHTC  Low Income Housing Tax Credit 
LISC  Local Initiative Support Corp.     
LURA  Land Use Restriction Agreement 
MDFA  Mass. Development Finance Agency 
MEFA  Mass. Health & Educational Facilities Agency 
MHFA  Mass Housing (formerly Mass. Housing Finance Agency) 
MHP  Massachusetts Housing Partnership 
MRVP  Massachusetts Rental Voucher Program 
MSA  Minimum Set Aside 
MSA/PMSA Metropolitan Statistical Area/Primary Metropolitan Statistical Area 
NMTC  New Markets Tax Credit Program 
PBA  Project Based Assistance 
PHA  Public Housing Authority 
PJ   Participating Jurisdiction 
PY  Prior Year 
QBTS  Qualified Basis Tracking Sheet  
QCT  Qualified Census Tract 
RA  Reasonable Accommodations 
RFP  Request for Proposal 
SAS  Statement on Auditing Standards 
SRO  Single Room Occupancy 
SSI   Supplemental Security Income  
TANF  Temporary Aid to Needy Families 
T CAP  Tax Credit Assistance Program 
TCEX  Tax Credit Exchange Program 
TIC  Tenant Income Certification 
8609  (IRS Form) LIHTC Allocation Certification 
8611  (IRS Form) LIHTC Agencies Report of Recapture of Low-Income Housing Credit 
8823  (IRS Form) LIHTC Agencies Report of Noncompliance or Building Disposition
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Low Income Housing Tax Credit (LIHTC) Developments by Fund 
 

MHEF 2001 LLC  MHEF XII 

Upper tier accountant Daniel Dennis & Co..  Upper tier accountant Kevin P. Martin & Assoc. 

Tax ID Number-MHEF 2001 series F 04-3584960  Tax ID Number – MHEF XII  20-4394414 

Project Name Asset Manager  Project Name Asset Manager 

Susan Bailis Assisted Living Scott Backman  Dudley Village North Henry Terrones 

  Lazarus Hope LLC Melissa Chapman 
MHEF X LLC  The TILL Building Kimberly Etienne 

Upper tier accountant Daniel Dennis & Co.  Long Glen Kimberly Etienne  

Tax ID Number – MHEF X LLC 13-4266969    

Project Name Asset Manager  MHEF XIII 

147 Essex Ave Scott Backman  Upper tier accountant Kevin P. Martin & Assoc. 

Acushnet Commons Kimberly Etienne  Tax ID Number – MHEF XIII 20-8456119 

MHEF XI LLC  Project Name Asset Manager 

Upper tier accountant Kevin P. Martin & Assoc.  Asher’s Path Henry Terrones 

Tax ID Number – MHEF XI 20-2095810  Irving Square  Melissa Chapman 

Project Name Asset Manager  Bridle Path Henry Terrones 

Brunswick-Holborn II LP Henry Terrones  Chestnut Gardens  Henry Terrones 

Columbia Wood Two LP Henry Terrones  Dom Narodowy Polski Apt. Henry Terrones 

Trolley Square Ellen Caracciolo  Eastgate (Baymeadow) Apt. Henry Terrones 

   Fairweather Apartments Henry Terrones 

   Church St.  Ellen Caracciolo 

   MHEF XIV 

MHEF XVIII  Upper tier accountant Kevin P. Martin & Assoc. 

Upper tier accountant Kevin P. Martin & Assoc.  Tax ID Number – MHEF XIV 26-1392968 

Tax ID Number – MHEF XVIII 27-3330543  Project Name Asset Manager 

Project Name Asset Manager  Church Street School  Ellen Caracciolo 

Unity Place Melissa Chapman  
Schoolhouse Brookledge 
Cummins Melissa Chapman 

Whitney Building Henry Terrones  Lithgow Apartments Kimberly Etienne 

Winter Gardens (Quincy) Henry Terrones  Canal Bluffs Henry Terrones 

UE Apartments Kimberly Etienne  Sanford Apartments Melissa Chapman  

Kilby Gardner Hammond Kimberly Etienne  West Barnstable Communities Henry Terrones 

Tapley Court Scott Backman  MHEF XVI 

Sitkowski School Melissa Chapman  Upper tier accountant Kevin P. Martin & Assoc. 

   Tax ID Number 26-4151691 

  Project Name Asset Manager 

   Fairways at LeBaron Hills Melissa Chapman 

   Schoolhouse Kenilworth Williams Melissa Chapman 

   MHEF XVII 

   Upper tier accountant Daniel Dennis & Comp. 

   Tax ID Number 27-0401645 

   Project Name Asset Manager 

   ACDC Fort Street Henry Terrones 

   Steven’s Corner Melissa Chapman 

   Shillman House Scott Backman 
   Bloomfield Gardens Henry Terrones 
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MHEF XIX  MHEF XXI 
Upper tier accountant Daniel Dennis & Co.  Upper tier accountant Daniel Dennis & Co. 
Tax ID Number – MHEF XIX 45-3855997  Tax ID Number 46-5013460 

Project Name Asset Manager  Project Name Asset Manager 
Austin Corridor II Kimberly Etienne  Putnam Square Ellen Caracciolo 
Peter’s Grove Rudolph Russell  Haverhill Veteran’s Housing Melissa Chapman 
Franklin Sq. House Rudolph Russell  Bishop Allen Apartments Kimberly Etienne 
LBB Apartments Kimberly Etienne  Commonwealth & Glenville Kimberly Etienne 
108 Newbury St. Scott Backman  Cortes Street II Rudolph Russell 
Station Lofts Melissa Chapman  TND Homes I Ellen Caracciolo 
Olympia Oaks Ellen Caracciolo  Kenwyn-Quadrangle Ellen Caracciolo 

   Cranberry-Carpenter Kimberly Etienne 
MHEF XX  MHEF XXII 

Upper tier accountant Kevin P Martin & Assoc.  Upper tier accountant Daniel Dennis & Co. 
Tax ID Number 46-1506561  Tax ID Number - MHEF XXII 47-3226055 

Project Name Asset Manager  Project Name Asset Manager 
Sitkowski School Melissa Chapman  Auburn Court I Ellen Caracciolo 
Cross Town LLC Rudolph Russell  Live 155 Ellen Caracciolo 
Kenmore Abbey Rudolph Russell  Mass Mills III Melissa Chapman 
Edmands House Henry Terrones  Port Landing Melissa Chapman 
Tremont Village Henry Terrones  Lenox House Melissa Chapman 
Founder’s Court Rudy Russell  Briston Arms Rudolph Russell 
   Lyman School Rudolph Russell 

MHIC-WF I LLC  Tribune Apartments Rudolph Russell 
Upper tier accountant Cohn Reznick  Nuestra Casas Kimberly Etienne 
Tax ID Number 47-1958715  Coppersmith Village Melissa Chapman 

Project Name Asset Manager  Quincy Tower Rudolph Russell 
Mandela Homes Rudolph Russell  MHEF XXIII 

MHIC-WF II LLC  Upper tier accountant Kevin P. Martin & Assoc. 
Upper tier accountant Daniel Dennis & Comp.   Tax ID Number – MHEF XXIII 81-3313135 
Tax ID Number 47-4550254   Project Name Asset Manager 

Project Name Asset Manager 
  

Quincy Tower Rudolph Russell 
Cottage Brook Rudolph Russell St. James Commons Ellen Caracciolo 
    Walker Park Kimberly Etienne 
   Abby’s House Kimberly Etienne 

MHEF East Boston Savings Bank Fund  98 Essex St. Melissa Chapman 
Upper tier accountant Daniel Dennis & Co.  Burbank Gardens Henry Terrones 
Tax ID Number 81-3523904  E. Henry Twiggs Rudolph Russell 

Project Name Asset Manager  Blanchard School Melissa Chapman 
Coppersmith Village Melissa Chapman  MHEF XXIV 

   Upper tier accountant Daniel Dennis & Co. 
   Tax ID Number – MHEF XXIV 82-2981358 

MHEF Boston Private Fund I  Project Name Asset Manager 
Upper tier accountant Daniel Dennis & Company  Bedford Village Rudolph Russell 
Tax ID Number 84-4725241  Carter School Henry Terrones 

Project Name Asset Manager  MacArthur Terrace Melissa Chapman 
Whittier 2 Preservation Rudolph Russell   Moseley School Melissa Chapman 

MHEF XXVI   MHEF XXV 
Upper tier accountant Daniel Dennis & Company   Upper tier accountant Kevin P. Martin & Assoc. 
Tax ID Number – MHEF XXVI 84-4497695   Tax ID Number – MHEF XXV 83-3239593 

Project Name Asset Manager   Project Name Asset Manager 
Yarmouth Gardens  Scott Backman    Worcester Courthouse Loft  Ellen Caracciolo  
    S.C. Hamilton Ellen Caracciolo 

  Dudley Terrace DBEDC Henry Terrones 
   Glen Brook Way Phase I Kimberly Etienne 
   Granite Lena Park Apts Melissa Chapman 

   270 Huntington Avenue Scott Backman 
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MHEF 481 Corp.  Rockland Trust 
Upper tier accountant Kevin P. Martin & Assoc.                Project Name                         Asset Manager 
Tax ID Number 26-4151535  Cromwell Court Rudolph Russell 

Project Name Asset Manager  Olmstead Green Kimberly Etienne 
Cady Brook Apartments Ellen Caracciolo    
Acre High School Melissa Chapman  MHEF 481 Corp Fund III 
Cumberland Homes Rudolph Russell  Upper tier accountant Kevin P. Martin & Assoc. 
Fairways at LeBaron Hills Melissa Chapman  Tax ID Number 82-2554987  
Putnam Place Ellen Caracciolo  Project Name Asset Manager 
Union Crossing Residential Scott Backman  Central Building Kimberly Etienne 

   Concord Highlands Ellen Caracciolo 
   Washington Westminster Kimberly Etienne 

MHEF 481 Corp Fund II    
Upper tier accountant Kevin P. Martin & Assoc.  Cambridge Savings Bank 
Tax ID Number 45-2602388  Capital Sq. Arlington Melissa Chapman 

Project Name Asset Manager  St. Joseph’s Hall Kimberly Etienne 

BC Conway Court Rudolph Russell  Chapman Arms Ellen Caracciolo 
BC Jaclen Tower Rudolph Russell  Brighton Allston Apts. Kimberly Etienne 
BC Summerhill Glenn Rudolph Russell  Old High School Commons Henry Terrones 

BC Wilkins Glen Rudolph Russell  Elm Place Henry Terrones 
Pilot Grove Kimberly Etienne  Central House Rudolph Russell 
Central Annex Rudolph Russell  Franklin Square House Rudolph Russell 

225 Centre Street LIHTC Scott Backman  MHEF PB Fund I 

Old Middletown High Apts. Rudolph Russell  Upper tier accountant Kevin P. Martin & Assoc. 

   Tax ID Number 82-3351743 

MHEF RBS Citizens Equity Fund LLC  Project Name Asset Manager 

Upper tier accountant Kevin P. Martin & Associates  E. Henry Twiggs Rudolph Russell 

Tax ID Number 46-3790280  Institution for Savings 

Project Name Asset Manager  Project Name Asset Manager 

Grace Church Rudolph Russell  Holcroft Park Homes I Melissa Chapman 

Jackson Commons Melissa Chapman  Holcroft Park Homes II Melissa Chapman 

MHEF Eastern Fund I LLC  Turtle Creek Melissa Chapman 

Upper tier accountant Daniel Dennis & Company  Salem Point Apartments Melissa Chapman 

Tax ID Number 47-4807121  Boston St. Melissa Chapman 
Project Name Asset Manager  Cabot Housing Melissa Chapman 
Harborlight House Re-Syndication Melissa Chapman    

MHEF Eastern Fund III LLC  Brookline Bank 

Upper tier accountant Daniel Dennis & Company  Project Name Asset Manager  

Tax ID Number 85-1660937  Central House Rudolph Russell 

Project Name Asset Manager  Elm Place Kimberly Etienne 

Parcel 25 Phase 2 Ellen Caracciolo  Capital Sq. Arlington Melissa Chapman 
Citizens-MHEF Highland Glen Investor LLC  Shillman House Scott Backman 

Upper tier accountant Kevin P. Martin & Associates  Franklin Square House Rudolph Russell 

Tax ID Number 82-1882942  Kenmore Abbey Rudolph Russell 

Project Name Asset Manager  Bishop Allen Apartments Henry Terrones 

Highland Glen Rudolph Russell  Brighton Allston Apts. Ellen Caracciolo 

Citizens - MHEF Equity Fund II LLC  Enterprise Bank 

Upper tier accountant Kevin P. Martin & Associates  Project Name Asset Manager 

Tax ID Number 852840096  Old High School Commons Henry Terrones 

Project Name Asset Manager   

Holtzer Park Kimberly Etienne   
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MHEF PUB Fund I LLC  Middlesex Savings Bank 
Upper tier accountant Cohn Rezmick  Project Name Asset Manager 
Tax ID Number 47-5442484  Old High School Commons Henry Terrones 

Project Name Asset Manager  East Boston Savings Bank 
Billings Forge Rudolph Russell  Project Name Asset Manager 
   Olmstead Green Kimberly Etienne 
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UPPER TIER ACCOUNTANTS 

Karen A. Kent 
Chris Pulick 
Matthew Carreiro 
Kevin P. Martin & Associates, P.C. 
10 Forbes West 
Braintree, MA 02184 
Phone number: (781) 380-3520 
Fax  number: (781) 380-7836 
kkent@kpm-us.com 
cpulick@kpm-us.com 
mcarreiro@kpm-us.com 
 

Kenneth W. Lund 
Michael Driscoll 
Daniel Dennis & Company LLP 
990 Washington St, #308A 
Dedham MA 02026 
Phone number: (617) 262-9898 
Fax number: (617) 437-9937 
klund@danieldennis.com 
mdriscoll@danieldennis.com 

 
Balance Sheet Information 
See preferred Balance Sheet Statement format. (Attached)  
Note: When prior year numbers are available, accountant must present in comparison format. 
 
Income and Expense Statement 
See preferred Income and Expense Statement format. (Attached) 
Note: When prior year numbers are available, accountant must present in comparison format. 
 
Statement of Cash Flows (see example) 
 

Audited Financial Statements- Notes 
Provide a separate reconciliation of financial statement income to taxable income if it is not already 
included in the notes to the financial statements. (See example) 
 
 
 
IMPORTANT  
Include terms of all outstanding debt principal, year-end balance, total accrued interest and expense 
interest amounts and list in priority. Note reserve amounts separately including where held and the 
type of reserve account.  Please ask if you have questions. 
 
Note any and all related party transactions and include general project information such as: number of 
LIHTC units, date tax credits began, deficit guaranty etc. (see example) 
 
Statement of Partners' Equity 
Identify MHEF partnership equity separately 
 
Management Letter or AU-C sec 265 Letter 
Please provide MHIC with audit management letter or AU-C sec 265 letter, if applicable. 
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SAMPLE 
Independent Auditors’ Report 

 

To the Partners of 
ABC Limited Partnership 
 

Report on the Financial Statements 
 
We have audited the accompanying financial statements of ABC Limited Partnership (the Partnership) which 
comprise the balance sheets as of December 31, 20XX and 20YY, and the related statements of operations, 
changes in partners’ equity (deficit), and cash flows for the years then ended and the related notes to the financial 
statements.   
 

Managements Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in accordance 
with accounting principles generally accepted in the United States of America; this includes the design, 
implementation and maintenance of internal control relevant to the preparation and fair presentation of financial 
statements that are free from material misstatement, whether due to fraud or error. 
 

Auditors’ Responsibility 
 
Our responsibility is to express an opinion on these financial statements based on our audits. We conducted our 
audits in accordance with auditing standards generally accepted in the United States of America.  Those standards 
require that we plan and perform the audits to obtain reasonable assurance about whether the financial statements 
are free from material misstatement.   
 

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements.  The procedures selected depend on the auditor’s judgment, including the assessment of risks 
of material misstatement of the financial statements, whether due to fraud or error.  In making those risk 
assessments, the auditor considers internal control relevant to the Partnership’s preparation and fair presentation 
of the financial statements in order to design audit procedures that are appropriate in the circumstances, but not 
for the purpose of expressing an opinion on the effectiveness of the Partnership’s internal control. Accordingly, 
we express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and 
reasonableness of significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements.   
 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion. 
 

Opinion 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial 
position of ABC Limited Partnership as of December 31, 20XX and 20YY, the results of its operations, changes 
in partners’ equity (deficit) and its cash flows, for the years then ended in accordance with accounting principles 
generally accepted in the United States of America. 
 
Emphasis of Matter 

 

As discussed in Note 1 to the financial statements, the Company has adopted ASU No. XXXX-XX, [Name of new 
ASU].  Our opinion is not modified with respect to that matter. 
 
Other Matter 
Other Information 
 
Our audits were made for the purpose of forming an opinion on the financial statements taken as a whole.  The 
supplementary information is presented for purposes of additional analysis and is not a required part of the financial 
statements.  Such information is the responsibility of management and was derived from and relates directly to the 
underlying accounting and other records used to prepare the financial statements. The information has been 
subjected to the auditing procedures applied in the audit of the financial statements and certain additional 
procedures, including comparing and reconciling such information directly to the underlying accounting and other 
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records used to prepare the financial statements or to the financial statements themselves, and other additional 
procedures in accordance with auditing standards generally accepted in the United States of America. In our 
opinion, the information is fairly stated in all material respects in relation to the financial statements as a whole. 
 

Hometown, Massachusetts 
 January 31, 2020
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 

Balance Sheets 

As of December 31, 20XX and 20YY 

         

Current Assets     20XX  20YY 

 Cash and cash equivalents   $  $  

 Tenant accounts receivable       

 Other accounts receivable       

 Other prepaid expenses         

         

      Total current assets                         -                          -    

         

Tenant Security Deposits       

 Tenant security deposits         

         

Restricted Deposits and Funded Reserves      

 Replacement reserve        

 Real estate tax and insurance escrow       

 Operating deficit reserve        

 Other reserves         

         

      Total restricted deposits and funded reserves                       -                          -    

         

Fixed Assets        

 Land        

 Building        

 Furnishings         

      Total fixed assets                         -                          -    

      Less: accumulated depreciation        

         

      Total net fixed assets                         -                          -    

         

Other Assets        

      

 Tax credit monitoring fees, net accumulated amortization $XX       

         

      Total other assets                         -                          -    

         

      Total long-term assets                         -                          -    

         

      Total Assets   $                      -    $                      -    
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 

Balance Sheets - Continued 

         

As of December 31, 20XX and 20YY 

         

         

Current Liabilities    20XX  20YY 

         

 Current maturities of long-term debt  $  $  

 Accounts payable        

 Accrued management fees        

 Accrued interest payable       

 Accrued real estate taxes       

 Miscellaneous accrued expenses      

 Ground lease, current portion      

 Prepaid rent         

         

      Total current liabilities                         -                          -    

         

Tenant Security Deposits       

         

 Tenant security deposits - liability        

         

Long-Term Liabilities       

         

 
Mortgage payable, net of current maturities  
Less unamortized deferred financing costs      

 Due to general partner       

 Due to related parties        

 Development fee payable       

 Ground lease, net of current portion      

 Asset management fee       

 Incentive management fee         

         

      Total long-term liabilities                        -                          -    

         

 Other Liabilities                         -                          -    

        

      Total liabilities                         -                          -    

         

Partners' Equity        

         

 Partners' equity         

         

      Total Liabilities and Partners' Equity  $                      -    $                      -    
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 

Statements of Operations 

For the Years Ended December 31, 20XX and 20YY 

         

Gross Income     20XX  20YY 

  Rental income        

 Apartments   $  $  

 Less vacancies         

                           -                          -    

 Commercial       

 Less vacancies         

                           -                          -    

 Parking and other revenue         

      Total rental income                         -                          -    

  Financial revenue       

 Interest income       

 Other revenue                         -                          -    

      Total financial revenue                         -                          -    

      Total gross income                         -                          -    

Rental Operating Expenses       

 Administrative                         -                          -    

 Management fee expense                         -                          -    

 Utilities                          -                          -    

 Operating and maintenance                        -                          -    

 Taxes and insurance                         -                          -    

 Interest on mortgage payable      

 Other interest       

 Depreciation and amortization        

         

      Total rental operating expenses                        -                          -    

      Net Operating (Loss) Income                        -                          -    

Entity Expenses        

 Investor service fee       

 Incentive management fee       

 Supervisory management fee      

 Asset management fee       

 Partnership management fee        

         

      Total entity expenses                         -                          -    

      Net (Loss) Income   $                      -    $                      -    
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ABC LIMITED PARTNERSHIP 
(A Massachusetts Limited Partnership) 

         
Statements of Changes in Partners' Equity 

         
For the Years Ended December 31, 20XX and 20YY 

         
         
  Managing   Special  Investor   
  General   Limited  Limited   
  Partner   Partner  Partner  Total 

         
Partners' equity,          
   December 31, 
20WW $                 -    $                -    $                -    $                -    
         
Capital contributions                  -                    -                    -                    -    
         
Net income                  -                    -                    -                    -    

         
Partners' equity,         
  December 31, 20XX                  -                    -                    -                    -    
         
Capital contributions         
         
Net income                  -                    -                    -                    -    

         
Partners' equity,         

  December 31, 20YY $                 -    $                -    $                -    $                -    

         
         
Profit & loss 
percentages  0.01%  0.00%  99.99%  100% 

         
          
Note:  All limited partners must be identified and disclosed     
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
Statements of Cash Flows 

For the Years Ended December 31, 20XX and 20YY 

         

Cash Flows from Operating Activities   20XX  20YY 

         

 Net (Loss) Income   $                      -    $                      -    

         

 Adjustments to reconcile net loss to net cash provided      

      by operating activities:       

         

      Depreciation                           -    

      Amortization of financing fees charged as interest expense     

       

 Decrease (increase) in assets      

      Tenant accounts receivable       

      Accounts receivable - other      

      Prepaid property insurance      

      Other prepaid expenses       

       

      Tenant security deposits - asset      

 Increase (decrease) in liabilities      

      Accounts payable       

      Government overage payable      

      Accrued management fees      

      Accrued interest payable      

      Accrued real estate taxes      

      Miscellaneous accrued expenses      

      Prepaid rent       

      Tenant security deposits - liability        

         

 Net Cash (Used in) Provided by Operating Activities                       -                          -    

         

Cash Flows from Investing Activities      

         

 Purchase of fixed assets       

 Proceeds from sale of fixed assets      

       

       

       

         

         

 Net Cash (Used in) Provided by Investing Activities                       -                          -    
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
      

Statements of Cash Flows-Continued 

For the Years Ended December 31, 20XX and 20YY 

      

Cash Flows from Financing Activities      

         

 Proceeds from loans from general partners      

 Mortgage proceeds       

 Loan proceeds from related parties      

 Loan repayments to related parties      

 Principal payments on mortgage      

 Capital contributions       

 Partners' distributions         

         

 Net Cash (Used in) Provided by Financing Activities                       -                          -    

         

Net (Decrease) Increase in Cash and Cash Equivalents                       -                          -    

         

Cash and Cash Equivalents and Restricted Cash - Beginning                        -       

         

Cash and Cash Equivalents and Restricted Cash - Ending  $                      -    $                      -    

         
Reconciliation of Cash, Cash Equivalents and Restricted Cash Reported 

Within the Balance Sheet: 

    $     $  
Cash and Cash Equivalents    

Restricted Cash                                                                                           

     
Total Cash, Cash Equivalents and Restricted Cash Shown in the Balance 

Sheet 

    $     $  

Supplement Disclosure of Cash Flow Information     

     

         

 Cash paid during the year for interest  $   $   

         

         
Non-Cash Investing and Financing Activities: See Note X 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 

(1) Summary of Significant Accounting Policies 
 
The following is a summary of significant accounting policies followed by ABC Limited Partnership (the Partnership) 
in the preparation of the financial statements: 
 

(a) Nature of Operations 
 
ABC Limited Partnership is a Massachusetts limited partnership formed to acquire, rehabilitate, own, 
maintain and operate XXX units (the Project) of low and moderate income housing located in CITY, 
Massachusetts. The Partnership acquired the Project for the purpose of rehabilitating it in order to receive an 
allocation of Low Income Housing Tax Credits under Section 42 of the Internal Revenue Code.  
 
The Partnership operates under a Regulatory Agreement with AGENCY OR AGENCIES, which governs 
rental charges and operating methods.   
  
Each building of the Project has qualified and been allocated Low Income Housing Tax Credits pursuant to 
Internal Revenue Code Section 42, which regulates the use of the Project as to occupant eligibility and unit 
gross rent, among other requirements.  Each building of the Project must meet the provisions of these 
regulations during each of fifteen consecutive years in order to continue to qualify to receive the Low Income 
Housing Tax Credits.  Failure to comply with occupant eligibility and/or unit gross rent or to correct 
noncompliance within a specified time period could result in recapture of previously taken Low Income 
Housing Tax Credits plus interest.  Such potential noncompliance may require an adjustment to the 
contributed capital by the limited partners. 
 
The Partnership has received a reservation of LIHTC, under Section 42 of the Internal Revenue Code, in the 
annual amount of $XXXXX for ten years from the XXXXX.  The credits commenced in XXXX and end in 
XXXX. 
 

(b) Organization 
 

The Partnership consists of one general partner, ABC, LLC, with a .01% share, one investor limited partner, 
XYZ, LLC, with a 99.98% share and one special limited partner, SLP, Inc., with a .01% tax credit interest in 
the Partnership and may inherit the title as general partner under bankruptcy or other complications.  Except 
as otherwise specified in the partnership agreement, all items of income, expense, gain, loss, tax credits, tax 
preferences and cash are allocated to the partners based on those percentages. 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 

 
(c) Rental Income 

 
The Partnership receives rental income from units, which are reserved for people with low and moderate 
income.  The Partnership accounts for its leases with its residents as operating leases under ASC 840 Leases 
wherein rental income is recognized as the rents are earned and rental payments received in advance are 
deferred.  On January 1, 2019, the Partnership adopted Accounting Standards Update (ASU) 2014-09, 
Revenue from Contracts with Customers, using the modified retrospective approach, which applied the new 
standard to contracts that were not completed as of adoption.  Under this standard, revenue is recognized in 
accordance with the transfer of goods and services to customers at an amount that reflects the consideration 
that the Partnership expects to be entitled to for those goods and services.  The majority of the Partnership’s 
revenue is derived from residential rental income and other lease income, which are scoped out from this 
standard.  The Partnership recognizes revenue for new rental related income not included as components of a 
lease, as well as for non-rental related income, as the revenue is earned.  
 
Due to the nature of the Partnership’s identified revenue streams, there are no material amounts of outstanding 
or unsatisfied performance obligations as of December 31, 20XX and 20YY. 
During the year ended December 31, 20XX the Partnership derived approximately 21% of its total revenue 
from tenant based rental assistance and 77% from tenant rents.  During the year ended December 31, 20YY, 
the Partnership derived approximately 19% of its total revenue from tenant based rental assistance and 80% 
from tenant rents.   The Partnership derives substantially all of its revenues from its rental activity in CITY, 
Massachusetts. 

 
 
 

(c) Reclassification 
 

Certain amounts in the 20XX financial statements have been reclassified to conform to the 20YY 
presentation. 

  
 

(d) Method of Accounting 
The accompanying financial statements have been prepared on the accrual basis of accounting in accordance 
with accounting principles generally accepted in the United States. 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 
(1) Summary of Significant Accounting Policies - continued 
 

 
(e) Capitalization and Depreciation 

 
Land, building, furniture, fixtures and improvements are recorded at cost.  Depreciation is provided for in 
amounts sufficient to relate the cost of depreciable assets to operations over their estimated service lives.  
Improvements, including planned major maintenance activities are capitalized, while expenditures for 
routine maintenance and repairs are charged to expense as incurred. Upon disposal of depreciable property, 
the appropriate property accounts are reduced by the related costs and accumulated depreciation.  The 
resulting gains and losses are reflected in the Statements of Operations.   
 
The Partnership computes depreciation using the straight-line method over the following estimated lives: 
 
   Building and improvements   XX years 

 
The Partnership reviews its investment in real estate for impairment whenever events or changes in 
circumstances indicate that the carrying value of such property may not be recoverable.  Recoverability is 
measured by a comparison of the carrying amount of the real estate to the future net undiscounted cash flow 
expected to be generated by the rental property including the low income housing tax credits and any 
estimated proceeds from the eventual disposition of the real estate.  If the real estate is considered to be 
impaired, the impairment to be recognized is measured at the amount by which the carrying amount of the 
real estate exceeds the fair value of such property.  There were no impairment losses recognized in XX or 
20YY. 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 
 

(1) Summary of Significant Accounting Policies  
 

(f) Amortization 
 

Deferring financing costs relating to the permanent loan are amortized over the term of the loan using the 
effective yield method, as required by the accounting principles generally accepted in the United States of 
America.  Unamortized deferred financing costs are presented as a deduction from the carrying value of the 
mortgage note payable.  Amortization expense on deferred financing costs has been included in interest 
expense on the statement of operations. 
 
Tax credit fees are amortized over the 15-year Low Income Tax Credit Compliance period, using the 
straight-line method.  For the years ended December 31, 200X and 200Y, amortization expense was 
$XXXX. As of December 31, 20XX and 20YY, accumulated amortization was $XXXX and $XXXX 
respectively.  Estimated annual amortization of tax credit fees over each of the next five years through 202X 
is $XXXX. 

 
(g) Advertising Costs 

 
The Partnership expenses advertising costs when they are incurred.  Advertising expense amounted to 
$XXXX and $XXXX for the years ended December 31, 20XX and 20YY, respectively. (OR - Advertising 
expense was immaterial for the years ended December 31, 20XX and 20YY) 

 
(h) Income Taxes 

 

The partnership has elected to be treated as a pass-through entity for income tax purposes and, as such, is 
not subject to income taxes.  Rather, all items of taxable income, deductions and tax credits are passed 
through to and are reported by its owners on their respective income tax returns.  The partnership’s 
federal tax status as a pass-through entity is based on its legal status as a partnership.  Accordingly, the 
partnership is not required to take any tax positions in order to qualify as a pass-through entity.  The 
partnership is required to file and does file tax returns with the Internal Revenue Service and other taxing 
authorities.  Accordingly, these financial statements do not reflect a provision for income taxes and the 
partnership has no other tax positions which must be considered for disclosure.  Income tax returns filed 
by the partnership are subject to exanimation by the Internal Revenue Service for a period of three years. 

 
(i) Cash and Cash Equivalents and Restricted Deposits and Funded Reserves 

 
The Partnership considers all highly liquid investments purchased with an original maturity of three months 
or less to be cash equivalents.   
 
The Partnership maintains its cash balances at several financial institutions located in Massachusetts.  The 
cash balances are secured by the Federal Deposit Insurance Corporation.  At times these balances may exceed 
the federal insurance limits; however, the Partnership has not experienced any losses with respect to its bank 
balances in excess of government provided insurance.  Management believes that no significant concentration 
of credit risk exists with respect to these balances as of December 31, 20XX and 20YY.  
 
[OR – IF SIGNIFICANT CONCENTRATION OF CREDIT RISK EXISTS]:   
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The Partnership maintains its cash balances at several financial institutions located in Massachusetts.  The 
cash balances are secured by the Federal Deposit Insurance Corporation (FDIC).  Cash and deposit balances  
 
 
maintained with ABC Bank and XYZ Bank amounted to $XXX and $XXX, respectively, as of December 31, 
20XX.  Cash and deposit balances maintained with ABC Bank and XYZ Bank amounted to $XXX and 
$XXX, respectively as of December 31, 20YY.  The Partnership did not maintain cash balances in excess of 
FDIC limits in any other financial institution as of December 31, 20XX and 20YY.  
 
 

(j) Accounting Estimates 
 

In preparing the Partnership’s financial statements in conformity with accounting principles generally 
accepted in the United States of America, management is required to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and the disclosure of contingent assets and liabilities at the 
date of the financial statements and the reported amounts of revenues and expenses during the reporting 
period.  Actual results could differ from those estimates. 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 

(1) Summary of Significant Accounting Policies - continued 
 

(k) Accounts Receivable  
 

The Partnership carries its accounts receivable from tenants at an amount equal to uncollected but earned 
revenue less an allowance for doubtful accounts.  On a periodic basis, the Partnership evaluates its 
accounts receivable and establishes an allowance for doubtful accounts, based on a history of past write-
offs and collections and current credit conditions. As of December 31, 200X and 200–Y, respectively, 
management has determined that any allowance would be immaterial.   
 

 
The Partnership does not have a policy to accrue interest on trade receivables.  Accounts are written off as 
uncollectible upon move-out or eviction of the tenant.  The Partnership derives substantially all of its 
accounts receivables from its rental activity in CITY, Massachusetts. 
 
The Partnership has a policy to collect security deposits of up to one month’s rent from tenants. The 
security deposits can be used to pay for damages caused by the tenant or used against unpaid receivables. 

 
(l) Distributions 

 
The payment of any compensation or distributions of income or other assets to any of its officers, 
directors or partners is approved by AGENCY in accordance with the Partnership’s Regulatory 
Agreement.  Allowable distributions are calculated by AGENCY based upon its computation of the 
Project’s surplus cash position.  During the years ended December 31, 20XX and 20YY, respectively, 
there were no distributions made. 

 

(m)  Below Market Loans 
 

Section 42 of the Internal Revenue Code governs the administration of Low Income Housing Tax Credits 
(LIHTC), a tax incentive created to foster a legislated public policy directive of the United States to create 
low income housing.  The Partnership was formed in order to create low income housing in order to 
generate LIHTC. 

 
Other governmental entities, having a similar agenda to foster low income housing, have lent money to 
the Partnership at advantageous terms. 

 

The Partnership has not discounted these below market loans as they were made at arm’s length and to 
preserve the integrity of costs eligible for tax credit under Section 42. 

 

(n) Recent Accounting Standard Adopted [Adjust if single year presentation] 
 

In August 2018, FASB issued ASU 2018-13, Fair Value Measurement (Topic 820), Disclosure Framework - 
Changes to the Disclosure Requirements for Fair Value Measurement.  The amendments in this update 
removed the following disclosure requirements from Topic 820:  (1) the amount of and reasons for transfers 
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between Level 1 and Level 2 of the fair value hierarchy, (2) the policy for timing of transfers between levels, 
(3) the valuation processes for Level 3 fair value measurements and (4) the changes in unrealized gains and 
losses for the period included in earnings for recurring Level 3 fair value measurements held at the reporting 
period.  The following disclosure requirements were modified in Topic 820:  (1) in lieu of a roll forward for 
Level 3 fair value measurements, a nonpublic entity is required to disclose transfers into and out of Level 3 of 
the fair value hierarchy and purchases and issues of Level 3 assets and liabilities, (2) for investments in 
certain entities that calculate net asset value, an entity is required to disclose the timing of liquidation of an 
investee’s assets and the date when restrictions from redemption might  lapse only if the investee has 
communicated the timing to the entity or announced the timing publicly and (3) the amendments clarity that 
the measurement uncertainty disclosure is to communicate information about the uncertainty in measurement 
as of the reporting date.  The ASU is effective for fiscal years beginning after December 15, 2019 and are 
applied retrospectively (prospectively for certain of the amendments).  The Partnership adopted this ASU 
effective January 1, 2020. 

 
(k) Recent Accounting Standards- Upcoming 

 
In June 2020, FASB issued ASU 2020-05, Revenue from Contracts with Customers (Topic 606) and Leases 
(Topic 842).  ASU 2020-05 deferred the implementation date of ASU 2016-02 and ASU 2014-09 by one year.  
The Partnership had already adopted ASU 2014-09.  ASU 2016-02 is described below. 
 
In February 2016, FASB issued ASU 2016-02, Leases (Topic 842) which sets out the principles for the 
recognition, measurement, presentation and disclosure of leases for both parties to a contract (i.e., lessees and 
lessors). The new standard requires lessees to apply a dual approach, classifying leases as either finance or 
operating leases based on the principle of whether or not the lease is effectively a financed purchase by the 
lessee. This classification will determine whether lease expense is recognized based on an effective interest 
method or on a straight line basis over the term of the lease, respectively. A lessee is also required to record a 
right-of-use asset and a lease liability for all leases with a term of greater than 12 months regardless of their 
classification. Leases with a term of 12 months or less will be accounted for similar to existing guidance for 
operating leases today.  
 
The new standard requires lessors to account for leases using an approach that is substantially equivalent to 
existing guidance for sales-type leases, direct financing leases and operating leases.  The ASU was set to be 
effective on January 1, 2021, with early adoption permitted. The effective date was extended to fiscal years 
beginning after December 15, 2021.  The Partnership is currently evaluating the impact the adoption of this 
new standard will have on its financial statements. 
 
In July 2018, FASB issued ASU 2018-10, Codification Improvements to Topic 842, Leases and ASU 2018-11, 
Leases (Topic 842), Targeted Improvements.  In December 2019, FASB issued ASU 2018-20, Leases (Topic 
842), Narrow-Scope Improvements for Lessors.  Adoption of these ASUs will run concurrent with the 
Partnership’s adoption of ASU 2016-02. 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 

(1) Summary of Significant Accounting Policies - continued 
 
[The below fair value measurements notes should be disclosed for financial instruments evaluated on a recurring 
basis and a non-recurring basis.  If the partnership has non-recurring fair value measurements, it should be 
broken into two notes, one for recurring assessments and one for non-recurring assessments] 

 

p)Fair Value Measurements 
 

   
 

U.S. GAAP defines fair value as the exchange price that would be received for an asset or paid to transfer a 
liability in the principal or most advantageous market for the asset or liability in an orderly transaction between 
market participants at the measurement date.  Additionally, the inputs used to measure fair value are prioritized 
based on a three-level hierarchy.  This hierarchy requires entities to maximize the use of observable inputs and 
minimize the use of unobservable inputs.  The three levels used to measure fair value are as follows: 

 
Level 1:  Quoted prices for identical instruments traded in active markets.   
 
Level 2:  Observable inputs other than quoted prices included in Level 1.  Assets and liabilities 
included in this level are valued using quoted prices for similar assets and liabilities in active 
markets or other inputs that are observable or can be corroborated by observable market data.  
 
Level 3:  Unobservable inputs that are supported by little or no market activity and that are 
significant to the fair value of the assets or liabilities.  This includes certain pricing models, 
discounted cash flow methodologies and similar techniques that use significant unobservable 
inputs.  

 
Recurring Fair Value Measurements 
U.S. GAAP requires that certain assets and liabilities be recorded at fair value on a recurring basis.  The 
Partnership had no assets and liabilities that were recognized or disclosed at fair value on a recurring basis 
under the above fair value hierarchy as of December 31, 20XX and 20YY.   
 
*Note: Although disclosure of transfers for Level 1 and Level 2 are no longer required, the amounts of 
any transfers into or out of Level 3 and the reasons for such transfers is required to be disclosed. 
(Transfers into Level 3 should be disclosed and discussed separately from transfers out of Level 3.) 
 
OR 
 
Recurring Fair Value Measurements 
In accordance with U.S. GAAP, certain assets and liabilities are required to be recorded at fair value on a 
recurring basis.  The Partnership’s assets that are adjusted to fair value on a recurring basis are investments in 
equity and debt securities classified as trading.  The Partnership currently has no liabilities that are adjusted to 
fair value on a recurring basis.   
 
*Note: Although disclosure of transfers for Level 1 and Level 2 are no longer required, the amounts of 
any transfers into or out of Level 3 and the reasons for such transfers is required to be disclosed. 
(Transfers into Level 3 should be disclosed and discussed separately from transfers out of Level 3.) 
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ABC LIMITED PARTNERSHIP 
(A Massachusetts Limited Partnership) 

 
Notes to Financial Statements 

 
December 31, 20XX and 20YY  

 
(1) Summary of Significant Accounting Policies - continued 

 
(p) Fair Value Measurements - Continued 

 
The following tables present the fair value hierarchy for those financial assets measured at fair value on a 
recurring basis as of December 31, 20XX and December 31, 20YY. 

 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Nonrecurring Fair Value Measurements 
In addition to assets and liabilities that are recorded at fair value on a recurring basis, the Partnership records 
assets and liabilities at fair value on a nonrecurring basis as required by U.S. GAAP.  The Partnership had no 
assets and liabilities measured at fair value on a nonrecurring basis as of December 31, 20XX and 20YY.  OR 
The following table presents the fair value hierarchy for those assets [and liabilities] measured at fair value on 
a nonrecurring basis as of December 31, 20XX. 

 
 
 
 
 
 
 
 
 
 
 

 
[If comparative – add same schedule and data for 20YY 

   Fair Value Measurements on a Recurring Basis as of  
December 31, 20XX    

   Level 1  Level 2  Level 3  Total 
        

Investments               $     950,000 $                  - $                - $    950,000 

 
               
$       950,000 $  - $ 

                 
- $  950,000 

    
 
 
 
 
 
 
 

Fair Value Measurements on a Recurring Basis as of  
December 31, 20YY    

   Level 1  Level 2  Level 3  Total 

Investments                $ 
      

950,000 $            - $ 
                 

- $    950,000 

           $    950,000 $            - $ 
                 

- $  950,000 

   Fair Value Measurements on a Nonrecurring Basis  
    

   Level 1  Level 2  Level 3  Total 
        

Long-lived assets held 
      and used                       $       - $ 

                 
50,000 $                  - $    50,000 

Goodwill                -       25,000                   -       25,000 

 
         
$       - 

 
$    75,000 $ 

                 
20,000 $  95,000 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 
 

(2) Partners’ Capital Contributions 
 
In accordance with the partnership agreement, the investor limited partner has agreed to make capital 
contributions of $XXXXX, payable in seven installments.  As of December 31, 20XX, the investor limited 
partner has made seven installments totaling $XXXX.  The capital contributions are based on certain assumptions, 
including the objective of achieving an Internal Rate of Return of 7.25%, and may be adjusted for changes in the 
performance of the Project and the delivery of tax credits affecting the Internal Rate of Return, except that no 
adjustment will be made for delivery of LIHTC, per agreement with the investment partner to hold the Partnership 
harmless.  
 
The partnership has two general partners, NAME and NAME.  As of December 31, 200X and 200–Y, each 
general partner have made capital contributions of $XXXX. 

 
(3) Restricted Deposits and Funded Reserves 
 

(a) Mortgage Escrow Deposits - Taxes and Insurance 
 

The Partnership has a tax and insurance escrow account which is required by the AGENCY/ mortgage 
agreement.  The Partnership is required to make periodic payments to the escrow account and make all 
payments for taxes and insurance payments with disbursements from this account.  Funds are held by 
BANK/AGENCY.  During 20XX and 20YY, the Partnership made deposits of $XXXX and $XXXX, 
respectively, and withdrawals of $XXXX and $XXXX, respectively.  The account earned $XX and $XX 
of interest income during 20XX and 20YY, respectively.  During 20XX and 20YY, the account paid bank 
fees of $XX and $XX, respectively.  As of December 31, 20XX and 20YY, the balance was $XXXX and 
$XXXX, respectively. 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 (3) Restricted Deposits and Funded Reserves - continued 
 

(b) Working Capital / Equity Escrow 
 

The Partnership has a Working Capital / Equity Escrow account as required by the AGENCY Regulatory 
Agreement.  The escrow funds are held by AGENCY and can only be drawn upon with permission of 
AGENCY.  The funds can only be used in accordance with the Good Faith and Working Capital Escrow 
and Disbursement Agreement. During 20XX and 20YY, the Partnership made deposits of $XXXX and 
$XXXX, respectively, and withdrawals of $XXXX and $XXXX, respectively.  The account earned $XX 
and $XX of interest income during 20XX and 20YY, respectively.  During 20XX and 20YY, the account 
paid bank fees of $XX and $XX, respectively.   As of December 31, 20XX and 20YY, the balance was 
$XXXX and $XXXX, respectively. 
 

(c) Replacement Reserve 
 
In accordance with the AGENCY Regulatory Agreement, the Partnership is required to maintain a reserve 
for significant repairs and replacements.  The reserve funds are held by AGENCY/Financial Institution 
and can only be drawn upon with permission of AGENCY.  During 20XX and 20YY, the Partnership 
made deposits of $XXXX and $XXXX, respectively, and withdrawals of $XXXX and $XXXX, 
respectively.  The account earned $XX and $XX of interest income during 20XX and 20YY, respectively.  
During 200X and 200–Y, the account paid bank fees of $XX and $XX, respectively.  As of December 31, 
20XX and 20YY, the balance was $XXXX and $XXXX, respectively.  Deposits were made in 
accordance with the Partnership Agreement (OR state shortfall amount). 

(d) Operating Reserve 
 
In accordance with the AGENCY/Financial Institution Regulatory Agreement, the Partnership is required 
to maintain a reserve for operating short falls.  The reserve funds are held by AGENCY/Financial 
Institution and can only be drawn upon with permission of AGENCY.  During 200X and 200–Y, the 
Partnership made deposits of $XXXX and $XXXX, respectively, and withdrawals of $XXXX and 
$XXXX, respectively.  The account earned $XX and $XX of interest income during 200X and 200–Y, 
respectively.  During 20XX and 20YY, the account paid bank fees of $XX and $XX, respectively.  As of 
December 31, 20XX and 20YY, the balance was $XXXX and $XXXX, respectively.  Operating reserve 
balance satisfies the minimum balance required by the Partnership Agreement (or if operating reserve is 
underfunded per the partnership/operating agreement, state  the shortfall amount). 

 

(e) Residual Receipts 
 

In accordance with the AGENCY/Financial Institution Regulatory Agreement, any “surplus cash”, after 
distributions permitted by the Regulatory Agreement, shall be considered Residual Receipts and shall be 
deposited into escrow.  The escrow funds are held by AGENCY and can only be drawn upon with 
permission of AGENCY.  During 20XX and 20YY, the Partnership made deposits of $XXXX and 
$XXXX, respectively, and withdrawals of $XXXX and $XXXX, respectively.  The account earned $XX 
and $XX of interest income during 20XX and 20YY, respectively.  During 20XX and 20YY, the account 
paid bank fees of $XX and $XX, respectively.  As of December 31, 20XX and 20YY, the balance was 
$XXXX and $XXXX, respectively. 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 

  
 (4) Long-term Debt  

 

(a) First Mortgage 
 

The first AGENCY/Financial Institution mortgage note is payable in monthly installments of $XXX with 
an effective interest of X.X% and a stated interest rate of X.X%.  Final payment is due July 2042.  The 
apartment complex is pledged as collateral for the mortgage.  For the years ended December 31, 20XX 
and 20YY, interest expense totaled $XXXX and $XXXX, respectively.  The accrued interest balance at 
December 31, 20XX and 20YY amounted to $XXXX and $XXXX, respectively. The principal balance at 
December 31, 20XX and 20YY amounted to $XXXX and $XXXX, respectively.   
 
 
As of December 31, 20XX and 20YY, the outstanding principal balance of the mortgage payable less 
unamortized deferred financing costs was $XXXX and $XXXX, respectively. As of December 31, 
20XX and 20YY, unamortized deferred financing costs of $XXXX and $XXXX, respectively, 
consist of financing costs of $XXXX less accumulated amortization of $XXXX and $XXXX, 
respectively. The effective interest rate is approximately XX% over the life of the loan.  During the year 
ended December 31, 20XX and 20YY, amortization expense incurred was $XXXX and $XXXX, 
respectively, and was included in interest on first mortgage payable in the statements of operations. 
 

 
(b) Second Mortgage 
 

The second AGENCY mortgage note is payable in monthly installments of $XXX with an effective 
interest of X.X% and a stated interest rate of X.X%.  Final payment is due July 2042.  The apartment 
complex is pledged as collateral for the mortgage.  For the years ended December 31, 200X and 200–Y, 
interest expense totaled $XXXX and $XXXX, respectively.  The accrued interest balance at December 
31, 20XX and 20YY amounted to $XXXX and $XXXX, respectively. The principal balance at December 
31, 20XX and 20YY amounted to $XXXX and $XXXX, respectively.   
 

   
(c) Development and Acquisition Fees 

 

The Partnership has a Development Agreement with an affiliate of the General Partner for services 
performed during the rehabilitation of the Project.  The development and acquisition fee of $XXXX is 
included in the basis of the building at December 31, 20XX and 20YY.  Development and acquisition 
fees are payable as follows; $XXXX is paid from capital contributions while $XXXX is deferred and paid 
in accordance with the Partnership Agreement. For the years ended December 31, 20XX and 20YY, 
interest expense totaled $XXXX and $XXXX, respectively.  The accrued interest balance at December 
31, 20XX and 20YY amounted to $XXXX and $XXXX, respectively.  As of December 31, 20XX and 
20YY, the amount of development and acquisition fees to be paid was $XXXX and $XXXX, 
respectively.   
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The following are the minimum required principal payments on the mortgages: 

 
                             Year Ended 
 

 200X                                  $  XXXXX 
 200X +1  XXXXX 
 200X +2  XXXXX 
 200X +3  XXXXX 
 201X +4  XXXXX 

Thereafter XXXXX 
 

Total      XXXXX 
Less current portion           XXXXX 
Long term portion              XXXXX 

 
 

(d) Debt Issuance Costs 
 
Debt issuance costs of $XX,000 have been recorded as a reduction of the carrying value of the related 
debt and are being amortized and recorded as interest expense using the effective interest method. The 
effective interest rate on the loan approximates X%. For the years ended December 31, 2017 and 2016 
amortization included in interest expense totaled $XXX and $XXX, respectively. Accumulated 
amortization at December 31, 20XX and 20YY was $XXX and $XXX, respectively. 
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                            ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 
 
(5) Transactions with Affiliates and Related Parties 
 

(a) Asset Management Fee 
 

An asset management fee of $XXXX was incurred in the years ended December 31, 20XX and 20YY to a 
company whose ownership is common to the limited partner for services to be rendered in reporting to the 
investor limited partners.  The investment limited partner holds a 99.98% interest in the Partnership.  
Asset management fees of $XXXX were outstanding as of December 31, 20XX and 20YY. Please note 
whether fee is allowed to accrue or is payable only to the extent of cash flow. 

  
(b) Supervisory Management Fee 

 

The Partnership shall pay to the General Partner, yearly, a non-cumulative, supervisory management fee 
from available cash flow as determined by the Partnership Agreement.  The Partnership incurred no 
supervisory management fees during the years ended December 31, 20XX or 20YY. 

 
(c) Investor Service Fee 
 

The Partnership shall pay to NAME, an affiliate of the investor limited partner, yearly, a fee for services 
rendered in reporting to the investor limited partner.  Investor service fees of $XXXX and $XXXX were 
incurred for the years ended December 31, 20XX or 20YY, respectively. 

 
(d) Partnership Management Fee 

 
The Partnership shall pay a non-cumulative, partnership management fee of $XXXX per year payable to 
the General Partner from available cash flow.  The Partnership incurred no partnership management fees 
during the years ended December 31, 20XX or 20YY. 

 
(e) Due From Affiliate 

 

Due from affiliate represents non-interest bearing advances from the general partner for acquisition 
expenses.  Advances due from the affiliate amounted to $XXXX and $XXXX at December 31, 20XX and 
20YY, respectively. 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 
(6) Taxable Income (Loss) 
 

A reconciliation of financial statement net loss to taxable loss of the Partnership for the years ended 
December 31, 20XX and 20YY, are as follows: 

 20XX 20YY 
 
Financial statement net loss        $ (XXXX)       $ (XXXX)        
 

Adjustments: 
Excess of depreciation and amortization for income  

     tax purposes over financial reporting purposes (XXXX) (XXXX) 
Organizational fees   XXXX XXXX 

 
Taxable loss as shown on tax return      $ (XXXX)         $ (XXXX) 

 
 
(7)  Distributions  
 

Per the partnership agreement, to the extent of cash flows, the following are distribution priorities: 
 

(a) Net Cash Flow is defined as the sum of gross revenues plus amounts properly withdrawn from the operating 
reserve and expended during such period, less the sum of project expenses, and debt service. 
Net cash flow shall be applied prior to Distributable Net Cash Flow as set forth in the Partnership/ 
Operating Agreement (typically section 7.03) 

 
(b) Distributable cash flow is defined in the partnership agreement as the sum of all cash receipts less cash 

disbursements for operating activities and replacement reserve funding, including the annual investor service 
fee.   

Distributable cash flow is payable annually, .XX% to the general partner and XX.XX% to the limited partner. 
 

Gain, if any, from a sale or exchange or other disposition of the property owned by the Partnership is allocable as 
follows: 

 
(a) To all partners pro rata in proportion to and to the extent of their respective positive capital account balances. 
 
(b) The remainder of such gain, if any, XX% to the limited partner and XX% to the general partner. 
 

Loss, if any, from a sale or exchange or other disposition of the property is allocated .XX% to the general partner 
and XX.XX% to the limited partner. 
During 20XX, $XXXX was distributed to the partners. 
 

Cash flow of $XXX is available for distribution based on 20XX operations. 
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 
 
(8) Statement of Cash Flows 

 
[If not shown on the face of the statements of cash flows: The following table provides a reconciliation of cash, 
cash equivalents and restricted deposits and funded reserves reported within the balance sheets that sum to the 
total of the same such amounts shown in the statements of cash flows: 

 
 
 

 
 
 
 
 
 

 See Note 3 
for the detail of restricted deposits and funded reserves. 

  
(9) Ground Lease 
 

ABC owns the land upon which the Project is located.  The Partnership (Tenant) has entered into a long 
term lease with ABC (Landlord) that terminates on December 31, 20XX.  The base rent is $XXX,XXX. 
The Partnership has made base rental payments of $XXX and has financed the remainder of the base rent 
with ABC by way of a note for $XXX,XXX, bearing interest at XX%, compounded annually (see Note 
5b).  The present value of the ground lease has been capitalized and will be amortized over the life of the 
lease.  Amortization expense for the ground lease amounted to $XXX for the years ended December 31, 
20XX and 20YY, respectively. 

 
(10) Obligations of the General Partner 
 

The partnership agreement sets forth various obligations of the general partner as follows: 
 
(a) Operating Deficits 
 

The general partner will make additional capital contributions to fund operating deficits in excess of funds 
available in the operating reserve prior to the development obligation date, as defined in the partnership 
agreement.  Subsequent to the development obligation date, any advances from the general partner to 
meet Project expenses are treated as Project expense loans and will bear no interest.  Project expense 
loans will not exceed $XXX.  As of December 31, 20XX and 20YY, no advances were made. 

 

(b) Development Guaranty 
The general partner guarantees to the Partnership and the investor limited partner the completion of the 
construction of the Project and guarantee of payment.   

 

 

  2020  2019 
     

Cash and cash equivalents $ -      $ 
                

202,664 

Restricted deposits and funded reserves       -  
                 

114,259 
Total cash, cash equivalents and restricted deposits and 
funded reserves shown in the statements of cash flows 

 
$    0 $ 

                 
316,923 
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(11) Current Vulnerability Due to Certain Concentrations 
 

The Partnership’s sole asset is the XXX unit building located in CITY, Massachusetts.  The Partnership’s 
operations are concentrated in the multifamily real estate market.  In addition, the Partnership operates in 
a heavily regulated environment.  The operations of the Partnership are subject to administrative 
directives, rules and regulations of federal, state and local regulatory agencies, including, but not limited 
to, AGENCY/AGENCIES.  Such administrative directives, rules and regulations are subject to change by 
an act of Congress or an administrative change mandated by or passed through the 
AGENCY/AGENCIES.  Such changes may occur with little notice or inadequate funding to pay for the 
related cost, including the additional administrative burden, to comply with a change.  

(12) Commitments and Contingencies  
 

The Partnership’s LIHTC are contingent on its ability to maintain compliance with applicable sections of Section 
42.  Failure to maintain compliance with occupant eligibility, and/or unit gross rent or to correct noncompliance 
within a specified time period could result in recapture of previously taken tax credits plus interest. 
 
(13) COVID-19 - Risks and Uncertainties 

 
In early 2020, an outbreak of a novel strain of coronavirus (COVID-19) emerged globally. As a result, events 
have occurred including mandates from federal, state and local authorities leading to an overall decline in 
economic activity.  At this stage, the limited impact to the Partnership resulted in a slowdown of tenant rent 
collections and other adverse effects to the Partnership’s financial position, results of operations, and cash flows. 
As described in Notes XX and XX, the Partnership received PPP loan and EIDL funds.  The Partnership is not 
able to estimate the length or severity of this outbreak and the related financial impact. Management plans to 
adjust its operations accordingly and will continue to assess and monitor the situation as it evolves.  If the length 
of the outbreak and related effects on the Partnership’s operations continue for an extended period of time the 
Partnership may have to seek alternative measures to finance its operations.  The Partnership does not believe that 
the impact of COVID-19 would have a material adverse effect on its financial condition or liquidity.  
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
 

Notes to Financial Statements 
 

December 31, 20XX and 20YY  
 

 
(14)Subsequent Events  

 
Subsequent Events [if no material subsequent events] 

 
The Agency has performed an evaluation of subsequent events through [audit report date], which is the 
date the Agency’s financial statements were issued.  No material subsequent events have occurred since 
December 31, 20XX that required recognition or disclosure in these financial statements. 
 
Or 
 

Subsequent Events  
 

The Agency has performed an evaluation of subsequent events through [audit report date], which is the 
date the Agency’s financial statements were issued.  No material subsequent events, other than the items 
disclosed below, have occurred since December 31, 20XX that required recognition or disclosure in these 
financial statements. 

 
 



 40 

 
 

ABC LIMITED PARTNERSHIP 
(A Massachusetts Limited Partnership) 

Schedule of Other Revenues and Expenses 
As of December 31, 20XXand 20YY 

        

        

Other Revenue   200X  20YY 

     
   

 
Laundry and vending   $                       -      $                       -    

 NSF and late charges     
 Damages and cleaning fees     
 Other        
        
Total Other Revenue   $             -      $             -    
        
Expenses      
        
 Administrative Expenses     
  Advertising    $                       -      $                       -    
  Other renting expenses     
  Office salaries      
  Office supplies     
  Management fee     
  Manager and superintendent salaries    
  Legal expenses     
  Audit and tax preparation fee     
  Bookkeeping fees/accounting services    
  Telephone and answering services    
  Bad debts      
  Miscellaneous       
        
 Total Administrative Expenses   $             -      $             -    

        
 Operating and Maintenance     
  Janitor and cleaning payroll, contracts and supplies  $                       -      $                       -    
  Superintendents salary     
  Garbage and trash removal     
  Security payroll, contracts and supplies    
  Grounds contract     
  Repairs payroll, contract and supplies    
  Laundry expense       
        
 Total Operating and Maintenance   $             -      $             -    

        
 Taxes and Insurance     
  Real estate taxes   $                       -      $                       -    
  Payroll taxes      
  Property and liability insurance    
  Workman’s' compensation insurance    
  Health insurance and other employee benefits    
  Taxes - other        
        
 Total Taxes and Insurance   $             -      $             -    

        
 Utilities Expense      

  
Electricity    $                       -      $                       -    

  Water      
  Gas      
  Sewer        
 Total Utilities Expense   $             -      $             -    
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ABC LIMITED PARTNERSHIP 

(A Massachusetts Limited Partnership) 
Supplemental Schedule of Restricted Deposit and Funded Reserve Activity 

  
 

    
  

 
 20XX  20XX 

  
 

    
Mortgage Escrow Deposits - Taxes 

and Insurance     

 
Balance at beginning of 
year $                       -    $                       -    

 Deposits                        -                           -    

 Interest                        -                           -    

 Withdrawals                        -                           -    

 Balance at end of year $                       -    $                       -    

  
 

    
Working Capital / Equity Escrow     

 
Balance at beginning of 
year $                       -    $                       -    

 Deposits                        -                           -    

 Interest                        -                           -    

 Withdrawals                        -                           -    

 Balance at end of year $                       -    $                       -    

  
 

    
Replacement Reserve     

 
Balance at beginning of 
year $                       -    $                       -    

 Deposits                        -                           -    

 Interest                        -                           -    

 Withdrawals                        -                           -    

 Balance at end of year $                       -    $                       -    

  
 

    
Operating Reserve     

 
Balance at beginning of 
year $                       -    $                       -    

 Deposits                        -                           -    

 Interest                        -                           -    

 Withdrawals                        -                           -    

 Balance at end of year $                       -    $                       -    

  
 

    
Residual Receipts     

 
Balance at beginning of 
year $                       -    $                       -    

 Deposits                        -                           -    

 Interest                        -                           -    

 Withdrawals                        -                           -    

 Balance at end of year $                       -    $                       -    
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FINANCIAL STATEMENT REPORTING/ACCOUNTING ISSUES 

 
 
 

• Material tenants accounts receivable 

• Escrow/Reserve activity detail not reconciled to third party statements 

• Land included with building  

• Tax basis asset lives used for GAAP basis depreciation  

• Financing Fees Amortization – effective interest method 

• Construction payables included with accounts payable 

• Accruals - real estate taxes, utilities, management fee, etc. not properly recorded  

• Entity fees – calculation of incentive fees, asset management fees, investor service fees, etc. not 

performed and/or recorded 

• Inclusion of entity expenses with operating expenses 

• Development Fee/interest – non-accrual  

• Soft Debt – non- accrual of interest 

• Debt not reconciled to third party statements  

• Failure to record non-cash activity 

• Disclosure of Guarantee 
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TAB 2 
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EXHIBIT A 

 
 
 
Work papers and other information should be prepared for review by your accountant.  This information may 
also be requested by the upper tier auditor during his/her review of your draft statements/tax returns. 
 

 Work papers and other items required for all first and second year deals and may be requested by the 
upper tier accountant for review of the preliminary draft audited financial statements. 

 
a. Working trial balance and financial statement grouping sheets. 
b. Bank reconciliations and related statements and confirmations.  
 If no confirmations, please document how tested. 
c. Detail accounts receivable aging schedule including all A/R in excess of 90 days. 
d. Mortgage escrows and replacement reserves. If no confirmations, please document how tested. 
e. Fixed assets and fixed asset additions along with related depreciation (including  calculations for 

asset impairment if applicable). 
f. Deferred costs and related amortization. 
g. Mortgage and loans payable along with related interest and confirmations.  
 If no confirmations, please document how tested. 
h. Partners equity showing changes in limited partner and general partner equity. 
i. Revenue and expense analytical review. 
j. Legal work papers and letter(s), if applicable 
k. Management representation letter 
l. Compliance testing work papers, if applicable. 
m. Management letter or SAS 265 Letter, if any.  Required for all deals 
 

 
 Work papers and other item should be completed for review with the preliminary draft federal and state 
tax returns. 

 
a. Book to tax conversions. (See Exhibit C) 
b. Fixed asset and depreciation schedule for MACRS, Alternative Minimum Tax (AMT) and ACE 

depreciation methods. 
c. Classification of loans - Recourse/Non-recourse. 
d. Annual State Agency Section 42 compliance monitoring form, if applicable. 
e. Details of any special tax allocations (profit - loss - credits - liabilities). 
f. Minimum gain analysis 704(b) identifying each non-recourse debt. 
g. Copy of tax credit monitoring agency report, if applicable 
h. Form 8823, if applicable 
 
Important information required for first and second year deals. 
 
a. Form 8609 executed by the state with part 2 section completed (first year elections) and form 8609-

A. 
b. Worksheet for 8609-A 
c. Lease up/qualified occupancy schedule. (See example that follows) 
d. Cost Certification 
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EXHIBIT B 

 

NAME: XYZ Limited Partners  
DATE: 
 

 BOOK TO TAX RECONCILIATION 
 

   Partners’ Equity 
(Deficit) 

 Net 
Income (Loss) 

      
Per Financials   2,000,000  (1,600,000) 
      
Prepaid Rent BOY (22,000)    
Prepaid Rent EOY      25,000 25,000  3,000 
      
Allowance for Bad Debts BOY 0    
Allowance for Bad Debts EOY 15,000 15,000  15,000 
      
Accumulated Depreciation – PY Book 175,000    
Accumulated Depreciation – PY Tax (155,000) 20,000   
      
Depreciation – CY Book 1,300,000    
Depreciation – CY Tax (1,100,000) 200,000  200,000 
      
Contributions Receivable      
      
Amortization – CY Book 100,000    
Amortization – CY Tax (115,000) (15,000)  (15,000) 
      
Accumulated Amortization – PY Book 12,000    
Accumulated Amortization - PY Tax (2,000) 10,000   
      
Write off Construction Period interest & 
taxes related to the building basis 

 
    

      
Syndication Costs Classified as an Asset 
for tax purposes 

 
 0   

      
Other GAAP/Tax Differences      
Accrued Int. Adj. BOY 0    
Accrued Int. Adj. EOY 0 0  0 
      
      
      
      
Tax Basis Totals   2,255,000  (1,397,000) 
      
      

TAX CAPITAL BOY 
 

300,000 
Sec 754 
depreciation   

CY  
CONTRIBUTIONS(DISTRIBUTIONS) 

 
3,352,000 Guarantee payment   

NET INCOME(LOSS)  (1,397,000)    
      
TAX CAPITAL EOY  2,255,000 BALANCE M-1/M3  (1,397,000) 
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Partnership Name______________________________________            
Year_______________________                

    
QUALIFIED OCCUPANCY SUMMARY 

        

    For Stabilized Project           
                 
       %      % %   
  LI Units LI Units Market Total  Total   LI Sq Ftg. LI Sq Ftg. Market Total Total   Current 

Year 
Prior 
Year 

EOFY 

  Current 
EOY 

Current 
EOY 

Empty Units  Check Applica
ble 

Current 
EOY 

Current 
EOY 

Empty Sq. Ftg Check Applicab
le 

Lower Applica
ble 

Applicable 

Bin. # Address Occupied Qual. 
Vacant 

Unqual. Bin  Fraction Occupied Qual. 
Vacant 

Unqual. BIN.  Fraction Unit/Sq.Ft
g 

Fraction Fraction 

MA-99-00502 101 First Street, Utopia, MA 
02111 

97 3 0 100 TRUE 100.00
% 

89650 2850 0 92500 TRUE 100.00% 100.00%   

      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     
      TRUE      TRUE     

Note:  Manager unit (not management office) should not be included in either the total or the         
the occupied units.                

                 
A qualified Low income unit has a tenant that meets the requirements and may include tenants that are subject to the 140% rule    

                 
A qualified vacant unit is a unit in which a qualified low income originally qualified the unit but the unit is now empty.  The unit is actively    
being marketed and is suitable for occupancy.              

                 
Market units have tenants that are over income and are paying market rates           

    To move between input cells, click on an input        
Empty units have never been rented or had market tenants a prior tenants. cell and then press TAB          

                 
Unqualified Units are units with tenants that were originally over income Input cells           

                 
Prepared By:__________________________               

 Signature                
                 
 ____________________________               

 
 

 
 

(This document is available in Microsoft Excel format on the MHIC Website at: www.mhic.com) 
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Partnership Name: ABC Limited Partnership    

First Year Rent up Schedule: The lower of Units or Square Foot  

Year: 12/31/2019      

      

      

      

BIN: MA-03-00101     

Building 100% Low Income      

Total Sq Ft of Building:              41,750      

Total Units:                    40      

      

    % % 

  SQ FT of % SQ FT of Lower of 
Month Qualified Units Qualified Units Qualified Units Qualified Units Units/Sq FT 

Jan                     -                         -                         -                         -                   -    

Feb                     -                         -                         -                         -                   -    

Mar                     -                         -                         -                         -                   -    

April                    10                  8,750  25.00% 20.96% 20.96% 

May                    16                16,250  40.00% 38.92% 38.92% 

June                    25                27,000  62.50% 64.67% 62.50% 

July                    25                27,000  62.50% 64.67% 62.50% 

Aug                    25                27,000  62.50% 64.67% 62.50% 

Sept                    30                30,750  75.00% 73.65% 73.65% 

Oct                    34                35,750  85.00% 85.63% 85.00% 

Nov                    38                39,750  95.00% 95.21% 95.00% 

Dec                    40                41,750  100.00% 100.00% 100.00% 

      

      

    Weighted Average 

of the lower of the 
Units or Sq Ft: 

50.09% 
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TAB 3 
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 Tax Return  
Submission Deadlines: Submission Deadlines for Projects with 10/31 

Year-End’s: 
 

Draft Copy 
Monday March 1, 2021 

 
Final Copy - The later of Friday January 15, 2021 

Or 
Within eight (8) calendar days of the date MHIC issues it’s “Go 

final” letter. 
 

________________________________________________________ 
 

Submission Deadlines for Projects with 12/31 Year-End’s: 
 

Draft Copy 
Monday March 1, 2021 

 
Final Copy-The later of  
Monday March 15, 2021 

Or 
Within eight (8) calendar days of the date MHIC issues it’s “Go 

final” letter. 
 
 

Remit the Tax information as follows: 
 

Tax Returns  
DRAFT and FINAL tax returns must be uploaded to the MHIC portal. Accounting firms 

will register in advance and will receive instructions for using the portal.   
Hard copy documents are not accepted. 
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MHIC Secure Portal Website: https://www.mhic.com    
Each audit firm must register for access to the MHIC portal.  Please send the name and email address of your main 
contact person for tax and audit submissions to Scott Backman at MHIC.  We will then send you an invitation to register 
for the tax & audit portal. 
 
If you have any questions regarding the portal please contact Scott Backman at backman@mhic.com (617) 850-1054 or 
Ellen Caracciolo at caracciolo@mhic.com (617) 850-1058. 
 
 

* Incomplete drafts do not constitute a timely delivery 
 
Final tax returns must be submitted electronically to the MHIC portal in two separate files.  Please 
submit the final federal and state tax returns together in a single file.  MHIC must also receive in a single 
file, a copy of both federal and state E File forms (Form 8453-P for Federal & Form 8453P for State) 
signed by the General Partner or Limited Liability Member.     
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INTRODUCTION 

 

The Massachusetts Housing Investment Corporation ("MHIC") is distributing this partnership tax return preparation guide to assist 
accounting firms that prepare tax returns for operating partnerships which are part of the Massachusetts Housing Equity Fund Limited 
Partnerships and have Low Income Housing Tax Credits. 

Low income housing tax credits are claimed by filing Form 8609 with the tax return.  Form 8609 is divided into two parts.   

Part I indicates the maximum annual credit amount that can be claimed by the Partnership during the tax credit compliance period.  
The credit amount is allocated by the State Allocating Agency.  Part I of Form 8609 is completed by the taxpayer but is submitted to 
the State Allocating Agency for approval.   the State Allocating Agency  will send back to the taxpayer an approved Form 8609 by 
signing the signature line on Part I.   

 

Part II of the Form 8609 the taxpayer certifies the eligible basis of the building and makes various elections concerning the project.  
MHIC and its fund accountants must review the first year elections prior to the one-time filing of the 8609s.  Part II is completed only 
for the first year of the credit period. The taxpayer then files a copy of the approved Form 8609 with elections to: 

Department of the Treasury 

Internal Revenue Service Center 

Philadelphia, PA 19255-0549 

 

Please be advised that low income housing credit partnerships should have received a Building Identification Number (BIN) for 
EACH BUILDING. 
 
No tax returns with low income housing tax credits should be filed until MHIC has the opportunity to review and comment 
regarding the completion of Part II of Form 8609 as well as the credit calculations.   
 

Please contact MHIC with any questions concerning this manual or tax return preparation. Information Required 
for the Preparation of Tax Returns and Schedule K-1 

 
Tax Credit Calculation 
Provide backup documentation for the calculation for the amount of tax credit reported on Schedule A. 
Annual Statement that is attached to Form 8609, Low-Income Housing Credit Allocation Certification. 
 
 
Filing of Tax Returns 
Do not file the Partnership tax returns with the IRS and Massachusetts Department of Revenue until you 
receive authorization from Massachusetts Housing Investment Corporation. 
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Limited Partnership Elections and Tax Return Preparation Reminders 

 
 
 

In addition, the following are reminders for preparing a complete and accurate partnership tax return: 

1.  The accrual method of accounting should be used for all Limited Partnerships 
2.  Syndication expenses may not be amortized under current law. 
3.  Legal fees in relation to the acquisition or disposition of any capital assets should not be 

deducted as a current period expense, but rather capitalized over the life of the underlying 
asset, such as the building. 

4.  Fees paid for mortgages and other debt should be capitalized over the term of the loan, not 
over the term of the underlying asset. 

5.  Qualified Occupancy Summary should accompany tax return draft to MHIC (See example) 
DO NOT FILE WITH FINAL TAX RETURN. 
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MASSACHUSETTS HOUSING EQUITY FUND 
TAX RETURN PREPARATION GUIDE FOR OPERATING  

PARTNERSHIPS 
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ELECTION UNDER REGULATION 1.752-5(B): .....................................................................................................................  
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The IRS Form 8609 is used to obtain the final housing credit allocation from the allocating agency (DHCD, 
MassHousing, or MDFA).  To obtain the approved Form 8609, signed by the allocating agency, the General Partner and 
the Project Accountant submit the Cost Certification to the allocating agency.  The agency reviews and approves the cost 
certification and then issues the signed 8609’s for each BIN or building in the project.    
 
I.   LOW INCOME HOUSING TAX CREDIT ALLOCATION PROCEDURE 
1.01			Form	8609	Part	I-Allocation	of	Credit	

Form 8609 is used to obtain the final housing credit allocation from the Department of Housing and Community 
Development (DHCD), or from Mass Development Finance Agency or, Mass Housing in the case of a Bond deal). --A - 
The Partnership will file Form 8609-A and 8586 with the Partnership return. 

Form	8609—Building	Owners		

Form 8609 is no longer attached to the building owner’s tax return for each year of the 15-year compliance period. 
Instead, the building owner will make a one-time submission of the appropriate revision of Form 8609 to the Low-Income 
Housing Credit Unit at the IRS Philadelphia, PA. This one-time submission must take place by the due date (including 
extensions) of the first tax return with which the building owner is filing Form 8609-A. This one-time submission must be 
made even if the building owner has filed Form 8609 with a prior tax return.  

The procedures are explained in detail on the instructions to May 2018 revision of Form 8609. Follow the submission 
instructions set forth in the July 2018 revision that correspond with the revision date found on the Form 8609 that the 
housing credit agency sent to you. The May 2018 revision of Form 8609 (including instructions) is attached as Example 
1.All buildings which have been or will be allocated low-income housing tax credits must obtain a building 
identification number (BIN) from the State Allocating Agency.  BIN numbers are generally assigned when the State 
Allocating Agency issues the Carryover Allocation.  Otherwise, the BIN number is assigned when the State Allocating 
Agency makes the allocation. 

If more than one type of credit is claimed (i.e. rehabilitation and acquisition) then two 8609's must be obtained for each 
building.  The two 8609's will have the same BIN.  For buildings placed in service prior to July 30, 2008, the credit rate 
will be the rate for the month the building is placed in service, unless the rate has been locked in pursuant to a binding 
agreement or as part of the Carryover Allocation.  If the rate has been locked in, the agreed-upon rate will apply. For 
buildings placed in service after July 30, 2008 and before January 1, 2015 the rate is not less than 9%, except Bond 
deals. 

1.02			Calculating	Qualified	Occupancy	

Please prepare the Qualified Occupancy Summary (See Attachments), and send to MHIC with the Partnership's tax return.  
Do not attach the Qualified Occupancy Summary to the tax return.  A building's monthly occupancy is used to calculate 
the "Applicable Fraction".   During the first year of the credit period, the Applicable Fraction is based on the lower of 
units or square foot on a month by month average.  After the first credit year, the Applicable Fraction is equal to the 
qualified low income occupancy on the last day of the taxable year.  Any credit not claimed during the first credit year 
because of the application of the first year adjustment may be claimed in the eleventh year. 

Once a unit has been occupied by a qualified low-income tenant and credits have been claimed with respect to that unit, 
then the unit must continue to be occupied by, or remain available for, low-income tenants for fifteen years. (See Form 

8586 for further information)  It is important to note that the determination of whether a tenant qualifies is made on an 
ongoing basis, both with regard to the tenant's gross income and the qualifying area income.  An originally qualified low-
income person is treated as continuing to be such as long as his or her income does not increase to a level more than 40% 
above the otherwise applicable income limit.  If an originally qualified low-income person’s income does increase to a 
level more than 40% above the applicable income limit, the unit may cease to qualify as occupied by a low-income 
person.  Provided that each residential rental unit (that is comparable in size or smaller) that becomes vacant is rented to 
tenants satisfying the applicable income requirement until the project is again in compliance, no penalty is assessed.  
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Therefore, 100% low-income projects should not be tainted by the income increases of its tenants, provided such tenants 
were qualified upon their initial leasing of the unit. 

 

1.03	Carryover	Allocations	

Most buildings will have received a Carryover Allocation from the State Allocating Agency.  All buildings which have 
received a Carryover Allocation must be placed in service by the end of the second calendar year following the year of 
allocation.  For example, if a building has received a 2008 Carryover Allocation, the building must be placed in service by 
December 31, 2010.  Form 8609 must be obtained or filed with the State Allocating Agency in the first year credits are 
claimed.  If the building has not received a Carryover Allocation, the credit allocation is received from the State 
Allocating Agency on Form 8609 the year the building is placed in service.   

1.04	Bond	Financed	Projects	

Projects that are financed by tax exempt bonds issued after 1986 may not need a credit allocation from the State 
Allocating Agency if the bonds finance at least 70% of the eligible basis and land.  For projects financed by bonds issued 
after 1989, tax exempt bonds must finance at least 50% of the eligible basis and land. (See instructions for Form 8609) 

1.05	Form	8609	Part	II	-	First	Year	Certification		

To Be Completed by Building Owner Only for First Year Credit is Claimed 

Line 7 - Eligible basis of building 
Enter the eligible basis of the building (do not include land).  This number should reflect only the basis attributable to the 
type of credit being claimed (i.e., only acquisition costs if acquisition credits are being claimed).  Do not include costs of 
any non-residential (commercial) property.  (For further information see instructions for Form 8609 and Schedule A 

(Form 8609) Line 1  

Line 8a - Original qualified basis at close of first year of credit period  

Multiply line 7 times the percentage of (the lower of square footage or qualified low-income units) at the end of the 
tax year and enter in this box.  This will be the "End of Year Low Income Percentage" calculated on the Qualified 
Occupancy Summary.  For example, if at the end of the first year 5 of 10 units are occupied by qualified tenants and 1 
unit is vacant but was last occupied by a qualified tenant, and 5,900 of the 10,000 square feet are qualified, the low-
income percentage is 59%. Line 8b - Is the building part of a multiple building project?   
If you have more than one building and you will meet the minimum set aside test by aggregating the low-income units in 
all buildings in the project then check “YES”.  Please note, as required per the instruction of the 8609, an attachment is 
needed to identify each building which is considered part of the multiple building project. Know the consequences if you 
check “NO”.  If “NO” is checked, then you must meet the minimum set aside in each BIN/Building. 

Line 9a - If both, 6(a) or 6(d) is checked, do you elect to reduce eligible basis under section 42(i) (2) (B)  
If box 6(a) or 6(d) is checked, you must determine if the eligible basis has been reduced by the federal subsidy.  This is 
generally noted in the cost certification.  If the eligible basis has been reduced by the federal subsidy then you should 
check “YES”.  Unless this is a Bond deal you should then receive 9% credits. If the basis is not reduced by the federal 
subsidy you should check “NO”.  You will then receive 4% credits.  Please check with MHIC to ensure you are 
completing this line correctly. Please note the definition of what is considered federally subsidized has been changed by 
the new tax legislation. 

Line 9b - Do you elect to reduce eligible basis by disproportionate costs of non low- income units (Section 42(d) (3))    
This box should generally be left blank unless otherwise informed by MHIC. 

Line 10a - Elect to begin credit period the first year after the building is placed in service (Section 42(f) (c)(1)  
The decision to elect to defer the credit for one year should be made by the General Partner in conjunction with MHIC.  
The tax return should not be filed before MHIC approves the credit calculation and election.  If the property was not fully 
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rented to qualified low-income tenants prior to the end of the year, the eligible full credit basis is limited to the portion of 
the building occupied by low-income tenants at year end.  Note: Units which were formerly occupied by qualified tenants 
but are vacant at year end may still be eligible.  The remaining unqualified portion of the building will only be eligible for 
two thirds of the annual credit percentage over the remaining compliance period.  Due to the "time value of money" 
concept, this may not be advantageous to the partners. 

Line 10b - Elect not to treat large partnership as taxpayer (Section 42(j) (5)  
This box should be checked "YES" for Private Placement Partnerships and left blank for Public Fund Partnerships. 

Line 10c - Elect minimum set aside requirement (Section 42(g))  
The low income housing credit can only be claimed for residential rental projects that meet the minimum set aside 
requirements in one of the ways listed below.  This election is irrevocable and must be complied with throughout the 15 
year compliance period.  The election determines the maximum income levels for low-income tenants and the minimum 
portion of the project that must be rented to qualifying tenants. 

20-50 Test:  
20% or more of the residential units in the project must be both rent restricted and occupied by individuals whose 
income is 50% or less of the area gross median income, or 

40-60 Test:  
40% or more of the residential units in the project must be both rent restricted and occupied by individuals whose 
income is 60% or less of area median gross income. 

This election is noted in the carryover allocation.  As a standard practice, most MHIC associated operating partnerships 
should elect to use the 40-60 test. 

Line 10d - Elect deep-rent skewed project (Section 142(d)(41)(B)  
This box should generally be left blank unless otherwise informed by MHIC. 

1.06	Recapture	

The property must comply with all eligibility requirements for a period of fifteen years beginning on the first day of the 
credit period.  There are generally three situations in which failure to comply may result in recapture.  The accelerated 
portion of credits (if any) claimed in previous years is subject to recapture.  The taxpayer could be liable for interest on 
the recaptured amount.  

***DO NOT CALL IRS DIRECTLY. CALL MHIC FIRST.*** 

CREDITS MUST BE RECAPTURED IF: 

1.  …the qualified basis of the building decreases after the first year.  The qualified basis, which depends on the 
portion of the building occupied by qualified low-income tenants, is determined as of the last day of the taxable 
year the property is placed in service or the following year if the taxpayer postpones the credit period by making 
the election on Line 10a of Part II of Form 8609. 

2.  …interest in a building during the fifteen year compliance period is sold.  Please note that posting a bond is no 
longer required, however, the building must remain in service for the remaining compliance period.  If the 
building does not remain in compliance recapture will be calculated.   
The new owner of the building is eligible to continue to receive the credits as if the new owner were the original 
owner, using the same eligible basis and credit percentages as used by the original owner.  The new owner "steps 
into the shoes" of the original owner for eligible basis and tax credit purposes.  The new owner will determine its 
own depreciable basis. 

3. …the building no longer meets the minimum set-aside requirements. 
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1.07	Signature	Section	

A copy of Form 8609 must be signed by the General Partner/Managing Member for the initial year in which tax credits 
are taken by the Project and filed with the IRS center in Philadelphia (See IRS T.D. 9228).  The compliance period begins 
the first year credits are claimed.  Include GP tax ID # on the form.   

1.08	Annual	Statement	–	8609-A	

8609-A is the annual statement used to compute the annual credit amount to enter on Form 8586.  This schedule must be 
completed each year credits are claimed as well as for the remaining years of the 15 year compliance period, and must be 
filed with the federal income tax return. 

Line 1 Eligible basis of building  
Enter amount from Form 8609 Line 7. 

Line 2 - Low Income portion 
(This is the smaller of either the credit percentage or the floor-space percentage.)  Enter the qualified low-income 
percentage for the building.  In year 1 of the credit period, this should be the Average Low Income Unit Percentage for 
the year.  (See Qualified Occupancy Summary)  After the first year, the percentage is determined as of the last day of the 
year.  If the percentage increased from the percentage as of the last day of the 1st year of the credit period, line 7 must be 
completed.  If the percentage is less, there may be recapture.  Show percentage carried out to 4 decimal places (i.e., 75% = 
.7500). 

Line 3 - Qualified basis of low income building  
Multiply line 1 by line 2. 

Line 4 - Part-year adjustment  
Leave blank, unless you acquired or disposed of the building during the year.  If so, see IRS instructions. 

Line 5 - Credit Percentage 

Enter the credit percentage reflected on Form 8609, Part I, Line 2. For buildings placed in service prior to July 30, 2008, 
the credit rate will be the rate for the month the building is placed in service, unless the rate has been locked in 
pursuant to a binding agreement or as part of the Carryover Allocation.  If the rate has been locked in, the agreed-
upon rate will apply. For buildings placed in service after July 30, 2008, will be 9%, except Bond deals. 

Line 6   
Multiply line 3 or line 4 by the percentage on line 5. 

Line 7 - Additions to qualified basis, if any  
Leave blank unless the qualified basis increased from the basis at the end of the 1st year of the credit period due to an 
increase in the number of units rented to qualified low-income tenants.  If so, see IRS instructions. 

Line 8 – Part year adjustment  
Leave blank unless you have an amount on line 7 and you purchased or disposed of the building during the year.  If so, 
see IRS instructions. 

Line 9 - Credit percentage 
Leave blank unless you have entered an amount on line 7.  If so, take 1/3 of the percentage on line 5 carried out to 4 
decimal places (i.e., 3.04% - .0304) and enter it here. 

Lines 10 - 12   
Leave blank unless you have entered an amount on line 7.  If so, see IRS instructions. 
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Line 13 - Credit for building before line 14 reduction  
Subtract line 12 from line 6. 

Line 14 - Disallowed credit due to Federal grants  
Leave blank unless you have received a federal grant which was not already deducted from the amount on line 1.  If so, 
you must compute the credit applicable to the grant and enter here (see IRS instructions). 

Line 15 - Credit allowed for building tax year  
Subtract line 14 from line 13. 

Line 16 - Taxpayer's proportionate share or credit for the year  
If the partnership owns 100% of the building, enter the lesser of the amount on line 15 or the maximum credit from Form 
8609, Part I, Line 1b.  Otherwise, see IRS instructions.  IN NO CASE IS THE AMOUNT ENTERED ON LINE 16 TO 
EXCEED THE AMOUNT ON FORM 8609, PART I, and LINE 1B. 

Line 17 - Pro rata reduction for the increased credit in prior year  
Only applicable if the taxpayer elected to accelerate its credit in the first tax year ending on or after October 25, 1990. 

Line 18 - Taxpayer's credit for tax years after the election year  
Subtract line 17 from Line 16. 

1.09	Form	8586	-	Low-Income	Housing	Credit	

Form 8586 must be filed annually by the building owner with the partnership tax return, beginning in the first year of the 
credit period.  Only one Form 8586 should be completed.  Form 8586 is to be completed at the partnership level. 

Part	I	Buildings	Placed	in	Service	Before	January	1,	2008	and	Part	II	Buildings	placed	in	Service	After	
December	31,	2007	-		
To be completed at the partnership level and this should correspond with either Line 15a or Line 15c of a partners K-1. 

Line 1 - Number of Forms 8609 attached   
Enter the number of Form(s) 8609-A attached. 

Line 2 - Has there been a decrease in the qualified basis of any building(s) since the close of the preceding tax year?  
Check “YES” if there has been a decrease in the qualified basis from the prior year.  If there has been a decrease in the 
qualified basis from the prior year, enter the BIN number for each building that had a decrease in qualified basis.  Form 
8611 must be completed for each building to calculate the recapture. 

Please don’t file Form 8611 without checking with MHIC first. 

Line 3 - Current year credit   
Enter the sum of the amounts reflected on line 18 of the entire attached Schedule A -Form(s) 8609. 

Line 4 - Credits from flow through entities  
Leave blank, unless credits are being claimed from other flow-through entities.  If so, insert such amounts from the 
applicable schedule K-1(s) you received from each entity. 

Line 5 - Total current year credit available 

Add lines 4 and 5. 

Line 6 - Total current year credit  

This is the amount to be allocated and reflected on the Partners’ Schedule K-1s.  If Section 42(J)(5) applies (the 
requirements which requires partnerships with 35 or more partners to be treated as the taxpayer for purposes of recapture) 
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then the amounts to be allocated to the partners will be reflected on 15a. Please note due to the new tax legislation line 
numbers on schedule k-1 may change to accommodate information necessary to disclose buildings placed in service after 
July 30, 2008. 

Part	II	–	Buildings	Placed	in	Service	after	2007		
Intentionally left blank 

II.	PARTNERSHIP	TAX	RETURN	AND	ACCOUNTING	ISSUES	
2.01	Capital	Contributions	

The investment limited partners' capital contributions should be recorded in the year paid.  Do not record unpaid capital 
contributions as a receivable for tax purposes. 

2.02	Historic	Tax	Credits	

Historic tax credits are generally taken in the year in which the certificate (or temporary certificate) of occupancy is 
obtained for the building.  They are based on real property building rehabilitation basis, excluding acquisition cost, 
personal property, site work, and costs to build new buildings.  Both the depreciable building basis and partners' capital 
accounts should be reduced by the amount of the historic credit.  The basis of qualified historic rehabilitation expenditures 
should be put on line 15c of Schedule K, and partners’ Schedule K-1s line 15e.  The historic credit should be put on Form 
1065, Schedule M-2, line 7 and box J(d) of the partners’ Schedule K-1s.  A footnote should explain that the expenditures 
qualify for the 20% historic rehabilitation tax credit (generally 20% unless the property is transition property).  Historic 
rehabilitation credits (Basis x Credit Percentage) reduce the eligible basis for low-income housing credits.  Partnerships 
taking Historic Credits should also file Form 3468, Investment Credit. 

2.03	Tax	Treatment	of	Development	and	Syndication	Related	Fees	

Most partnerships syndicated after 1986 have development fees and interest associated with those fees. 

For tax purposes these fees are treated as follows: 

(a)  Development Fee and Related Note  
The principal portion of the development fee and related note is added to the building basis and depreciated. 

 (b)  Development Fee Interest  
Interest on the development fee note is deducted as it is accrued if the developer is an unrelated party.  If the developer is 
a related party, the interest deduction is based on the developer's method of accounting.  If the developer is on the cash 
method of accounting, then interest is deducted when paid.  If the developer is on the accrual method of accounting, 
interest is deducted as it is accrued. 

 (c)  Tax Credit Adjusters 
In certain cases the total agreed upon capital contribution of the investment limited partners will change due to a lower 
than projected credit production.  If this situation arises MHIC should be contacted. 

(d)  Syndication Fees 
Fees paid to a Syndicator for raising equity are not tax deductible.  The fees reduce the Partners' capital account on 
Schedule K-1, line J and should be listed as a reduction on Form 1065, Schedule M-2, and line 7. 

 (e)  Tax Credit Fees 
Agency fees incurred relative to the tax credit application and underwriting are capitalized.  Tax credit monitoring fees 
incurred during the construction period are amortized during the tax credit compliance period. 
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2.04	Depreciation	

 (a)  Real Property 
Completely fill out Form 4562 or attach a detailed schedule.  Subsidized projects placed in service after December 31, 
1986 did not qualify for special transition rules, and must use 27.5 years straight-line depreciation.  The mid-month 
convention applies to real property.  One half month of depreciation is allowed for the month the property is placed in 
service.  For example, if a project with a depreciable base of $1,000,000 is placed in service May 1, the first year's 
depreciation would be $1,000,000/27.5 x 7.5/12 = $22,727.  If the same project was placed in service May 30, the result 
would be the same--$1,000,000/27.5 x 7.5/12 = $22,727.  
Please note, if the project had a reduction of basis for historic tax credits, then you need to reduce the depreciable basis by 
the basis reduction for federal purposes. For State purposes you do not therefore depreciation for State purposes will be 
greater.  

(b)  Personal Property 
Personal property for projects placed in service after December 31, 1986 has a five year recovery period and 200% 
declining balance method of depreciation.  Generally, personal property follows a mid-year convention.  One half year of 
depreciation is allowed on property placed in service any time during the year.  However, if more than 40% of the 
personal property is placed in service in the last quarter of the year, it is necessary to use the mid-quarter convention.  
Property is then depreciated based on which quarter that it was placed in service.  Personal property includes appliances, 
shades, blinds and carpeting.   

III.	OTHER	CONSIDERATIONS	
3.01	Admission	of	the	Investment	Limited	Partner	

The Tax Cuts and Jobs Act eliminates the technical termination rules under IRC Section 708, thus a partnership is 
terminated only if no part of any business, financial operation, or venture of the partnership continues to be carried on by 
any of its partners in a partnership. The admission of the Investment Limited Partner into the Operating Partnership no 
longer causes a termination of the partnership under Treasury regulation 1.708-(B)1(b).  As a result of the admission, the 
Operating Partnership should continue in full effect and no section 754 election would be required.  Please note that if the 
project has historic tax credits, the investor receiving the historic tax credits must be admitted prior to the date the 
building is placed in service. 

3.02	Allocation	of	Nonrecourse	and	Recourse	Liabilities	

There are two types of debt: recourse and nonrecourse.   

Nonrecourse loans are generally allocated to all partners (general and limited) based on their profit-sharing ratios.  
Examples of nonrecourse loans include mortgages on the property, acquisition notes and purchase money notes and all 
accrued interest on these notes and loans for which no one is personally liable.  Qualified nonrecourse financing generally 
includes financing that is secured by real property and that is loaned or guaranteed by a Federal, state or local government 
or that is borrowed from a "qualified" person.  Qualified persons include any person actively and regularly engaged in the 
business of lending money, such as a bank or savings and loan association. 

The "Nonrecourse" line on the K-1 should include the Partner's share of all nonrecourse debt on real property.  The 
"Qualified Nonrecourse Financing" line should include the Partner's share of qualified nonrecourse financing.  Debt 
included as qualified nonrecourse should not also be included on the nonrecourse line.   

Recourse liabilities, which represent all other liabilities, are allocated solely to the general partners based on their loss-
sharing ratios unless the liabilities are recourse to the limited partner.  The improper allocation of recourse and 
nonrecourse debt on the K-1's will cause a misstatement of tax basis to a specific partner, which may result in loss 
limitations. The "Other" line on the   K-1 should include the Partner's share of recourse liabilities.  
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3.03	Allocation	of	Credits	and	Losses	in	Month	of	Admission	

Partnership credits and losses should be allocated to the Investment Partnership beginning in the month that the 
Investment Partnership is admitted to the Operating Partnership.  The Operating Partnership Agreement provides for 
allocation of a full month of credits and losses in the month of admission under the assumption that the Investment 
Partnership will be admitted on the fifteenth day or earlier of the month.  For example, if the Investment Partnership is 
admitted on October 12, it will be allocated credits and losses as of October 1.  If the Investment Partnership is admitted 
after the 15th of the month, MHIC should be contacted. 

3.04 Tax Shelter Registration Number 

Rules in effect prior to October 23 2004, required tax shelters to be registered with the IRS on or before the day any interest in the 
shelter is first offered for sale. Tax shelters are investments from which a person could reasonably infer, from the representations 
made or to be made, that the tax benefits of investing in the shelter exceed the amount of the investment by a ratio of two to one. After 
10-23-04, the tax shelter registration became mute when IRC Section 6111 was changed to require disclosure of reportable 
transactions rather than the registration of tax shelters. 
  
 
 

IV. 704 (b) MINIMUM GAIN TEST 
Minimum gain is the excess of nonrecourse liabilities which are secured by the partnership property over the adjusted tax 
basis of the property.  The adjusted basis includes land, net depreciable property, and replacement or operating reserves 
secured by the mortgage.  If a loss allocation to the limited partner would cause its capital account to be more negative 
than its share of minimum gain, a reallocation of losses may be necessary.  CONTACT MHIC IF THIS SITUATION 
OCCURS. 

If the General Partner has made any guarantees on any nonrecourse mortgages and there is minimum gain, a loss 
reallocation may be necessary.  CONTACT MHIC IF THIS SITUATION OCCURS. 

The Internal Revenue Service has issued final regulations for Section 704(b), Determination of Distributive Share and 
temporary regulations of Section 752, Treatment of Certain Liabilities have been issued.  The rules prescribed under 
Section 704(b) limit the losses allocated to limited partners to their capital contribution plus their share of minimum gain. 

 

Please provide a copy of your minimum gain schedule with the submission of the draft tax return. 

 

The following exercise should be completed in order to highlight a potential 704(b) problem.  
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 OPERATING PARTNERSHIP    

 Section 704(b) ALLOCATION TEST    

PARTNERSHIP NAME          

PARTNER (ILP) NAME          

Prepared by Date        Date   

       

NOTE: 704b TEST IS NOT NECESSARY IF NET ILP ALLOCATION IS A GAIN 

   
       
    200X  200Y 

1. ILP% PROFIT 
SHARE    (Schd. K-1)      

2. NONRECOURSE 
DEBT   (Schd. L)      

3. ACCRUED INTEREST ON NR DEBT  (Schd. L)      

4. BUILDING & OTHER DEPR. ASSETS  (Schd. L)      

5. ACCUMULATED DEPRECIATION  (Schd. L)      

6. LAND   (Schd. L)      

7. REPLACEMENT RESERVES      ****   

8. ILP BEGINNING CAPITAL  (Schd. K-1)      
9. ILP RENTAL LOSS AND OTHER 

DEDUCTIONS  (Schd. K-1)      
10. ILP INTEREST AND OTHER INCOME 

AMOUNTS  (Schd. K-1)      

              
       
TEST 1  (CUMULATIVE TEST)    704b ISSUE = ILP Minimum Gain < Zero   
       
If a 704b issue occurs a loss reallocation may be required {See Test 2 below}   
       

TOTAL MINIMUM GAIN                            -    
 
-                             -    (Lines 2+3+5) - (Lines 4+6+7) 

ILP MINIMUM GAIN                            -    
 
-                             -    (Total Minimum Gain * ILP %) 

ILP MINIMUM GAIN + 
CAPITAL                            -    

 
-                            -    (ILP Minimum Gain) + (Lines 8+9+10) 

       
Minimum gain cannot go 
below zero.       
       
TEST 2  (CURRENT YEAR TEST)  704b ISSUE = (NR Deduction + 2006 Net Loss) < Zero 
       
NON-RECOURSE DEDUCTION ALLOWED -                              -    ('05 Total Min. Gain) - ('04 Total Min. Gain) 

201X  RENTAL LOSS AND OTHER DEDUCTIONS -                              -    (Line 9)   
       
       
If the Non-Recourse Deduction Allowed is greater than zero, there is no 704b issue.   
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IF THERE ARE INSUFFICIENT NON-RECOURSE DEDUCTIONS TO SUPPORT ALLOCATED LOSS - CONSIDER 
"PREEMPTIVE" REALLOCATION      

 

TAX ALLOCATIONS 

 
NORMAL ALLOCATIONS 
 
• Allocations must have substantial economic effect (IRC §704(b)). Stated another way is that tax allocation must be a 

manner consistent with the actual economics of the partnership. 
• The capital account of a limited partner/LLC member in a Real Estate partnership can go no further negative than 

his/her/its share of partnership minimum gain will bring them back to zero. 
• Minimum gain is the excess of nonrecourse liabilities secured by partnership property over the adjusted basis of the 

collateral property. 
 
PREEMPTIVE REALLOCATIONS 

The change in minimum gain from beginning to end in a tax year is the nonrecourse deduction of a partnership.  
Complementarily, the difference between the net loss for the year and the nonrecourse deduction is the recourse 
deduction. 

Under the safe harbor economic effect rules, a partner cannot be allocated a recourse deduction that would result in the 
partner’s capital account becoming negative, if that partner does not have an obligation to restore its negative capital 
account. 

In certain highly capitalized real estate partnerships, initially there is no minimum gain because the basis of assets far 
exceeds the nonrecourse liabilities.  There will be no minimum gain until depreciation on the assets decreases the basis on 
the asset and/or deferred interest on soft debt adds to the nonrecourse liabilities in amount sufficient to have nonrecourse 
liabilities exceed the basis of assets. 

Until that time, there are by definition no nonrecourse deductions.  All partnership losses are, therefore, recourse 
deductions. 

The danger comes when the recourse deductions allocated to the investor “burn through” the investor’s capital account 
faster than the gap between assets and nonrecourse liabilities closes. 

IRS Regulations provide that Low-Income Housing Tax Credits, in any given year, be allocated in the same manner that 
depreciation expense is allocated.  Assuming a situation where there is still no minimum gain, if a loss allocation would 
bring an investor’s capital account negative, that loss, the included depreciation, and the corresponding tax credit would 
have to be reallocated away from the investor. 

The key to avoiding this situation is managing the “burn.”  Depreciation and deferred interest accruals add to minimum 
gain or close the debt/basis gap.  But depreciation deferred interest and cash operating losses “burn” through the 
investor’s capital account.  The simple solution here to preserve the integrity of the credit allocation is not to allocate cash 
losses to the investor.  The investor’s capital contribution primarily paid for development.  There was never the intent for 
the investor’s equity to fund operations.  There is no intent for the investor to fund in the future any operating deficits.  
Therefore, there is no economic effect in allocating a cash operating loss to the investor.  It can only serve to jeopardize 
the allocation of further tax credit. 
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V. 163 (J) ANALYSIS - BUSINESS INTEREST EXPENSE LIMITATION 
 
 

For projects that did not make the 163(j) election in 2018 or 2019, please upload to our Tax & Audit Portal, an analysis of 
the 163(j) election for the project showing the impact of making the election versus not making the election on taxable 
loss.  Please provide this information in advance of the tax return submissions so that MHIC and its upper tier accountants 
can confer with you on this election decision to avoid revision of returns 
 

GUIDANCE ON DEPRECIATION TREATMENT 
 
In December, Congress enacted the 2021 Consolidated Appropriations Act (CAA) to provide additional pandemic relief.  
Included in this legislation was a change to the alternative depreciation system (ADS) lives that should be used by an 
electing real property trade or business (ERPTOB) to depreciate its residential rental property. 
 
Prior to the CAA, ERPTOB’s were required to depreciate residential rental property placed in service prior to January 
2018 over a 40-year period and property placed in service after December 2017 over a 30-year period.  The CAA now 
allows for residential rental property held by an ERPTOB to be depreciated over 30 years regardless of when the property 
was placed in service. 
 
We are asking our Projects to treat this change as follows: 
 

• If the Project has elected to be an ERPTOB in a previous year, all of its residential rental property should be 
depreciated over a 30-year life on its 2020 returns. 
 

• If the Project has not yet made an election, please prepare an analysis of lost depreciation deduction by making 
the election (using the 30-year depreciation life) compared to the lost interest expense deduction if no election is 
made. Please note that the CARES Act increased the interest expense limitation calculation in 2020 from 30% to 
50% of adjusted taxable income (ATI) as calculated on IRS Form 8990.  Additionally, the CARES Act allows the 
taxpayer to use the higher of ATI from 2019 or 2020 for the interest expense limitation calculation.  Please make 
the ERPTOB election in the current year if the lost interest expense deduction exceeds the lost depreciation 
expense deduction based on the prepared analysis. 

 
The CAA has made this change in ADS lives retroactive to tax year 2018.  The IRS is expected to issue additional 
guidance on how to treat the changes for tax years 2018 and 2019 when returns have already been filed.  We are asking 
the Projects not to make any changes to previously filed returns at this time.  We will provide additional information as 
IRS guidance becomes available. 
 
If you have any questions or concerns related to these changes, please do not hesitate to contact your MHIC Asset 
Manager or your Project’s Fund Accountant (Daniel Dennis & Company LLP or Kevin P. Martin & Associates P.C.).  
Contact information is available in our LIHTC Audit and Tax Guide at www.mhic.com. 
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VI. Elections 
 
Electing Real property trade or business in a particular year 
 
Any partnership making the election under 163(j) needs to provide a statement as follows: 
 
 

Section 1.163(j)-9 
                                          
 
Taxpayer Name: ______________________ 
Taxpayer Address: ______________________ 
Taxpayers EIN: ______________________ 
 
Description of Electing Trade or Business     NAICS Code 
 
 
 
Bonus Depreciation 
 
All properties are to elect out of bonus depreciation unless directed by MHIC’s asset management or if a property 
projection have been modeled as such depreciation. 
 
Repair Regulation Elections 
 
All properties should include the following election on an annual basis: 
 

Section 1.263(a)-1(f) De Minimis Safe Harbor Election 
 
For all properties that have a new asset in the current tax year, the partnership should be making this election: 
 
Section 1.263(a)-3(n) Election 
 
 
 
 
 
 
 
 
 
 
 
 
Below are two elections we prefer to be included in each tax return, if applicable: 
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Election to Ratably Accrue Real Estate Property Taxes 
IRC Section 461(c) 

 
Taxpayer Name: ______________________ 
Taxpayer ID Number: ______________________ 
Year-end: ______________________ 
 
Section 461(c) Election 
In Accordance with IRC Sec. 461(c) and Reg. 1.461-1(c)(3), taxpayer hereby elects to ratably accrue real property taxes 
starting with the tax year-ended ____________. The following information is provided in accordance with Reg. 1.461-
1(c)(3)(i): 
 
  

a. The election applies to all the trade and business or investment activities involving rental real estate.  
b. The accrual method of accounting is used by the taxpayer. 
c. The property tax year to which the taxes relate are the current tax year. 
d. The computation of the estimated tax deduction is ratably based on last assessment. 

 
 
 
 

Election to adopt Recurring Item Exception to Economic Performance Requirements 
IRC Section 461  

 
Taxpayer Name: ______________________ 
Taxpayer ID Number: ______________________ 
Year-end: ______________________ 
 
Section 461 Election 
In Accordance with IRC Sec. 461 and related Regulation and announcements, taxpayer hereby elects to adopt the 
recurring item exception with respect to all types of liabilities items and expenses incurred in its trade or business. 
 
The taxpayer has liabilities and expenses which are recurring in nature and are treated by the taxpayer on a consistent 
basis from year to year. If its accrual in the year before economic performance results in more proper matching against 
income, than if it were accrued in the year of the economic performance. 
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Form  8611
(Rev. December 2019) 

Recapture of Low-Income Housing Credit

Department of the Treasury  
Internal Revenue Service 

a Attach to your return. 
a Go to www.irs.gov/Form8611 for instructions and the latest information.

Note: Complete a separate Form 8611 for each building to which recapture applies.

OMB No. 1545-1035 

Attachment   
Sequence No. 90

A    Name(s) shown on return B   Identifying number

C    Address of building (as shown on Form 8609) D   Building identification 
number (BIN)

E   Date placed in service (from 
Form 8609)

F    If building is financed in whole or part with tax-exempt bonds, see instructions and furnish:

(1)  Issuer’s name

(2)   Date of issue

(3)  Name of issue (4)   CUSIP number

Note:  Skip lines 1–7 and go to line 8 if recapture is passed through from a flow-through entity (partnership, S corporation, estate, or 
trust). However, section 42(j)(5) partnerships must complete lines 1 through 7.

1 Enter total credits reported on Form 8586 in prior years for this building . . . . . . . . . 1 

2 Credits included on line 1 attributable to additions to qualified basis (see instructions) . . . . 2 

3 Credits subject to recapture. Subtract line 2 from line 1 . . . . . . . . . . . . . . . 3 

4 Credit recapture percentage (see instructions) . . . . . . . . . . . . . . . . . . 4 . 

5 Accelerated portion of credit. Multiply line 3 by line 4 . . . . . . . . . . . . . . . 5 
6 Percentage decrease in qualified basis. Express as a decimal amount carried out to at least 3

places (see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . 6 . 

7 
 
 
 

Amount of accelerated portion recaptured (see instructions if prior recapture on building).  Multiply
line 5 by line 6. Section 42(j)(5) partnerships, go to line 16. All other flow-through entities enter the
result here and enter each recipient’s share in the appropriate box of Schedule K-1. Generally, 
flow-through entities will stop here. (Note: An estate or trust enters on line 8 only its share of
recapture amount attributable to the credit amount reported on its Form 8586.) . . . . . . . 7 

8 Enter recapture amount from flow-through entity (see Note above) . . . . . . . . . . . 8 

9 Enter the unused portion of the accelerated amount from line 7 (see instructions) . . . . . . 9 

10 Net recapture. Subtract line 9 from line 7 or line 8. If less than zero, enter -0- . . . . . . . 10 

11 Enter interest on the line 10 recapture amount (see instructions) . . . . . . . . . . . . 11 

12 Total amount subject to recapture. Add lines 10 and 11 . . . . . . . . . . . . . . 12 
13 Unused credits attributable to this building reduced by the accelerated portion included on line 9

(see instructions) . . . . . . . . . . . . . . . . . . . . . . . . . . . 13 

14 
 

Recapture tax. Subtract line 13 from line 12. If zero or less, enter -0-. Enter the result here and on
the appropriate line of your tax return (see instructions). If more than one Form 8611 is filed, add 
the line 14 amounts from all forms and enter the total on the appropriate line of your return . . . 14 

15 Carryforward of the low-income housing credit attributable to this building. Subtract line 12 
from line 13. If zero or less, enter -0- (see instructions) . . . . . . . . . . . . . . . 15 

Only Section 42(j)(5) partnerships need to complete lines 16 and 17.

16 Enter interest on the line 7 recapture amount (see instructions) . . . . . . . . . . . . 16 

17 Total recapture. Add lines 7 and 16 (see instructions) . . . . . . . . . . . . . . . 17 
For Paperwork Reduction Act Notice, see instructions. Cat. No. 63983Q Form 8611 (Rev. 12-2019)


