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FOREWORD

57%3

Created in the Tax Reform Act of 1986. the low income tax credit provides an
incentive for investors to develop and own low-income housing. targeted to increase the
number of available rental units for very low-income families. A 10-year tax credit is
available for cach unit set-aside for low income use as long as a specilic proportion of
units in a building or project are occupied by eligible households. The rents charged on
the set-aside units are restricted and eligible houscholds must occupy them for at least 15
years, plus a minimum of 15 additional vears required by the Puerto Rico Housing
Finance Corporation (the Agency).

On August 10, 1993 President Clinton signed the Omnibus Budget Reconciliation
Act of 1993, including permanent extensions of the Low Income Housing Tax Credit
Program. The act provides an annual volume cap of $1.25 multiplied by the population
of Puerto Rico, which currently represents a minimum of approximately $4.402,500 in

tax credits per vear based on the most recent census (1990).
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Legislative Requirements for the State Allocation Plan

The Omnibus Budget Reconciliation Act of 1989 mandated that the housing credit
agencies adopt plans for the allocation of the credits among the projects. The
Allocation Plan must be approved by the Governor afler the public has had the
opportunity to comment through a public hearing.

The guidelines and requirements set forth in this Plan will be utilized in the
processing of new applications for the program.

Internal Revenue Code (IRC) Requirements

The Internal Revenue Code, in its Section 42(m)(1)(B). requires that in the
Allocation Plan the housing credit agency, which in the Commonwealth of Puerto
Rico is the Puerto Rico Housing Finance Corporation (the Agency), shall:
A. Set forth the selection criteria to he used to determine housing priorities of
the housing credit agency which are appropriate to local conditions:
B. Give preference in allocating housing credit dollar amounts among the
selected project to:
. Projects serving the lowest income tenants, and

2. Projects obligated to serve qualified tenants for the longest periods;



1.

, B Provide a procedure that the Agency will follow in notifying the Internal
Revenue Service of non-compliance with the provisions of the tax credit
program, il any.

Also. the Internal Revenue code regquires in Section 42 (m)(1)C) that
certain selection criteria be included in the plan, such as:
1. Project location.,

- Housing needs characteristics.

Tk

Project characteristics.

4. Sponsor characteristics,

5. Participation of local tax exempt organizations.

6. Tenamt populations with special housing needs. and
7. PPublic housing waiting lists.

Every project, including those financed with tax exempt bonds issued after
December 31, 1989. shall satisfy the requirements lor aliocation of a housing
credit dollar amount under the Agency’s Allocation Plan.

Housing Needs Assessment

In reviewing the Allocation Plan, the Agency utilized the tables from the 1990 US
Census of Housing, an assessment of the housing needs around the Island
performed by the Department of Housing ol the Commonwealth of Puerto Rico,
and their publication Vivienda: Metas. Objetivos y Programas. and the most
recent Consolidated Plan submitted by the Government of Puerto Rico to the U.S.
Department of Housing and Urban Development, dated May, 1995,  The
Consolidated Plan pursues three main goals for the benefit of low and very low

INCOME PETsSOis:

[E8]



e 10 provide decent housing

e 1o provide a suitable living environment

* 1o expand economic opportunities

The Consolidated Plan prepared by the Government of Puerto Rico for years

1995 through 1998 analyzed the Island’s housing needs. s assessment of

housing need is summarized as follows:

A Housing needs arise from the existence of physically inadequate housing,
crowded units, high housing costs. housing in floodable areas and housing
in areas of danger. Considering only the factors of housing adequacy and
crowded housing units a need of 88,571 units is estimated.

B. Demographics changes have been drastic during the past 30 vears and they
have modilied family composition. age structures and population growth
rales.

1. The population of Puerto Rico is aging. It has been estimated that the
population under 34 years of age has decreased and the population over

64 years of age or older has maintained a stable growth pattern.

bd
H

The annual birth rate has decreased.

3. The Puerto Rican family unit has changed its composition; the number
of members per family unit has diminished. Projections by the
Department of Housing show that trend will continue.

. Urban ~ Rural Distribution
Today 69% of the housing inventory is classified as Urban according to

the census information, while 31% of housing is classified as rural.



H.

There is an inadequate supply of affordable rental housing across the

island with this problem being relatively more severe in some arcas

identitied in Annex A, Housing Needys in Puerto Rico.

It is esumated that currently there i1s a need in Puerto Rico for additional

housing for:

1. Female victims of domestic violence in urban and rural areas;

3 Abused children, children abandoned by their parents. children
with AIDS:

Homeless;

Tad

4, Elderly persons:

5. AIDS patients.

According 1o the US Census. about 176,503 units or 17% were estimated
to be inadequate in 1990, of which 114,091 may be rehabilitated and
62.412 can not be rehabilitated.”

There 1s a large inventory of housing units that have been repossessed by
the government and in need of rehabilitation.

There is a need to preserve the Assisted Housing Stock of units available
because of the unavailability of new Section 8 Project Based assignment

of funds.

“Source: Commonwealth Department of Housing, Vivienda: Metas,
Objetivos y Programas, August 1990, Table 2, Total de vivienda y

vivienda no adecuada por aios censales, p.23.



IV.

State and Local government agencics must maximize the use of their

resources 1o create and preserve low income housing.

L:stablishment of Housing Priorities

In recognition of the housing needs identified above, the Agency has established

the following priorities:

A,

D.

L.

The development of projects which add new units to the rental housing
stock affordable for low income households, especially those with special
needs, like:

1. Elderly

2 Handicapped

3 Homeless

4. Female head of family:

The development of projects with a larger proportion of units with two or
three bedrooms;

The development of projects in areas with the greatest need, as defined in
Annex A, Housing Needs in Puerto Rico;

The involvement of tax exempt organizations under Section 501(a) and (c)
ol the Internal Revenue Code in the development of low income housing
projects;

Innovative approaches 10 provide low income housing, including planning.
building, financing, and the most efficient use of other public funding
provided or 1o be provided to preserve existing or to develop new low

income housing;



F. The development of projects in which the highest percentage of the
housing credit dollar amount is used for costs other than the cost of
intermediaries;

G. The rehabilitation of properties owned or financed by the government; and

H. Project developments that are placed in service during the same calendar
year in which the application for credits is subnutted.

L. The preservation of existing Section 8- Project Based Projects.

The purpose of this Allocation Plan is to use the Low Income Housing Tax

Credits 10 the fullest extent possible as a ool for the creation and preservation of

housing for low and very low income households through the achievement of the

above stated priorities.

Project Selection Criteria

A. Initial Submission - Basic Threshold Qualifications

To be considered for a reservation of tax credit an applicant must first
submit a complete application, including full payment of application fees
and demonstrate that the owner and the project meets the following initial
qualifications:

1. The project is or will be a qualified residential rental project which
meets the basic occupancy and rent restrictions of Section 42 of the
Internal Revenue Code of 1986, as amended, evidenced through the
Owners”  Certification, the  Accountant’s  Opinion and the
Attorney’s Opinion. See Annex B. Low Income Housing Tax

Credits Program Maximum Income and Rents for 1998.
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Lad

The owner, developer or applicant and their sharcholders, directors.
officers and partners. as applicable. must demonstrate that they
have not been involved in any way (enther personally or as
shareholders. directors, oflicers or partners of a corporation.
partnership or other form ol business organization or joint venture)
in any other project for which the Agency has provided any
financing and in which a default under the terms and conditions of
the applicable financing documents occurred that resulted in the
foreclosure of the project or in the substitution of the Owner or any
sharcholder. director, oflicer or partner thereol, as applicable.
The owner, developer or applicant and their shareholders, directors,
officers and partners. as applicable. with previous participation in
the program, must demonstrate that they are in compliance with
Section 42 requirements and that there is no outstanding linding of
non-compliance at the date of filing the application in any other
project that received tax credit and in which they have an interest.
The readiness to proceed as demonstrated through the following
information and/or documents:
a) Evidence of site control
b) Evidence of filing Preliminary Development Approval
(ARPE: Solicitud Aprobacion de Desarrollo Preliminar,
Consulta de Ubicacion)
c) The availability of financing evidenced through a letter of

intent from financing institution specifying possible terms



d) Development team in place: Identifv the architecl. general
contractor, management agenl, and provide copy of their
contracts, if available

c) Schematic drawings and outline specifications

f) Cost breakdown signed by contractor

g) The availability of private equity evidenced through a letter
of intent from a syndication firm

h) Original of Accountant’s Opinion

i) Original of Attorney’s opinion.

i Certificate of Special Partnership

k) Referral Agreement with PHA. if applicable.

)] Tax Payer idemification number and IRS evidence.

The Owners must also demonstrate their intent to enter into an

extended low income housing commitment with the Agency for a

minimum of 15 years bevond the initial |15-vear compliance period

as provided in Section 42 of the Internal Revenue Code.

For projects to be sponsored or developed by non-profit

organizations:

a) The entity must be a qualified organization as defined in
Section 42(h)}5)(C) of the code; and

b) The organization must  materially participate  in  the
development and operation of the project throughout the

compliance period. This includes, but is not limited to,



having an ownership interest in the project and being at
least co-general partner.

7. For projects financed or sponsored by the Rural Economic and
Community Development (RECD). the RECD commitment letter,
identifying the funding amount for the project.

Evaluation Criteria

Only those applications meeting all of the above stated initial
qualifications applicable 1o them will be further considered. Project
owners whose applications do not meet the initial basic qualifications will
be so informed in writing.

The Ageney will set-aside 10% of its annual tax credit ceiling for qualified
non-profit projects as required by the IRS Code and 5% of its annual tax
credit ceiling for troubled projects financed by government agencies. The
Agency reserves the rights to adopt and implement such other set-asides as
it may deem appropriate, in the future,

Following its determination that a project satisfies all the basic
qualification factors, the Agency will consider the qualified applications
for a housing credit allocation using the evaluation and point systems
established hereinafier. The project can accumulate a total of 260 points
on the Point Ranking System hercinafier described. The project must
accumulate a minimum of 100 points to be entitled to receive an allocation
of credits. The Agency anticipates reserving credits for those projects
scoring highest under the Selection Criteria up to the amount permitted by
law and this Allocation Plan. However, the ranking under the Selection

Criteria does not operate 1o vest in an applicant or project any right to a



reservation or allocation of credits in anyv amount. Applications from

projects that will be placed in service within the calendar vear in which the

application is submitted will receive a high priority. Likewise, projects

returning tax credits from a previous year allocation, which were not

placed in service within the established two-vear period will receive the

lowest priority.

EEvaluation System

3

Evaluation Factlors

Federal legislation precludes the state allocating agencies from
allocating credits to a project in any amount bevond that required
for the financial feasibility of the project and its viability as a
qualified low income housing project throughout the compliance
period. To determine the level of allocable credits. the Agency will
perform a financial analysis on cach application, utilizing the

following factors:

a) Development costs, including developer fees:
b) Sources and uses of funds;
) Projected operating income and expenses: and

d) Projected syndication proceeds.
Intermediary Cosls

In reviewing applications for financial feasibility. the Agency does
not anticipate allowing intermediary costs to exceed 25% of total
development costs and will, in any event, give priority to those
projects with the lowest intermediary costs. The intermediary costs

will include. but are not limited to: Organizational Costs,

10



Developer’s Fees (pavments of fees to the developer. overhead and
profit and consultant fees), Syndication Fees, and Professional Fees
(such as architect’s, attorney’s, and auditor’s fees). A maximum of
25 points will be given 1o a project with intermediary costs below
10% of total development costs.

3. Per Unit Standards

The Corporation hereby adopts the following per unit standards as
maximums of the Tax Credit Program:
a) Maximum cost per unit: The cost of a unit will not exceed the
following standards:
I. New Construction:
$90,000
2. Rehabilitation:
$65,000
b) Maximum Tax Credit per unit: $9.500

4, Maximum Developer Fee

The maximum fee allowed to the developer is 15% of the total
development costs. The Developer fee includes the developers™ overhead,
profit and may include other consultants’ fees. To compute the maximum
developer fee, total development costs include the cost to purchase the
building, site work, construction costs, architectural and engineering fees,
interim costs, financing fees and expenses and soft costs. It does not
include the cost of purchasing land. syndication costs. project’s reserves,

working capital and developer fees.



5. General Contractor Maximum Charges

The Corporation hereby adopts the following as maximum builder or
general contractor charges:

a) Builders Profit — 6% Construction Costs

b) Builder’s overhead - 2% of Construction Costs

¢) General Requirements - 2% of Construction Costs
The Developer shall identify the existence of an identity of interest with
any other party of the project.

Financial Analysis

The Agency is required to conduct three financial analyses:

] One for the reservation of credits;

i) another at the time it actually allocates credits to each project: and

iii) the third financial analvsis at the time the project is placed in
service. Audited development cost certification will be required by
the Agency when the project is placed in service.

In allocating a housing credit dollar amount to any building, the Agency

will specify the applicable percentage (which at the discretion of the

Agency could be lower than the one published by the IRS for the month in

which the building was placed in service) and the maximum qualified basis

which may be taken into account with respect 1o such building.

Based on its first financial analvsis, the Agency will estimate the amount

of tax credits it will reserve for cach application. Should the project be

approved for a reservation, the Agency will advise the applicant in writing

12



F,

of the reservation and identify whatever additional criteria the project must
satisfy in order to receive an allocation of tax credits.

Notification to Local Chief Executive

The Mayor of the Municipality in which the project is 1o be located will be
notified by the Agency of the proposal at the time of the tax credits’

reservation.

Lowest Income Tenants and Serving the Tenants During the Longest Term
The federal legislation requires allocating agencies to give preference in
allocating the amount of tax credits among eligible projects 1o those
projects serving the lowest income tenants and to those projects committed
1o serve qualified tenants for the longest period. The Agency will conduct
its application review in accordance with these statutory requirements.
Selection Criteria
The Agency will use the selection criteria stated below for the purpose of
ranking projects eligible for allocation. The results of the evaluation and
ranking will be determined at the sole discretion of the Agency and will
not be subject 10 challenge or appcal by the applicant. The numerical
ranking does nol operate to vest in an applicant or project any right to
reservation or allocation of tax credits in any amount. The Agency will, in
all instances, reserve and allocate tax credits consistent with its sound and
reasonable judgment, prudent business practices, and the exercise of its
inherent discretion.

The applications will be ranked according to the following selection

criteria:



Description of ltems

aj

b)

c)

Intermediary Costs:

Please refer 1o page 10 for the definition of intermediary

COsis.

Project Location:

(1

(2)

(3)

(4)

The Agency will give preference to those projects
located in a region identified by the Commonwealth
Department of Housing as a region with the greatest
need:

Projects located in diflicult to develop areas
designated by the U.S. Department of Housing as an
area with high construction costs, land costs, and
utility costs relative to the area gross median income
projects:

Projects that the owner can demonstrate are located
in qualified Census track as designated by the
Secretary of HUD:

Projects located in municipalities with the greatest
low income housing needs as identified by the
Commonwealth Department of Housing. See

Annex A.

Project Characteristics:

Preference will be given to those projects in which 100% of

the units in the project will be dedicated to low income

14



d)

housing: projects in which no relocation is needed; projects
with the longest period of time committed to low income
housing; projects to be placed in service within the calendar
year in which the application for credits is submitted for the
first time; project is to acquire and rehabilitate a structure
owned or financed by a government agency: project is
endorsed by the Local Chief Executive.

Housing Needs Characteristics

Preference will be given to those projects, which consist of
the larger amounts of two or three bedroom units.

Preference will be given to projects that will rchabilitate
inadequate housing or to relocate tamilies living in flash
flood areas.

Sponsor/Owner Characteristics:

Preference will be given to projects developed by, or with,
federal tax exempt entities.

Previous successful participation by sponsor(s) in low-
income housing developments located in Puerto Rico will
be taken into consideration, as well as previous successful
participation by proposed management agents in managing
low income housing in Puerto Rico.  Owners of other
projects for which the Agency has provided financing and
in which a default has occurred that resulted in the

loreclosure of the mortgaged property or in the assignment



h)

of the mortgage 1o the Agency or in the substitution of the
owner ocewred, will be penalized.

Financing Charactleristics:

Preference will be given to projects financed through
diverse sources of funds and with innovative financing
approaches to maximize the use of scarce resources.
Preference will also be given to projects combining federal,
state or local funds to create or preserve low-income
housing.

Preference will be given to projects financed under the
Rural  Economic  Community  Development  Agency
programs.

Preference will be given to projects financed by the Puerto
Rico Housing Finance Corporation.

Lenant Population with Special Housing Needs:

Prelerence will be given to projects with 100% units for
female head of family, HIV-Patients, elderly, homeless,

handicapped or disabled families.

Public Housing Waiting Lists:

Preference will be given to projects, which commit in
writing to give priority to tenants in Public Housing

Agencies waiting lists.

16



i)

Use of Svndication Proceeds:

[:r

reference will be given to projects which commit a 100%

of net syndication proceeds 1o generate additional low-

income housing units.

Fetwned Credits;

Projects returning or that have returned tax credits from

previous years will be penalized.

Point Ranking Svstem

i)

b)

Intermediary Costs  (Maximum: 235 points)

(1)

(3)

25 points - Up o 10% of total development cost

10 points - More than 10%. up to 15% of total
development cost

5 points - More than 15%, up to 25% of total

development cost.

Project Location (Maximum: 30 points)

(1)

3 points - Project located in a region which reflects

the greatest low income housing needs according to

the Commonwealth Department of Housing (See the

tables included as Annex A). The points will be

awarded as follows:

(a) Project located in a region which reflects the
greatest needs for low income housing (5

points),



(2)

(4)

(k) Project located in a region, which reflects the
sccond greatest demand for low income
housing (3 points).

() Praject located in a region, which reflects the
third greatest demand for Jlow income
housing (1 point).

5 points — Project located in a difficult to develop

area designated by the Secretary of HUD as an area

with high construction costs, land costs, and utility
cosls relative to the area median gross income. (See

Amnex C for areas designated by HUD as Difficult

to Develop Area).

15 Points- Projects located in a qualified census

track. (See Annex C for areas designated by HUD

as Qualified Census Tracks).

5 Points - Project located in a municipality which

reflects the greatest low income housing needs in

cach ol the regions identified by the Commonwealth

Department of Housing (see Annex A). The points

will be awarded as follows:

(@) Project located in a municipality with the

greatest demand in the region (5 points).

18
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{b) Project located in a municipality with the
second greatest demand in the region (3
points).

{c) Project located in a municipality with the

third greatest demand in the region (1 point).

Project Characteristics (Maximum 75 points)

(1)

(3)

(4)

(10 points) - All units in the project are targeted for

low income families.

(5 points) - No relocation will be necessary.

(10 points) - Longest term of affordability. Projects

providing  guarantees  for  longest term  of

allordability beyond the extended compliance

period. will be scored as follows:

(a) At least 10 more years beyond the required
30 years period - 10 points.

(h) AL least 5 more years bevond the required 30
vears period — 5 point

(25 points) - Project will be placed in service within

the calendar year in which the application is

submitted for the first time.

(20 points) = Project is to acquire and rehabilitate an

existng  structure  owned or financed by a

government agency.

19



d)

€)

(6) (5 points) - Application includes a letter of
endorsement from the mayor of the municipality
where the project is located.

Housing Needs Characteristics

(Maximum: 10 points)

(1) (5 points) - Project bedroom’s distribution is 50% or
more 2 or 3-bedroom units.

(2) (5 points) - Projects to rehabilitate inadequate
housing or to relocate housing in flash flood areas.

Sponsor/Project Owner Characteristics

(Maximum: 20 points)

(1) (10 points) - Sponsor is a federal non-profit entity
tax exempt under either Section 501(¢) 3 or Section
501(c) 4 of the IRS Code.

(2} (5 points) - Applicant can demonstrate successful
past experience in the development of similar low
income projects in Puerto Rico.

(3) (5 points) - Proposed management agent can
demonstrate  successful  past  experience in  the
management ol similar low -income projects in
Puerto Rico.,

(4) (less 20 points) — Sponsor, owner or developer has

defaulted a financing provided by the Agency and

20



f)

£)

such default resulted in foreclosure, assignment of

morlgage or substitution ol mortgagor.

Financing Characteristics (Maximum: 45 points)

(1)

(3)

(4)

(15 points) - Tax exempt financing provided under
Section 103 of the IRS Code or tax exempt financing
under the Commonwealth of Puerto Rico Income
Tax Law.

(15 points) - Innovative linancing proposals to
provide or develop low income housing through the
most efficient use of funds. Project will utilize
several funding sources, such as federal, state and
local grants. Combining Home, CDBG and other
federal, state or local resources.

(15 points) Projects financed under RECD
programs.

(15 points) — Projects financed by the Puerto Rico

Housing Finance Corporation.

(25 points) - Tenant Population with Special Housing Needs

Project will be dedicated 100% to one of the following

special needs families:

a) to female head of family;

b) Elderly:

¢) Disabled or handicapped:

d) HIV-positive patients

21



Application Cveles

h)

(10 points) — Public Housing Waiting Lists

Prajects in which preference is given to families on public

housing waiting lists. A referral agreement with the local or

state PHA must be included with the application.

Use of Svndication Proceeds

(Maximum: 20 points)

(1)

(2)

A.

(20 points) - Sponsor or owner which commits a
100% of net syndication proceeds (which shall
consist  of total syndication proceeds less
placement(s) fee(s) to generate additional low-
income units.

(5 points) - Sponsor or owner which commits at least
50% of net syndication proceeds to pgenerate

additional low-income units.

Returned Credits  (less 25 points)
Projects returning or that have returned tax credits from previous years
which were not placed in service within the established two-year period

will be penalized by losing 23 points.

Credit Allocation Charged 1o State Volume Cap for a Current Taxable

Applicants may apply to receive a credit allocation for a certain project in one of

the cycles to be opened by the Agency, as shown below. The time frame for



submission of applications and the maximum portion of credits o be allocated

during each cvcle will be as follows:

Cycle | Cycle 11 Cycele 111
Applications Clasing Date January 31 May 31 September 30
Ranking & Reservations March 31 July 31 November 30
Closing of Allocations April 30 August 31 December 30
Minimum Cap Available 33% 66% 86%
Maximum Cap Available 65% 85% 100%

I any of the due dates for application or reservation falls on a non-working day or
on an official holiday, it will be moved to the previous working day. The Agency
will notify its preliminary determination on its review for compliance with the
Basic Threshold Qualifications, within the succeeding lifieen business davs from
the applications closing date.

Starting with the second cycle, the Agency will add the remaining balance of the
prior cycle to the credits available for the next cyele. In each cycle the same set-
aside percentages will be established for the set-aside amounts.

The Agency also reserves the right to change the date for any of the herein-

established cycles with prior notice to the public in a newspaper of general

circulation.
3. Credit Allocation Charged to State Volume Cap for Subsequent Taxable
Year

Applicants may apply to reserve credits, and enter into a binding commitment with the

Agency to allocate credits at a future date, for a certain project afler the agency ceiling for

the current year has been reached. To such end. the Agency may reserve credits or bind

itsell” to allocate credits to a project during the taxable year immediately following the

year in which the application is made; provided. that such credit shall be allocated and
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used in the taxable year immediately lollowing the vear in which the application is made
and that no carryover ol such credit will not be allowed. As mandated in Section 42 (h)
(1) (C) of the Code, a reservation or binding commitment to allocate credits in a future
year has no effect on the state housing credit ceiling until the vear in which the Agency
actually makes the allocation. See Annex C for an example of the Binding Commitment.
To be considered for a reservation of credits from future year cap or for a binding
commitment to allocate credits at a future date. the applicant must demonstrate that the
project falls within one of the following categories:

1. Credit is deemed necessary to facilitate the restructuring of financing

provided to a project confronting economic difficuliies.

b~

Credit is deemed necessary to preserve the low-income housing status of
the project or to maintain the total number of available low-income
housing units within Puerto Rico.

3. Credit1s requested in connection with the acquisition ol a project from the
federal, state or local governments, or any department, agency, entity or

political subdivision thercof.

A Resubmission of Application During Same Calendar Year

I an application does not receive a reservation during a cycle, the applicant may
resubmit the application. with no changes. during the same calendar vear and not
be required to pay an additional application, with no changes, during the same
calendar year and not be required to pay an additional application fee, unless the
next reservation cycle falls in the subsequent calendar year, and therefore. a new
application filling fee shall be required Applicants should carefully review the

application to determine if any new or updated documents are necessary.
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VII.

VIIL

Tax-exempt Financed Projects Not Subject Ta State Valume Cap

Projects financed with tax-exempt obligations issued after December 31, 1989
(Section 42(h) (4)) must satisfy the Basic Threshold Qualitication Requirements
and other requirements for allocation under this Plan.

These projects will be subject to the evaluation of housing priorities, and
minimum thresholds discussed above and the fees determined in Section VIII.
They will not be subject to the credit allocation cveles. Applicant must include
with the application a letter from the lender stating the tax-exempt status of the
abligations issued to finance the project.

Procedure for Notification to I1RS of Noncompliance

The federal legislation requires that each Allocation Plan include a procedure
which the credit agency will follow in notifyving the Internal Revenue Service of
noncompliance with the program. To satisfy that mandate, the Agency will
require developers to furnish annual certifications of qualified low income tenants,
including tenant income and rents charged. and the number of qualifying low
income units, as well as any other information pertinent to determine compliance
with the program.

The specific requirements of the Agency to fulfill this mandate are covered in the
Compliance Monitoring Plan, which is hereby incorporated and made a part of
this Plan as Annex D.

The Agency reserves the right to conduct on-site compliance monitoring as
deemed necessary at any time during the compliance period and as specified in the

Compliance Monitoring Plan, The owner must allow the Agency to have access
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to the project’s premises and the books, documents, papers, and records of the
project.

Fees

Any person interested in obtaining an application for Low Income Housing Tax
Credits will request so in writing to the Agency. An application package
containing the Allocation Plan, the Compliance Monitoring Plan and the
Procedural Steps and Application Instructions will be delivered after payment of
$50.

The Agency will charge the following fees:

A Application Fee: One percent (1%) of the yearly requested amount. This

is a non-refundable deposit, which shall be submitted along with the
application.

5. Allocating Fee: One pereent (1%) ol the total ten vears allocated amount.

The allocating fee will be paid at the time the allocation is made. In case
of carryover allocations under Scetion 42, the fec will be paid at the time

of signing the apreement.

c. Monitoring IFee: 1f'a housing credit allocation is made, the Agency will
charge one half of 1% of each year’s allocated amount as monitoring fee.
This amount will be due and payable by January 31 of each year during
the compliance period.

D The amounts hereby established may be revised by the Agency from time
to time as necessary 1o insure that such fees cover the agency’s
administrative expenses for processing applications and monitoring

projects for compliance.



Limitations

The federal legislation charges the Agency with allocating to a project only that
amount of tax credit required to make the project economically leasible. The
Agency’s determination is made solely at its discretion and in no way constitutes a
representation or warranty, express or implied, to any sponsor, lender. investor, or
third party as to the feasibility of a given project. By allocating tax credits to a
project the Agency makes no representation or warranty, express or implied, to the
project owner, investors. lender, or third party that its allocation constitutes a
determination that the project adheres to the requirements of the Internal Revenue
Code, relevant Treasury regulations, or any other laws or requirements governing
the tax credit program.

The Plan acknowledges that the Agency will encounter situations which have not
been foreseen or provided for in the Plan. The Agency reserves the power and
authority to amend the Plan alter the public has had the opportunity to comment.
The Agency also reserves the power authority to administer, operate and manage
tax credits allocation in all situations and circumstances. both foreseen or
unforeseen in the Plan.

No member. employee, or agent of’ the Agency shall be personally liable

respecting any matter or matters arising out of, or in relation to, the Tax Credit

.
: {(][)RI{HJ]*’.K-]?M.

‘08 RODRIGUEZ-EMA
PRESIDENT
RTO RICO HOUSING FINANCE
CORPORATION

Program.




[, Pedro Rosselld Gonzilez, Governor of the Commonwealth of Puerto Rico, herehy
approve the Low Income Housing Tax Credit Allocation Plan for the Commonwealth of
Puerto Rico adopted by the Puerto Rico Housing Finance Corporation, a subsidiary of the
Government Develoepment Bank for Puerto Rico. as the State Housing Credit Agency
under the provisions of Section 42 of the Internal Revenue Code of 1986, as amended by

the Omnibus Budget Reconciliation Act of 1989,

IN WITNESS WHEREOF. 1 have hereunto set my
hand and the seal of the Commonwealth of Puerto

Rico, in San Juan, Puerto Rico, this & day of april,

S/ PEDRO ROSSELLO GONZALEZ
PEDRO ROSSELLO GONZALEZ
GOVERNOR
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PUERTO RICO HOUSING FINANCE CORPORATION
STATE CREDIT AGENCY

HOUSING NEEDS IN PUERTO RI10O

ANNEX A TO THE
LOW INCOME HOUSING TAX CREDIT ALLOCATION PLAN

29



HOUSING NEEDS IN PURKRTCY RICOH
BY REGHIN

LATTS NEEDLED LIMETS UNEFIT TSI

MO ST O PO, FOMR RETADL, NEED

RGN POPULATION INVENTORY GIROWTT 1945 1995
Areciho 392 241 130,788 8,724 10,911 19,639
Ponee 348,673 122,205 7.551 11,588 19,139
Carolinag 415,823 141,601 12.8R0 5,322 18,202
Humacao 317.600 103,752 8,709 8,132 16,841
oy mon 521.397 164,519 6,614 8.074 14,688
o 348.673 112,241 4,094 7.300 11,399
San Juan 530,631 119,431 4,146 6,297 10,443
venadilla 294,005 DLRVED 2,460 1.592 10,058
Mavague 312,734 114,404 8.053 0.097

Source: Columns | and 2 - US Census of Housing 1990
Columns 3. 4 and 5 - Commonwealth Department ol Housing
CHAS Annual Plan 1992 - 1993

Table VI, "Housing Needs by Municipality 1993,
All Municipalities Arranged by Housing Needs”

30



HOUSING NEFEDS WITHIN
ARECIBO REGHON

Usars Lners o SN

TSN G Lisirs NEEDEDy o REna. NEEDS
MsCIrALITY POPTLATION ISV ENTONEY P P Goararn 19495 14995
Arecibo 93.385 32458 RO 2,921 1,811
Utnado 34.980 11,812 1.962 1,299 3,261
Vega Alta 34.559 11,161 2437 6710 3,107
Veea Baja 55.997 18.318 1,121 1.099 2,220
Manatl 38.692 13.337 475 933 1408
et 32.703 1815 412 865 1,277
Ciales 18.084 572 228 1.031 1,259
Morovis 25.288 7,371 476 737 1,213
Clamun 28.917 0,665 285 677 Q02
Rarceloneta 20,947 7,221 247 505 752
I'lorida 8.689 2,903 |74

HOUSING NEEDS WITHIN
PONCE REGION

Lisrrs Limiarr Homsis
TSI Lisprs Neenen For R RENAR NELEDS
MUNICIPALITY POPLEATHIN IV N TR e, Camerwo 11 [O9s 1995
Ponee 187,749 60,212 2,544 4817 7.361
Pefiuelas 22,515 G.821 2,039 H82 2721
Juana Diaz 45,198 13.496 747 [.485 2,232
Guavanilla 21,581 6,922 361 900 1461
Villalha 23,559 06.660 580 800 1.380
Adjuntas 19,451 6,283 302 1,005 1.307
Santa Isabel 19.318 6.315 271 695 966
Coame 13,837 10,917 206 H55 921
Javuva 15,527 4,573 241 549 790

Source: Columns | and 2 - US Census of Housing 1990
Columns 3. 4 and 5 - Commonwealth Department o Housing
CHAS Annual Plan 1992 - 1993,
Table VII, "Housing Needs by Municipality 1995,
All Municipalities Arranged by Housing Needs™
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HOUSING NEEDS WITHIN
CAROLINA REGION

Lisnrs Linen Hon s
HEILIs NG LS MEEDED Fiug o Rena, MEEDS
Musicnrany POPULATION IV TR PPoe, Coemar i 1995 1995
|oiza 29,307 8,310 2.286 499 2,785
[“ajardo 36,882 13,864 2.162 355 2,717
[io Crande 45.048 15,078 1.549 1 052 2.604
Candvanas 36.816 11,614 1.656 581 2.237
Caraling 177.806 ©1,903 549 1,238 2,087
Frujillo Al 61.120 19,315 1.473 579 2,052
Vieques 5002 3,329 1.7049 20H) 1.909
Luguillo 18.100 7,530 914 602 1.516
Culebra 1.542 058 282 13 295
TOTAL | 415823 | 141,601 | 12,880 | 322 | 18,202

HOUSING NEEDS WITHIN
HUMACAO REGION

B LInprs Uisrn Fhonsise;
TR Lsrrs heepep For PO RENAR. MEEDS
MusicmranTy POPULATION IMVENTOIY ol GrowTn 14495 1995
Humacao 55,203 18.342 1,778 917 2,695
Sy Lorenzo 35,163 11,391 1.256 7197 2,053
Naeuabo 22620 7.691 1.556 385 1,941
Ciuavama 41,588 13,595 421 1.495 1,916
Iinco: J0.612 10,235 875 921 1,790
lLas Piedras 27.896 8,802 916 528 1,444
Yabucoa 36,483 11,262 395 1.014 1.409
Cerba 17.145 5,525 1.14¥8 221 1,369
Patillas 19,633 6,601 15 940 1,005
Maunabo 12.347 3,881 167 543 710
Arrovo 18,910 6,427 152 321 503
TOTAL | 317,600 | 103,752 8,709 8,132 16,841

Source: Columns 1 and 2 - US Census of Housing 1990

Columns 3, 4 and 5 - Commonwealth Department of Housing
CHAS Annual Plan 1992 - 1993,
Table VII, "Housing Needs by Municipality 1995,
All Municipalities Arranged by Housing Needs™
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HOLUSING NEEDS WITHIN
BAYAMON RIEGION

Pxnrs UNErr

st simes

(LR LIngrs SNEEpeD For o Renan, MR
MUSICIPALITY IR AT INVENTORY I, Camenw i 14495 19495
Havamaon 220,262 T0.68Y 751 1.414 2,165
'on Alta 44,101 13.376 1,034 936 1,970
Coroza 33,095 H.941 798 696 1.494
Dorado 30,759 10.499 462 945 1.407
Mardanjito 27914 8576 049 686 1.335
Comerio 20,265 6,338 4906 824 1.320
Catanio 34,587 10,744 762 322 1.084
Uhrocovis 21,158 6,348 360 5371 931
TOTAL 21,595 | 164,519 | 6,614 | 74| 14,688

HOLSING NEEDS WITHIN
CAGUAS REGION

Lisars Lisen

THarn s

HEIL =i Eoxrrs Nepnen For ol RENAR. NEEDS

MuspcnraLny POPLLATION INYENTORY Por, Griomyri s 1945
Cacuns [ 33,447 43,2493 1.254 1,299 2553
Aeuas Buenas 25.424 BO58 748 384 1.632
Clidra 35,601 10,693 537 962 1.499
Cavey 46,553 15,385 202 1,231 1.433
Guraho 28.737 9300 Gy3 (36 1.349
Libanito 24,971 7.847 532 706 1,238
Barranguitas 25.605 7.622 231 762 003
Salinas 28,335 9.997 (98) 800 702
TOTAL | 348673| 112241 4099 7300 11,399

Source: Columns | and 2 - US Census of Housing 1990

Columns 3, 4 and 5 - Commonwealth Department of Housing

CHAS Annual Plan 1992 - 1993,
Table VII, “Housing Needs by Municipality 1995,
All Mumicipalities Arranged by Housing Needs”



HOUSING NEEDS WITHI N

SANJUAN REGION
Linrrs UNF HousisG
IR Lisprs MEEDED Fong o IRENAR. MEEDS
Mumicanimy POFLLATION ISVENTONRY o, GROWTH 1uns 1S
San Juan 437.745 167.979 4.151 5.039 9.190
Guavnabo U2.886 31,452 (5) 1,258 1.253

| 530,631

R 2 DT

_ 10,443

HOUSING NEEDS WITTHI N

Source: Columns | and 2 - US Census of Housing 1990

Columns 3. 4 and 5 - Commonwealth Department of Housing
CHAS Annual Plan 1992 - 1993,
Table VII, “Housing Needs by Municipality 1995,
All Municipalities Arranged by Housing Needs™
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AGUADILEA REGIHOMN
Limrrs Ui Hovsise
HEH SN Limrrs Nernen Fom ro Renan, MERDS
Mumsicirarrmy MOPULATION INVENTORY PPore, Gororwrn 1995 14945

Yooadilla 59,335 20,761 703 1.246 2.009
\Tiascn 25,234 7.921 1.312 602 1.914
Moea 32,926 10,454 261 941 1,202
[sabeln 39,147 13.4497 212 945 1157
San Sebastiin 38,799 13.536 152 047 1.0949
Vouada 35911 11.853 {266) 1.304 1.038
Lares 29015 v.324 104 932 1.036
Ouehradillas 21,425 7.105 30 426 456
Rincon 12,213 4,986 {102) 249 147
| TOTAL | 294,005] 99,039 | 2406 7,592 | 10,058




HOUSING NEEDS WITHIN
MAYAGUEY REGION

———— .. T |-r_ ‘.i.:;_;_.‘ T L

Usirs UsEre Hun =i
I SENG Lisins Neepen Fow Pk REHAR. NEEDS
MuUsICIFALITY POPLLATION PN EN TR o, GrowTi 1995 1995

Mavaguer 100,371 35,948 1153 1,797 2,950
Yauco 42.058 14,082 (3) 1.267 1.264
(abo Rojo 38.521 16.645 (486) 1332 846
Sabana Orande 22843 8.133 52 732 T84
Guanica 19,984 7.565 102 783
' Laja 23271 8.865 237 769
| .as Marias 9,506 3.204 74 619
Man Cwerinan 34,962 12.409 Hj?] 463
Maricao 6.200 2,289 (200) 369
Hornmgueros 15,212 5,271 9” '?5{]

]]'11

Source:

b ) 1 o !.4

Columns 1 and 2 - US Census of Housing 1990

Columns 3. 4 and 5 - Commonwealth Department of Housing
CHAS Annual Plan 1992 - 1993,

Table VII. “Housing Needs by Municipality 1995,

All Municipalities Arranged by Housing Needs™
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ANNEX C

Tuesday
October 21, 1997

Part Il

Department of
Housing and Urban
Development

Statutorily Mandated Designation of
Difficult Development Areas for Section
42 of the Internal Revenue Code of 1986;

Notice
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DEPARTMENT OF HOUSING AND
UREAN DEVELOPMENT

[Docket No. FR—4287-N-01]

Statutodly Mandated Designation of
Difficult Development Areas for
Section 42 of the Internal Revenue
Code of 1986

AGENCY: Office of the Secretary, HUD.
ACTION: Notice,

SUMMARY: This document provides
revised designations of " Difficult
Development Areas” for purposes of the
Low-Income Housing Tax Credit
{(“LIHTC") under section 42 of the
Internal Revenue Code of 1986, and
describes the methodology used by the
United States Department of Housing
and Urban Development ("HUD"). The
new Difficult Development Areas are
based on FY 1997 Fair Market Rents
(“FMRs"), FY 1997 income limits and
1990 census population counts as
explained below. The corrected
designations of "Qualified Census
Tracts” under section 42 of the Internal
Revenue Code published May 1, 1995
(60 FR 21246) remain in effect.

FOR FURTHER INFORMATION CONTACT:
With questions on how areas are
designated and on geographic
definitions. Kurt G. Usowski,
Economist, Division of Ecanamic
Development and Public Finance, Office
of Policy Development and Research.
Department of Housing and Urban
Development, 451 Seventh Street, SW.
Washington, DC 20410, telephone (202)
TOB-0426, e-mail
Kurt__G.__Usowski®hud.gov. With
specific legal questions pertaining to
section 42 and this notice, Chris Wilson.
Artormey, Office of the Chief Counsel.
Pass Throughs and Special Industries
Branch 5, Internal Revenue Service,
1111 Constitution Ave, NW,
Washington, DC 20244, telephone (202)
622-3040, fax (202) 622-4779: or Harold
]. Gross, Senior Tax Attorney, Office of
the General Counsel, Department of
Housing and Urban Development, 451
Seventh Street, SW, Washington, DC
20410, telephone (202) 708-3260, e-mail
H.__JERRY__GROS5®hud.gov. A
telecommunications device for deal
persons (TTY) is available at (202) 708-
9300. (These are not toll-free telephane
numbers.) Additional copies of this
notice are available through HUDUSER
at (BDO) 245-2691 for a small fee to
cover duplication and mailing costs.
COPIES AVAILABLE ELECTRONICALLY: This
notice is available electronically on the
Internet (World Wide Web) at hup://
www huduser.org/ under the heading
“Data Available from HUD.”

SUPPLEMENTARY INFORMATION:
Background

The U.5. Treasury Department and
the Internal Revenue Service thereof are
authorized to interpret and enforce the
provisions aof the Interna) Revenue Code
af 1986 (the "Code”), including the
Low-Income Housing Tax Credit
("LIHTC") found at section 42 of the
Code. as enacted by the Tax Reform Act
of 1986 (Pub. L. 98-514), as amended by
the Technical and Miscellaneous
Revenue Act of 1988 (Pub. L. 100-647),
as amended by the Omnibus Budpet
Reconciliation Act of 1989 (Pub. L. 101-
238), as amended by the Omnibus
Budget Reconciliation Act of 1890 (Pub.
L. 101-508), as amended by the Tax
Extension Act of 1291 (Pub. L. 102-
227). and as amended and made
permanent by the Omnibus Budget
Reconciliation Act of 1993 (Pub. L. 103-
66). The Secretary of HUD is required to
designate Difficult Development Areas
by secrion 42(d)(5)(C) of the Code.

In order to assist in understanding
HUD's mandated designation of
Difficult Development Areas for use in
administering section 42 of the Code. a
summary of section 42 is provided. The
following summary does not purport 1o
bind the Treasury or the IRS in any way.
nor does it purport to bind HUD as HUD
has no authority 10 interpret or
administer the Code, except in those
instances where it has a specific
delegation,

Summary of Low Income Housing Tax
Credit

The LIHTC is a tax incentive intended
to increase the availability of low
income housing. Section 42 provides an
income tax credit to owners of newly
constructed or substantially
rehabilitated low-income rental housing
projects. The dollar amount of the
LIHTC available for allocation by each
state (the “credit ceiling™) is limited by
population. Each state is allocated credit
based on $1.25 per resident. Also, states
may carry forward unused or returned
credit for one year; if not used by then.
credit goes inte a national pool to be
allocated 1o states as additional credit.
State and local housing agencies
allocate the state’s credit ceiling amang
lew-income housing bulldings whose
owners have applied for the credit.

The credit allocated 1o a building is
based on the cost of units placed in
service as low-income units under
certain minimum occupancy and
maximum rent criteria, In general. a
building must meet one of two
thresholds to be eligible for the LIMTC:
Either 20 percent of units must be rent-
restricted and occupled by tenants with

incomes no higher than 50 percent of
the Area Median Gross Income
["AMGI™), or 40 percent of units must
be rent restricted and occupied by
tenants with incomes no higher than 60
percent of AMGIL. The term rent-
restricted means that gross rent,
including an allowance for utilities,
cannot exceed 30 percent of the tenant’s
imputed income limitation (i.e., 50
percent or 60 percent of AMGI). The
rent and occupancy thresholds remain
in effect for at least 15 years, and
building owners are required to enter
into agreements to maintain the low
income character of the building for at
least an additional 15 years.
The LIHTC reduces income tax
liability dollar for dollar. It is taken
annually for a term of ten years and is
intended to yield a present value of
either (1] 70 percent of the "qualified
basis” for new construction or
substantial rehabilitation expenditures
that are not federally subsidized (e,
financed with tax-exempt bonds or
belaw-market federal loans), ar (2) 30
percent of the gualified basis for the
acquisition of existing projects or
projects that are federally subsidized.
The actual credit rates are adjusted
menthly for projects placed in service
afier 1987 under procedures specified in
section 42, Individuals can use the
credit up to a deduction equivalent of
§25.000. This equals 55,500 at the 33.6
percent maximurm marginal tax rate.
Individuals cannot use the credit against
the alternative minimum tax.
Caorporations, other than S or personal
service corporations, can use the credit
against ordinary income tax. They
cannot use the credit against the
alternative minimum tax. These
corporations can also deduct the losses
from the prclrie:t,
The qualified basis represents the
product of the “applicable fraction” of
the building and the “eligible basis” of
the building. The applicable fraction is
based on the number of low income
units in the building as a percentage of
the total number of units, or based on
the floor space of low Income units as
a percentage of the total floor space in
the building. The eligible basis is the
adjusted basis atributable to
acquisition, rehabilitation, or new
construction costs (depending on the
tvpe of LIHTC involved). These costs
include amounts chargeable 1o capital
aceount incurred prior o the end of the
first taxable year in which the qualified
low income building is placed in service
or, at the election of the taxpayer, the
end of the succeeding taxable year. In
the case of buildings located in
designated Qualified Census Tracts or
designated Difficult Development Areas,
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eligible basis can be increased up to 130
percent of what it would otherwise be
This means that the available credit also
can be increased by up to 30 percent.
For example. if the 70 percent credit is
available. it effectively could be
increased up to 91 percent.

Under section 42(d)(5)IC) of the Code.
a Qualified Census Tract is any census
wract (or equivalent geographic area
defined by the Bureau of the Census) in
which at least 50 percent of households
have an income less than 60 percent of
the AMGL. There is a limit on the
amount of Qualified Census Tracts in
any Metropalitan Statistical Area
{"MSA™) or Primary Metropolitan
Statistical Area ("PMSA"] that may be
designated to receive an increase in
eligible basis: All of the designated
census tracts within a given MSA/
PMSA may not together contain more
than 20 percent of the total population
of the MSA/PMSA. For purposes of
HUD designations of Qualified Census
Tracts, all non-metropolitan areas in a
state are treated as if they constituted a
single metropolitan area. This Notice
does not redesignate Qualified Census
Tracts. The corrected designation of
Qualified Census Tracts published May
1. 1995, at 60 FR 21246 remains in
effect. Qualified Census Tracts will not
be redesignated until data from the 2000
census become available

Section 42 defines a Difficult
Development Area as any area
designated by the Secretary of HUD as
an area that has high construction. land,
and utility costs relative to the AMGL
Again, limits apply. All designated
Difficult Development Areas in MSAs/
PMSAs may not contain more than 20
percent of the aggregate population of
all MSA</PMSAs. and all designated
areas nol in megopolitan areas may not
contain more than 20 percent of the

aggregate population of all non-
metropolitan counties.

Explanation of HUD Designation
Methodology

A. Difficult Development Areas

In developing the list of Difficult
Development Areas. HUD compared
incomes with housing costs. HUD used
1990 Census data and the MSA/PMSA
definitdons as published by the Office of

nt and Budget ('OME") in
OMB Bulletin No. 96-08 on June 28,
1996. with the exceptions described in
section C.. below. The basis for these
comparisons was the fiscal year ("FY"')
1997 HUD income limits for Very Low
Income househaolds (“VLILs") and Fair
Market Rents ("FMRs") used for the
section 8 Housing Assistance Payments

Program. The procedure used in making
these calculations follows

1. For each MSA/PMSA and each
nen-metropelitan county, a ratic was
calculated, This calculation used the FY
1997 two-bedroom FMR and the FY
1887 four-person VLIL. The numerator
of the ratio was the area’s FY 1997 FMR
The denominator of the ratic was the
monthly LIHTC income-based rent limit
calculated as 1/12 of 30 percem of 120
percent of the area’s VLIL (where 120
percent of the VLIL was rounded 1o the
nearest $50 and not allowed 1o exceed
80 percent of the AMGI in areas where
the VLIL is adjusted upward from its 50
percent of AMGI base).

2. The ratios of the FMR to the LIHTC
income-based rent limit were arraved in
descending order, separately, for MSAs/
PMSAs and for non-metropolitan
counties.

3. The Difficult Development Areas
are those with the highest rados
cumulative 1o 20 percent of the 1580
population of all metropolitan areas and
of all non-metropolitan counties.

E. Application of Population Caps to
Difficult Development Area
Determinations

In identifying Difficult Development
Areas, HUD applied various caps, or
limitations. as noted above. The
cumulative population of metropolitan
Difficult Development Areas cannot
exceed 20 percent of the cumulaove
population of all metropolitan areas and
the cumulative population of
nunmetropalitan Difficult Development
Areas cannot exceed 20 percent of the
cumulative population of all
nonmetropolitan counties

In applying these caps. HUD
established procedures 1o deal with how
to weat small overruns of the caps. The
remainder of this section explains the
procedure. In general, HUD stops
selecting areas when it is impossible 10
choose another area without exceeding
the applicable cap. The only exceptions
to this policy are when the next eligible
excluded area contains either a large
absolute population or a large
percentage of the total population, or
the next excluded area's ranking ratic as
described above was identical {to three
decimal places) to the last area selected,
and its inclusion resulted in onlv a
minor overrun of the cap. Thus for both
the designated metropolitan and
nonmetropolitan Difficult Development
Areas there are minimal overruns of the
caps. HUD believes the designation of
these additonal areas is consisient with
the intent of the legislation. Some
latrude is justifiable because it is
impossible to determine whether the 20
percent cap has been exceeded. 25 long

as the apparent excess is small. due lo
measurement error. Despite the care and
effort involved in a decennial census, it
is recagnized by the Census Bureau, and
all users of the data, that the population
counts lor a given area and for the entire
country are not precise. The extent of
the measurement error is unknown
Thus, there can be errors in both the
numerator and denominator of the ratio
of populations used in applying a 20
percent cap. In circumstances where 2
strict application of 2 20 percent cap
results in an anomalous situation.
recognition of the unavoidable
imprecision in the census data justifies
accepting small variances above the 20
percent limit,

€. Exceptions to OMB Definitions of
MSAs/PMSAs and Other Geographic
Marters

As s1ared in OMEB Bulletin 96-08 defining
metropolitan areas: “OMBE establishes and
maintains the definitions of the
(Metropolitan Areas) MAs solely for
statistical purposes * * * OME does not take
inta account or attempt 10 anticipate any
nonstatistical uses that may be made of the
definitions ® * * We recognize that some
lepislation specifies the use of metropelitan
areas for programmatic purposes, including
allocating Federal funds.”

HUD makes exceptions 1o OMB
definitions in calculating FMRs by
deleting counties from metropolitan
areas whose OMB definitions are
determined by HUD to be larger than
their housing market areas. [n additon,
HUD is required by starute to calculate
a separate FMR and VLIL for
Westchester County, New York, which
OMB includes as part of the New York,
NY PMSA. The following counties are
assigned their own FMRs and VLILs and
evaluated as if they were separaie
metropolitan areas for purposes of
designating Difficult Developmem
Areas.

Metropolitan Area and Counties Deleted

Atlanta, GA: Carrol. Pickens, and
Walton Counties.

Chicago, IL: DeKalb. Grundy. and
Kendall Counties.

Cincinnati-Hamilion, OH-KY-IN:
Brown County, Ohio; Gallatin.
Grant, and Pendleton Counties,
Kentucky: and Ohio County.
Indiana.

Dallas. TX: Henderson County.

Flagstaff, AZ-UT: Kane County. Uah.

New York. NY: Westchester County.

New Orleans, LA: St James P

Washington, DC-MD-VA-WV: Clu'hew 2
Culpeper, King George. and Warren
Counties, Virginia: and Berkely and
Jefferson Counties, West Virginia.

Affected MSAs/PMSAS are assigned
the indicator “(part}” in the list of
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Metropolitan Difficult Development
Areas. Any of the excluded counties
designated as difficult development
areas separately from their metropelitan
areas are designated by the county
name.

Finally. in the New England states
(Connecticut, Maine, Massachusens,
New Hampshire, Rhoede [sland, and
Vermont) OMB defines MSAs/PMSAs
according o county subdivisions or
Minor Civil Divisions ("MCDs") rather
than county boundaries. Thus, when a
New England county s designated as a
Nenmetropolitan Difficult Development
Area, only that part of the county (the
group of MCDs) not included in any
MSA/PMSA is the Nonmetropolitan
Difficult Development Area. Affected
counties are assigned the indicator
“(part)” in the list of Nonmetropolitan
Difficult Development Areas.

For the convenience of readers of this
Notice, the geographic definitions of
designated Metropolitan Difficult
Development Areas and the MCDs
included in Nonmetropelitan Difficult
Development Areas in the New England
states are included in the list of Difficult
Development Areas.

Future Designations

Difficult Development Areas are
designated annually as updated income
and FMR data become available.
Qualified Census Tracts will not be
redesignated until data from the 2000
census become available.

Effective Date

The list of Difficult Development
Areas is effective for allocations of
credit made afier Decemnber 31, 1997 In
the case of a building described in
Internal Revenue Code section
42(h) (4)(B). the list is effective if the
bonds are issued and the bullding is
placed In service after December 31,
1997. The corrected designations of
Qualified Census Tracts published May
1, 1995, at 60 FR 21246 remain in effect.

Interpretive Examples for Efective Date

For the convenience of readers of this
Notice, interpretive examples are
provided below to illustrate the
consequences of the effective date in
areas that gain or lose Difficult
Development Area status with respect 1o
projects described in Internal Revenue
Code section 42(h)(4) (B].

{Case A) Project "A™ is located in a
newly-designated 1998 Difficult
Development Area. Bonds are issued for
Project A" on November 1. 1997, but
Project “A” is placed in service March
I, 1998. Project "A" 1S NOT eligible for
the increase in basis otherwise accorded
a project in this location because the
bonds were issued BEFORE December
31. 1997.

(Case B) Project "B" is located ina
newly-designated 1998 Difficult
Development Area. Project "B” is
placed in service November 15. 1997.
The bonds which will support the
permanent financing of Project "B” are
issued January 15, 1998, Project "B" 1S
NOT eligible for the increase in basis
otherwise accorded a project in this
location because the project was placed
in service BEFORE December 31, 1997

(Case C) Project "'C" is located inan
area which is a Difficult Development
Area in 1998, but IS NOT a Difficult
Development Area in 1999. Bonds are
issued for Project “C” on October 30.
1998, but Project "C" is not placed in
service untd] March 30, 1988, Project
“C" is eligible for the increase in basis
available to projects located in 1998
Difficult Development Areas because
both events (bonds issued and project

laced in service) have occurred AFTER
mber 31, 1997,

Other Matters

Environmental Impact

In accordance with 40 CFR 1508 .4 of
the CEQ regulations and 24 CFR 50.20
of the HUD regulations. the policies and
actions In this notice are determined not
to have the potential of having a

significant impact on the quality of
human environment and therefore
further environmental review under the
National Environmental Policy Act is
Not NeCessary,

Regulatory Flexibility Act

In accordance with 5 U.S.C. 605(b)
(the Regulatory Flexibility Act), the
undersigned hereby certifies that this
notice does not have a significant
economic impact on a substantial
number of small entities. The notice
involves the designation of “Difficult
Development Areas” for use by political
subdivisions of the States in allocating
the LIHTC, as required by section 42 of
the Code. as amended. This notice
places no new requirements on the
States, their political subdivisions, or
the applicants for the credit. This notice
also details the technical methodology
used in making such designations.

Executive Order 12612, Federalism

The General Counsel, as the
Designated Official under section 6(a) of
Executive Order 12612, Federalism. has
determined that the policies contained
in this notice will not have any
substantial direct efTects on States or
their political subdivisions, or the
relatonship between the Federal
government and the States, or on the
distribution of power and
responsibilities among the various
levels of government. As a result, the
notice is not subject to review under the
order. The notice merely designates
“DifMicult Development Areas™ for the
use by political subdivisions of the
States in allocating the LIHTC, as
required under section 42 of the Internal
Revenue Code. as amended. The notice
also details the technical methodology
used in making such designadons.

Dated: Ociober 14, 1997.
Andrew M. Cuoma,
Secretary.
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annex D

HOUSING COMMITMENT FOR A CERTIFICATE
OF RESERVATION FOR A LOW INCOME
HOUSING TAX CREDIT ALLOCATION

The Puerto Rico Housing Finance Corporation (“PRHFC” or “Allocating Agency™) hereby
commils to reserving Low-Income Housing Tax Credits pursuant to Section 42 (h)(1)(C) of the
Internal Revenue Code of 1986, as amended (“Code™), by the issuance of this Binding
Commitment as follows:

1. Alloeation Year:

2. Amount of Tax Credits to Be Reserved to the Project: $

3. Name and Address of the Project:

4. Name, Address and Taxpayer Identification Number of Project Owner:

5. Taxpayer LD. No.:

6. Name and Address of Allocating Agency:

T Date of this Binding Commitment:

. Building Identification Numbers: To Be Assigned

9. Project falls within one of the following categorics (mark onc):

a.Credit is deemed necessary to facilitate the restructuring of financing provided to
a project confronting economic difficulties.



b.Credit is deemed necessary to preserve the low-income housing status of the
project or to maintain the total number of available low-income housing units
within Puerto Rico,

c.Credit is requested in connection with the acquisition of a project from the
government of Puerto Rico, or any department, agency, entity or political
subdivision thercof.

PRHFC represents and warrants that this Binding Commitment is binding on PRHFC and its
successors and assigns and that PRHFC is the housing credit agency for the Commonwealth of
Puerto Rico. It is intended that this Binding Commitment shall serve as a commitment to reserve
Tax Credits to the Project Owner under Section 42(h)(1)(C) of the Code with respect to the
Project and that the State Housing Credit Ceiling (as defined in Section 42 (h)(1)(F) of the Code)
shall be reduced in 199____ to reflect this commitment. Pursuant to Section 42(h)(1)F) of the
Code, the portion of the allocation which is to be allocated to each of the buildings in the Project
shall be specified no later than the close of the calendar year in which each such building is
placed in service and shall be reflected in IRS Forms 8609 for each such building. The Project
Owner represents and warrants that no portion of the Project has been placed in service by the
Project Owner in a calendar year in which this Binding Commitment is made.

By:  Puerto Rico Housing Finance Corporation
6" Floor
159 Charddn Avenue
Hato Rey, Puerto Rico 00918

Signature:

Typed or Printed:

Title:

Agency Taxpaver ID Number:

Commitment Date:

COMMONWEALTH OF PUERTO RICO

AFFIDAVIT NO.:

Subscribed before me by , of legal age, .
and resident of , Puerto Rico, who I personally know, in
his'her capacity as of as

of Puerto Rico Housing Finance Corporation and being duly swom,
acknowledged the execution of the foregoing Binding Commitment. In San Juan, Puerto Rico,
this day af , 199

NOTARY PUBLIC



Acknowledged, Agreed and Accepted:

Owner:

By:

Title:

COMMONWEALTH OF PUERTO RICO

AFFIDAVIT NO.:

Subscribed  before me by . of legal age,

, and resident of . Puerto Rico, who |

personally  know, in hisfher  capacily  as of

as General Partner of

and being duly sworn, acknowledged the execution of the

foregoing Binding Commitment.  In San Juan, Puerto Rico, this day of
, 199

NOTARY PUBLIC



PUERTO RICO HOUSING FINANCE CORPORATION
LOW INCOME HOUSING TAX CREDIT PROGRAM
Program Guidelines

Program Description

The Puerto Rico Housing Finance Corporation (PRHFC) is charged with the
responsibility for administering the Low Income Housing Tax Credit Program for Puerto
Rico. Section 42 of the Internal Revenue Service Code contains the regulations
governing the Low Income Housing Tax Credit Program which was created to encourage
the construction and rehabilitation of housing for low and moderate-income individuals
and families. The Federal Low-Income Housing Tax Credit is a reduction in federal tax
liability cach year for ten years for owners and investors in low income rental housing
that is based on the eligible costs of development and the number of qualified low income
units.  Eligible development costs are expenditures which can be included in the
depreciable basis.

The owner must elect to rent a minimum of 20% ol the units to familics with an income
less than 50% of the area median income, or a minimum of 40% of the units o families
with an income less than 60% of the arca median income. The maximum gross rents are
determined by the unit bedroom size and the area median income for specified household
sizes. Utilities paid by the tenant area considered part of the pross rent. Please reler o
the attached Income and Rent Chart (annex 1). The units must remain rent restricted for a
minimum of thirty vears.

The tax credit rate is approximately 4 percent for building acquisition costs, 9 percent for
rehabilitation and new construction costs. but only 4 percent if a development has federal
subsidies or tax-exempt financing. The actual tax credit rate is determined each month
based on prevailing Treasury interest rates. The owner may elect to accept the tax ecredit
rate effective in the month the owner and the PRHFC enter into a Binding Allocation
Agreement.  If" there is no Binding Allocation Agreement between the owner and
PRHIC, the development will be subject to the tax credit rate effective in the month the
development is completed and ready for occupancy (placed in service.)

The maximum annual tax credit a development could be eligible for is determined by
multiplying the eligible development costs (eligible basis) by the percentage of qualified
units or floor space (applicable fraction) and the product (qualified basis) by the
applicable tax credit rate(s).

Developments in certain HUD designated Qualified Census Tracts and Diflicult
Development Areas may be eligible for a higher amount of tax credit as an inducement to



LIHTCP Program Guidelines Page 2

develop affordable housing in areas with the greatest need. Please reefer to the attached
Qualified Census Tracts and Difficult Development Arca Chart (annex 2)0.

Acquisition expenditures are generally only eligible lor tax credit il the development also
qualifies for tax credit for rehabilitation, the ownership prior w0 the acquisition was
continuous for at least ten vears, no substantial rehabilitation has oceurred within the past
ten vears. and the seller and buyer are not related. There are exceptions for certain
developments. (Note:  PRHFC requires a CPA and Attorney opinion regarding a
development’s eligibility for tax credit for acquisition.)

Developments receiving HOME funds can receive an allocation of the 9% tax credit if
40% or more of the residential rental units in the development are occupied by families
with incomes of 50% or less of the area median income. These developments are not,
however, eligible for the 130% of basis credit available to developments in high cost and
difficult to develop areas.

Developments that receive an allocation of tax credit will be subject to a 30-vear Land
Use Restriction Agreement, which will limit the use to affordable housing.  This
Agreement can only be released by foreclosure or the inability of the credit agency to find
a qualified buyer who will continug the low-income use, prompted by a written request Lo
PRHIC from the owner sometime after the beginning ol the final year ol the voluntary or
involuntary compliance period. If the credit agency 15 unable 1o ind a qualified buyer,
the 30-year restriction is released, but the tenants will be protected from eviction for other
than just cause or rent increases for an additional three yvears. Please reler to the attached
copy of the Land Use Restriction Agreement.

States are limited in the amount of annual tax credit authority to $1.25 per capita, any
carry forward of unused credit authority from the previous year, any returned credit in the
current yvear, and any credit awarded to the state from the national poaol.

The tax credit allocated 1o a development will be limited to the amount PRFHC, in its
sole discretion. deems necessary for development feasibility and long-term viability. In
some cases. this amount will be less than the maximum amount to which the
development is entitled. This determination is only for purposes of PRHFC evaluation
and does not warrant to any other party that the development will, in fact, be feasible or
viable.

For the exact details of the program, refer to IRS Section 42 of the 1986 Tax Act. as
amended, and the other related IRS program documents. For a copy of IRS Section 42
and other related IRS program documents, please contact the Housing Development and
Finance Area at (787) 765-7577 ext. 253.

We strongly advise anyone considering the tax credit to seek guidance from a tax
altorney, accountant, a consultant or whatever entity can best give the developer comfort
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in dealing with federal tax issues, PRHIFC will, upon request, provide the latest IRS
rulings and tax changes and will make taxpayers aware of our internal processing
requirements, but cannot be relied on for authoritative interpretations of the tax code.
Employees and officers of PRHFC are not liable for any adverse consequences that affect
the taxpayer or investors as it relates to compliance with the federal tax code.

Application and Credit Allocation Procedures

Submission

Developments may be selected for an allocation of tax credit by the sponsor submitting
and application to PRHIC for considerations under the terms and timetable prescribed in
the Allocation Plan. Applicants may apply for an eligibility competition to receive a
credit allocation during the calendar year. The closing date for accepting applications and
dates 15 detailed in the attached Allocation Plan. Incomplete applications will not be
considered until all corrections have been made and all required exhibits are submitted.

Notice of the application will be sent o the chief executive officer of the local
government jurisdiction, within which the development is located requesting comments
on the development.

Eligibility
Applications will only be considered il they conform with provisions of IRS Section 42,
as amended, and PRHIFC application instructions, are complete, with all required fees and
exhibits, and contain enough financial information to assess the probability of feasibility
aver the mitial 15-year compliance period.

Applications that satisfy the basic threshold qualifications will be further reviewed for
other criteria contained in the state approved Allocation Plan, The allocation process
including a description of the threshold requirements. federal preferences and selection
criteria is detailed in the attached Allocation Plan. which was developed by considering
public comments and the priority housing needs of Puerto Rico,

Developments not approved may be reconsidered later in the vear if additional tax credit
becomes available.

Processing Fees

Developments approved for Reservations or a Binding Allocation Agreement must
satisly all PRHFC processing requirements by December 1 in the vear the tax credit was
reserved to receive either IRS Form 8609 for completed developments or a Carryover
Allocation for Developments that will be completed within the next two years.
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Because of the time required to review documentation and prepare necessary documents,
PRHFC cannot guarantee an allocation to developments approved before December il the
sponsor does not submit the required items for an allocation by December 1.

ALLOCATION STAGES OF PROCESSING

Tentative Reservation

All developments approved for a reservation ol tax credit will start at this stage. Alter
approval, the owner/sponsor will have a stated period of time to progress to another stage
of processing. and ultimately to an allocation. This reservation period is generally sixty
days.

Firm Reservation

To be eligible for this stage of processing, the sponsor must show that they have obtained
a permanent [inancing commitment. The reservation term will vary depending on
Section 42 deadlines imposed on PRHFC, but generally will be for a sixty day period.

Binding Allocation Agreement

This stage of processing is only available for developments that are under the proper
ownership, and where the sponsor has obtained a permanent financing commitment. This
is the stage that PRHFC is willing to bind itself to make an allocation in the future if the
sponsor can satisfy the requirements. This is the stage where the owner can make the
election to lock in the current applicable tax credit rate.

Carrvover Allocation

PRHFC will make Carryover Allocations only to developments under the proper
ownership that have a permanent financing commitment, where the owner can certify that
they have incwrred more than 10% of the expected cost of the development before
December 31 of the vear the tax credit was reserved. PRHFC will require a verifying
certification regarding the 10% test by an independent Attorney or Certified Public
Accountant for all developments by December 1 of the year the tax credit was reserved.

Developments that are unable to satisfy these primary requirements will not be issued a
Carryover Allocation. and tax credit reserved for the development will be recaptured.
Developments that receive carryover allocations will be periodically monitored for
progress, PRHEFC requires progress reports by May 1 of each year following the year the
tax credit was reserved. The Carrvover Allocation Document states PRHFC reserves the
right to recapture the allocated tax credit where it appears that a development is not
progressing to construction completion and will not be placed in service by the required
date,
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Final Allocation (IRS Form 860%)

This is the final stage of processing that is only available to developments with buildings
completed and available for occupancy (placed in service). A development will be issued
IRS Form 8609 for each qualified building when the development is placed in service and
all source and use certifications and supporting documentation has been submitted.
Developments also will be required to have an independent CPA complete the
Certification by Certified Public Accountant section of the Project Cost Certification
before the allocation will be finalized. Developments that qualify for a Carrvover
Allocation and meet the conditions that allow it to be effective for the following two
vears must receive IRS Form 8609 for each qualified building in the year the building(s)
in the development is placed in service. Owners must submit as built plans, the
Certificate of Occupancy, a letter certifying any federal, sate or local assistance received
or to be received for the project’s development or operation and a complete application
form duly signed and notarized, along with the CPA’s Cost Certification to apply for the
Form 8609,

PRHFC Determination of Credit Amount

Section 42(m) of the Internal Revenue Code lists the “Responsibilities of Housing Credit
Agencies,”  Within this section, housing credit agencies are mandated to financially
review developments by considering the financing (sources) and development cost (uses)
and the expected present value of the tax credit benefits expected to be generated. to
insure that no more than the tax credit necessary for development feasibility and viability
is allocated.

The financial review and evaluation by PRHFC will be for its own purpose in
implementing the above-mentioned provision of Section 42 of the Internal Revenue Code
and shall not be construed as a warranty or guarantee to any person that the development
will be feasible and viable over the credit period.

The tax credit allocated by PRHFC will be at its sole discretion. with the primary
considerations being development affordability and feasibility. 1In its review, PRHFC
will assess the comparability and reasonableness of the development cost budget and the
proposed development operating proforma.  Proposed debt service will be reviewed to
determine if'its is supportable.

The main emphasis of the evaluation by PRHIC is to underwrite a development that will
be affordable and profitable, but does not over compensate owners or investors beyond
financial returns accepted by the majority of the market.

Sponsors should be advised that any financial changes in the development application
during processing could change the tax credit assigned to the development. Upward
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adjustments generally will only be made if there is a clear benefit to the tenants(s). The
rents initially approved during processing may only be increased by approval of PRHFC.

Please be aware that the PRHFC reserves the right to change materials or processing
requirements to comply with the Low-Income Housing Tax Credit guidelines or for our
OWN PUIpPOSEs.

Also, please be advised that all judgments of the Corporation relating to a development
submitted for tax credit will be final. Prior to the issuance of a Low-Income Housing Tax
Credit Reservation or Binding Allocation Agreement, no conversation(s) with any,
employee, agent or attorney of PRHIFC concerning the issuance or the provisions of same
may be relied upon by you or any successor in interest of yours, nor shall any such
conversation(s) or information submitted to PRHFC be binding upon PRHFC, except as
may be contained in such written commitment.

Upon filing an application, you acknowledge that you assume all risks of change in
Section 42, and in PRHFC rules or policies coneerning this program, together with any
adverse effects upon you therefrom and any resulting costs thereof.
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Compliance Monitoring

Tax Credit developments may be audited each vear for compliance with the tax credit
rules and regulations including but not limited to:

e recertification of tenant income

e review of rent and utility allowances

e Section 8 Housing Quality Standards
— annually for developments of more than twenty-five (25) units
— biannually for developments with one to twenty-four (24) units

Please refer to the attached Compliance Monitoring Manual.  For questions regarding
compliance monitoring, please contact the Auditing Department at (787) 765-7577 ext.
238.

I hpsi i desanrod s credug ualelin
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PUERTO RICO HOUSING FINANCE
CORPORATION

COMPLIANCE MONITORING PLAN

Annex F to the Low-Income Housing Tax
Credit Allocation Plan

Rev. March 1998




L INTRODUCTION

The Puerto Rico Housing Finance Corporation, as State Credit Agency, has administered
the Low Income Rental Housing Tax Credit Program ("LIHTC") for the Commonwealth of Puerto
Rico since December 30, 1987. As of December 31, 1997 the Agency had allocated dwelling units
placed in service and tax credits to 78 projects, with 5,016 occupied by low income families
throughout the island. Theoretically, the credit is designed to provide the additional return that is
necessary to compensate low income building owners for the reduced rental income.

The Internal Revenue Code (IRC) in its Section 42, and the applicable Treasury Department
regulations govern the administration of the program. The federal law requires that the state
allocating agencies monitor the Tax Credit projects for noncompliance with the provisions of
Section 42 of the IRC. Furthermore, the state credit agency is required to notify the Internal
Revenue Code (IRS) of any noncompliance with the program.

As the State Credit Agency (The Agency), Puerto Rico Housing Finance Corporation, is
responsible to monitor the LIHTC projects.  This guide is intended to describe the rules and
responsibilities of each one of the parties in the compliance process and provide a practical
reference to owners and managers of projects participating in the LIHTC Program.

This plan was prepared and has been reviewed in compliance with the final regulations
published on September 2, 1992 by the Internal Revenue Service in 26 CFR Parts 1 and 602,
"Procedure for Monitoring Compliance with Low Income Housing Credit Requirements”, further

program regulations and IRS notices.

II. FEDERAL LAWS AND REGULATIONS GOVERNING THE LIHTC PROGRAM

The low income housing tax credit was introduced with the Tax Reform Act of 1986.
Congress intended to create a low income subsidy that would provide incentives to increase the low
income housing occupancy level but would impose limitations on the amount of rent owners could

charge to tenants.



During 1988 Congress passed the Technical and Miscellaneous Revenue Act of 1988
(TAMRA), which affected the tax credit provisions under the 1986 statue. The major change was
the liberalization of the rules regarding the project's placed-in-service date. Under TAMRA a
building could be placed in service for up two years following the vear during which the credit was
allocated to the project, if certain tests were satisfied.

Afterwards, Congress passed the Omnibus Budget Reconciliation Act of 1989 and the
Omnibus Budget Reconciliation Act of 1990, each of them extending the credit through December
31, 1990 and December 31, 1991, respectively.

On December 11, 1991 President Bush signed the Tax Extension Act of 1991, extending
the program through June 30, 1992; however, the Corporation received authorization to use the
1991 remaining tax credit balance through December 31, 1992,

On October 10, 1993, President Clinton signed the Omnibus Reconciliation Act of 1993
(OBRA 93). OBRA 93 permanently extended the credit effective July 1, 1993, The act clarified
some of the technical language of previous legislation, including some minor changes to the

Program.

III.  STEPS IN THE COMPLIANCE PROCESS

A, Low Income Housing Program Reports

Alter the projects are placed in service, the person or company in charge of the
management of a low income housing tax credit project must complete and submit to the Agency a
Quarterly Status Report for each building in each project. (Copy of the report forms are included as
Appendix 1), The Quarterly Status Report must be accompanied by Income Certifications of each
new move-in and Recertifications of income for each existing tenant. These reports must be
submitted to the Agency by the 15th day after the end of each quarter during the compliance period.

In addition, a Unit Status Report will be prepared on a quarterly basis for each unit
in the project after it is placed in service. The report will be transmitted to the Agency by the 15th
day afier the end of each quarter. (Copy of the Unit Status Report and instructions are included as

Appendix 2.)



B. Annual Certifications
The Owner and the Management Agent must certify by December 31st of each year
during the compliance period that the project meets the requirements of Section 42. Each
certification must be duly notarized and submitted to the Ageney with 30 days after close of the
vear. (A model of the "Annual Certification of Owner and Management Agent" is included as
Appendix 3).
C. Annual Review
The Agency will schedule on site project inspections throughout the compliance
period. During the review the tenant files, as well as the records described in the recordkeeping
portion of this plan, will be examined for project compliance. The Agency will report on its
findings and the owner and/or the management company must respond in writing within thirty (30)
days to the Agency. The response must indicate the manner in which corrective actions have been
taken.
D. Follow Up Reviews
The Agency will perform as many follow up reviews as it may deem necessary after
its review of the project.
E. Notification to IRS of Noncompliance
The Agency will notify the Internal Revenue Service within thirty (30) days of any

knowledge of noncompliance with Program requirements, as detailed in Section VIII, below.

IV.  RESPONSIBILITIES OF THE PARTIES INVOLVED

A. Puerto Rico Housing Finance Corporation
Once a final allocation is awarded 1o a project, the Agency has the responsibility of
monitoring the project to guarantee compliance with Section 42 of the Internal Revenue Code and
its regulations. The Agency will comply with this responsibility through:
1. The review of the Quarterly Status Reports, the Unit Status Report, the
Annual Certifications of Owner and Management Agent and any other
LIHTC compliance reports as may be requested,

2. The examination of income certifications and recertifications,



3. The performance of periodic reviews of tenant files and on-site inspections
of the projects,

4. Offering continuing education to the owner or developer, the management
company and on-site personnel to guarantee compliance with federal
regulations and Agency's rules, and

5. Conducting any necessary follow up reviews,

. Owner or Developer

It is very important that the owner provide the Agency with all required information,
reports and documentation in a timely manner. If the owner determines that the project is not in
compliance with the Low Income Housing Tax Credit Program requirements, he must notify the
Agency immediately.

In exchange for the benefits of a tax credit allocation, the owner or developer must
comply with allocation, the owner or developer must comply with certain requirements. Among
those responsibilities are:

| Compliance with Section 42 of the IRS Code

Owners and developers shall provide information documenting the project's
overall economic feasibility. Prior the developer and its accountant must certify the total project
costs.

The developer must also certify that all requirements of the Program have
been met, Any violation of the requirements of the Program could result in the loss of the tax
credits issued to the developer.

e Proper Administration
The owner or developer is responsible to the Agency to insure that the

project is properly administered. The owner must comply with all rules, regulations and policies
that govern the project.

It is owner's responsibility to keep the Agency informed throughout all
phases of development, rent-up and operation. This includes the initial phases of construction, the
scheduled placed-in-service date, the completion of the project, and any major changes that are

made at any time.



3. Record Keeping Provisions

The owner of a low income housing tax credit project must keep records for

each qualified building in the project showing the following information:

a. The total number of units in the building, including the number of
bedrooms and the square feet size of each unit,

b. The percentage of low income units in the building,

c. The rent charged on each unit in the building (including any utility
allowances).

d. The low income unit vacancies in the building and information
showing when and to whom the next available units were rented,

e The low income certification of each low income tenant and
documentation to support that certification, and

f. The character and use of the nonresidential portion of the building
included in the building's eligible basis under Section 42 (d).

4, Certification and Review Provisions
a. Certifications: During the compliance period , the Agency requires

the owner to certify by December 31st of each year, under penalty of
perjury, that the project meets the requirements of the 20/50 test
under Section 42 (g) (1) (A), the 40/60 test under Section 42 (g) (1)
(B) or the 15/40 test under Sections 42 (g) (4) and 42 (d) (4) (B) for

"deep rent skewed" projects.

The owner also has to certify under penalty of perjury:

1. that the owner has received an annual low  income
certification from each low income tenant and documentation

to support that certification;

e that each low income unit is rent-restricted under Section 42
() (2);
3. that all units in the project are for use by the general public

and are used on a nontransient basis;



10.

that cach building in the project is suitable for occupancy,
taking into account local health, safety, and building codes;
that there has been no change in any building's eligible basis
under Section 42 (d) (or if there has been a change, explain
the nature of it);

that the tenant facilities included in the eligible basis of any
building in the project, such as swimming pools, other
recreational facilities, an parking areas, are provided on a
comparable basis, without additional charge to the tenants in
the building;

that if a low income unmit in the project becomes vacant
during the year, reasonable attempts are made to rent that
unit to tenants having a qualifying income;

that while the unit is vacant no units of comparable or
smaller size are rented to tenants not having a qualifving
income; and

that if the income of tenants of low income units increases
above the limits allowed in Section 42 (g) (2) (D) (ii), all
comparable units that are available of smaller size or that
subsequently become available in the same building will be
rented to tenants having a qualifying income.

That the Ownerl complied with all fair housing and equal
opportunity requirements and with the provisions of any
Federal, State, or local law prohibiting discrimination in
housing on the grounds of race, color, religion or creed, sex,
national origin, age, familial status or handicap. including
Title VIII of the Civil Rights Act of 1968.

Yearly Review:
The Agency will conduct a yearly review of the copies of the annual

low income certification on each low income tenant, the



documentation that the owner has received to support that
certification and the rent record for each low-income tenant in at
least 20 percent of the low-income units in the project.

c. On-Site Inspections:

The Agency will also inspect, at its discretion, a reasonable number
of low income projects each year. The inspection will include at a
minimum, an on-site review of the tenant low income certifications
for that year, and any other previous year at the discretion of the
Agency, the documentation the owner has received to support those
certifications and the rent record for each low-income tenant in at
least 20 percent of the low-income in the project.

d. Reasonable Notice:

The Agency will notify the owner ten days in advance that an
inspection will oceur so that the owner may assemble the records.
5. Record Retention Provisions

The records for a building should be kept by the owner for a minimum of 6

years bevond the end of the compliance period of the building.
The Agency will retain records ol noncompliance or failure to certify for 6
years beyond its filing the respective Forms 8823 "Low Income Housing
Credit Agencies Report of Noncompliance”.
In all other cases the Agency will retain the certifications and records for 3
years from the end of the calendar vear where they are furnished.
5 Management Company and On-Site Personnel
The Management Company and all on-site personnel are responsible to the owner or
developer for implementing the Program requirements correctly.
It is their responsibility to be thoroughly familiar with all federal an state laws, rules
and regulations governing certification an rental procedures.
They are also responsible for providing all information needed by the Agency and
submitting all required reports and documentation in a timely manner. If the Management

Company becomes aware of noncompliance with the Program requirements, the owner an the
£ s



Agency must be notified immediately. All correspondence on the matter should be sent to each of

the foregoing parties.

V. OCCUPANCY REQUIREMENTS

A, Who May Rent a Low Income Housing Tax Credit Unit

Low Income Housing Tax Credit Units must be made available to the general public
on a nondiscriminatory basis with respect to race, color, religion, age, sex or national origin. The
primary consideration for eligibility is the gross annual income of all household members.

The actual limitation of gross maximum family income is determined by the
owner's selection of a 50/20, 60/40 or 40/15 set-aside. This selection is part of the Program's
application for an allocation of tax credits. The election is irrevocable.

The 50/20, 60/40 or 40/15 set-aside refers to the maximum household income and
the minimum number of units that must be set-aside or occupied by qualified tenants. An owner
who elected the 50/20 set-aside must rent a minimum of 20% of the units contained in the project to
households whose maximum income does not exceed 60% of the area median income, as delined
by HUD. An owner who clected the 60/40 set-aside must rent a minimum of 40% of the units in
the project to houscholds whose maximum income does not exceed 60% of the area median
income.

Only the HUD published data can be used to determine the area median income.

B. Establishing LIHTC Rents

The LIHTC Program allows the developer to charge rents based on the median
income of the metropolitan area in which the project resides, adjusted to family size. HUD
reexamines its statistical data base and publishes new statistics generally in the early part of each
year. Rents, including utilities, may not exceed 30% of qualifying income.

To calculate the maximum allowable rents we musl know:

| The area median income,
£ The qualifying test selected by the developer,
3. The size of the family occupying the unit,

4. The adjustments to area median income for household size.



The law sets the houschold size bases on 1.5 persons per bedroom. The following
steps must be followed to calculate the maximum allowable rents:

1. Find the HUD data for the vear and area applicable to the project,

2. For each unit, determine the appropriate household size (1.5 persons per
bedroom),
Determine which qualifying test was selected by the developer,
Calculate the qualifying income,

Calculate the maximum monthly rent,

R

Calculate the net rent, subtracting the appropriate utility allowance.
Annual Income Definition and Determination

It is the owner's responsibility to determine the income that the tenant will receive in
the immediate twelve months period following occupancy and for each twelve months period
following certification. The owner should convert all verified income to Annual Income amounts.

Annual Income is the anticipated total income from all sources received by all
family members, including all net income derived from assets for the twelve month period
following the effective date of certification. Annual Income does not include income from
employment of children under the age of 18 years.

. Verification Requirements and Procedures

The owner shall verify all income, household characteristics, and any circumstances
that may affect eligibility and compliance with the LIHTC requirements. The detailed procedures
are included in Appendix 4, "Verification Requirement and Procedures".

L. Establishing LIHTC Rents in Subsequent Years

Each year, the owner must recompute the maximum allowable rent and the utility
allowances for each project using the latest publication by HUD.

If"a LIHTC restricted unit is rented to an unqualified tenant or the owner charges
rents in excess of the maximum allowable rent, the unit could be subject to recapture. The project
should never fall below the minimum set-aside.

F. Annual Recertification

The annual recertification shall be complied with as detailed in Appendix 5,

"Annual Recertifications”.



VI.  AUDITING

The Agency reserves the rights to perform an audit on any building that has been allocated
tax credits at any time during the compliance period of the building. An audit and a review of the

records are described in the recordkeeping provisions of this Plan.

VII. NOTIFICATION TO OWNER

The Agency does not receive in writing the required certification and quarterly reports, or if
the Agency discovers on audit, inspection or review, or in some other manner, that the project is not
in compliance with the provisions of Section 42 of the IRS Code, the Agency will notify the owner
of the low income project in writing as soon possible.

The owner will have sixty (60) days from the date of the notice to supply the missing
certification, or to correct the noncompliance. However, if the Agency determines that there is
good cause to extend the correction period, it may extend the initial sixty-day period to one hundred

twenty (120) days.

VIII. NOTIFICATION TO IRS OF NONCOMPLIANCE

At the expiration of the term for correction, the Agency will have thirty (30) days to notufy
the IRS whether the noncompliance or failure to certify has been corrected.

The Agency should notify the IRS by filing Form 8823, "Low Income Housing Credit
Apencies Report of Non Compliance”.

The Agency will explain on Form 8823 the nature of the noncompliance or failure to certify
and will indicate whether the owner has corrected the findings or not.

If a building falls entirely out of compliance with Section 42, so that no credit is allowable
for the current taxable year or any future taxable year during the compliance period, the Agency
will file a single Form 8823 when it becomes aware of such event. The Agency will report on the

Form 8823 that the building is entirely out of compliance and will not be in compliance in the

future.



IX. FEES

During the compliance period, the owner of a Low Income Housing Tax Credit project will
deposit with the Agency by January 31st of each year the monitoring fee as defined in Section VIII
of the Allocation Plan.

Housing/Auditoria/Procedimientos/Monitoring-Plan
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ACCEPTED UNITS
{AS. NOTED OX THE LINTC QUARTERLY STATUS REPORT] (ForMm TC-92 CM1). UwiTs
FOR WHICH CERTIFICATES OF OCCUPANCY HAVE BEEN ISSUED.

AGENCY
PUERTO RicO HOUSING FINANCE CORPORATION, AS DESIGNATED STATE CREDIT AGENCY
FOR THE COMMONWEALTH OF PUERTO RICO.

ANNUAL INCOME
TOTAL INCOME ANTICIPATED TO BE RECEIVED BY A TENANT FROM ALL S8OURCES INCLUDING
ASSETS FOR THE COMING YEAR,

ANNUAL HOUSEHOLD INCOME
A REVIEW OF ALL PERSONS WHO INTEND TO PERMANENTLY RESIDE IN A UNIT. THE ANNUAL
INCOME IS DEFINED AS INCOME AS OF THE DATE OF OCCUPANCY FOR THE COMING YEAR.

ANNUAL MANAGEMENT REVIEW
A REVIEW OF A PROJECT MADE ANNUALLY BY THE AGENCY, WHICH INCLUDES AN
EXAMINATION OF RECORDS, A REVIEW OF OPERATING PROCEDURES, AND A VISUAL
INSPECTION OF THE PROJECT.

APPLICATION

FORM COMPLETED BY A PERSON OR FAMILY SEEKING RENTAL OF A UNIT IN A PROJECT. AN
APPLICATION SHOULD BE IN A FORM APPROVED BY THE AGENCY AND SHOULD SOLICIT
SUFFICIENT INFORMATION 50 AS TO DETERMINE THE APPLICANT'S ELIGIBILITY AND
COMPLIANCE WITH FEDERAL AND AGENCY GUIDELINES.

ASSETS
ITEMS OF VALUE, OTHER THAN NECESSARY PERSONAL ITEMS, WHICH ARE CONSIDERED IN
DETERMINING THE ELIGIBILITY OF A HOUSEHOLD.

ASSET INCOME
THE AMOUNT OF MONEY RECEIVED BY A HOUSEHOLD FROM ITEMS OF VALUE AS DEFINED.

AWARD OR BENEFIT LETTER

NOTIFICATION OF INCOME FORM WHICH 1S COMPLETED BY THE AGENCY OR COMPANY
PROVIDING BENEFITS TO TENANTS. SUCH INCOME WOULD INCLUDE SOCIAL SECURITY,
PENSION, SUPPLEMENTARY SECURITY INCOME (SS1) OR DISABILITY INCOME.

CERTIFICATION YEAR

THE 12-MONTH PERIOD BEGINNING ON THE DATE THE UNIT 18 FIRST OCCUPIED AND EACH
12-MONTH PERIOD COMMENCING ON THE SAME DATE THEREAFTER,

COMPLETION CERTIFICATE
THE DEVELOPER'S STATEMENT, FURNISHED TO THE AGENCY THAT THE ACQUISITION AND

CONSTRUCTION OR SUBSTANTIAL REHABILITATION OF THE PROJECT HAS BEEN
SUBSTANTIALLY COMPLETED.

COMPLETION DATE

THE SPECIFIED ATE ON WHICH A PROJECT IS COMPLETED AS SET FORTH IN THE
COMPLETION CERTIFICATE.



COMPLIANCE
THE ACT OF MEETING THE REQUIREMENTS AND CONDITIONS SPECIFIED UNDER THE LAW
AND THE LIHTC PROGRAM REQUIREMENTS.

COMPLIANCE TRAINING CONFERENCE
A MEETING HELD BY THE AGENCY OR THE MONITORING AGENT WITH THE
GWNEHHIJEVELOI’ER AND/OR REPRESENTATIVE AND MANAGEMENT STAFF, IF POSSIBLE,
WITHIN 45 DAYS OF RECEIPT OF A FINAL TAX CREDIT ALLOCATION TO REVIEW FEDERAL
STATE LAW AGENCY POLICIES AND REPORTING PROCEDURES FOR THE LIHTC PROGRAM,

CURE PERIOD
A REASONABLE TIME AS DETERMINED BY THE AGENCY FOR AN CWNER TO CORRECT ANY
VIOLATIONS WHICH HAVE RESULTED IN DEFAULT UNDER THE LAND USE RESTRICTION
AGREEMENT.

CURRENT ANTICIPATED INCOME
GROSS INCOME AS OF THE DATE OF OCCUPANCY THAT 18 EXPECTED T0 BE RECEIVED RY
THE TENANT OR TENANTS FOR THE UPCOMING TWELVE MONTHS.

DEVELOPER

AKY INDIVIDUAL, ASSOCIATION, CORPORATION, JOINT VENTURE OR PARTNERSHIP WHICH 15
A SPONSOR OF A LIHTC PROJECT.

DISCREPANCY LETTER
LETTER SENT BY THE AGENCY OR THE COMPLIANCE MONITORING AGENT TO THE PROJECT
MANAGER, MANAGEMENT COMPANY AND/OR OWNER/DEVELOPER LISTING ANY
DISCREPANCIES NOTED ON A PARTICULAR QUARTERLY STATUS REPORT (FORM TC-92
MC1) AND ANNUAL REPORT, OR AN ANNUAL MANAGEMENT REVIEW.

EARNED INCOME TAX CREDIT
INCOME IN THE FORM OF A TAX CREDIT GIVEN 10 FAMILIES WITH BOTH A DEPENDENT AND
ANNUAL EMPLOYMENT INCOME OF LESS THAN THE AMOUNT SPECIFIED ON THE EARNED
INCOME CREDIT TABLE ISSUED BY THE INTERNAL REVENUE SERVICE. IT IS COUNTED AS
INCOME OKLY TO THE EXTENT THAT IT EXCEEDS TAX LIABILITY.

EFFECTIVE TERM OF A VERIFICATION
NOT TO EXCEED 120 DAYS. A VERIFICATION IS VALID FOR 90 DAYS, AND MAY BE
UPDATED ORALLY FOR AN ADDITIONAL 30 DAYS, A VERIFICATION MUST BE WITHIN THE
EFFECTIVE TERM AT TIME OF TENANT'S INCOMIE CERTIFICATION.

ELIGIBLE PERSON
OKE OR MORE PERSONS OR A FAMILY DETERMINED TO BE OF VERY LOW-INCOME.

EMPLOYMENT INCOME

WAGES, SALARIES, TIPS, BONUSES, OVERTIME PAY, OR OTHER COMPENSATION FOR
PERSONAL SERVICES FROM A JOB,

EVENT OF NONCOMPLIANCE

OCCURS WHEN THE DEVELOPER FAILS IN THE PERFORMANCE OF COMPLIANCE
OBLIGATIONS.

FAIR MARKET VALUE

AN AMOUNT WHICH REPRESENTS THE TRUE VALUE AT WHICH PROPERTY WOULD BE SOLD
ON THE OPEN MARKET,



PRHFC
PUERTO Rico HOUSING FINANCE CORPORATION [STATE CREDIT AGENCY)

GROSS INCOME - SEr ANNUAL HOUSEHOLD INCOME

HOUSEHOLD
THE INDIVIDUAL, FAMILY, OR GROUP OF INDIVIDUALS LIVING TOGETHER AS A UNIT.

IMPUTED INCOME (FROM ASSETS)
THE ESTIMATED EARNING POTENTIAL OF ASSETS HELD BY A TENANT USING THE POTENTIAL
EARNING RATE ESTABLISHED BY HUD. THE CURRENT RATE IS PROVIDED BY THE AGENCY
IN ITS INSTRUCTIONS TO THE INCOME CERTIFICATION.,

INCOME CERTIFICATION
DOCUMENT BY WHICH THE TENANT CERTIFIES MIS/HER INCOME, FOR THE PURPOSE OF
DETERMINING WHETHER THE TENANT WILL BE OF VERY LOW-INCOME ACCORDING TO THE
PROVISIONS OF THE LIHTC PROGRAM.

INCOME LIMITS
MaXIMUM INCOMES AS DEFINED BY THE AGENCY FOR PROJECTS GIVING THE MAXIMUM
INCOME LIMITS PER UNIT FOR VERY LOW-INCOME [50% OR GO% OF MEDIAN) UNITS.
THESE LIMITS WILL BE ADJUSTED PERIODICALLY BY THE AGENCY BASED ON MEDIAN
FIGURES PROVIDED BY HUD.

INELIGIBLE PERSON
ONE OR MORE PERSONS OR A FAMILY WITIO APPLY FOR RESIDENCY IN A SET-ASIDE VERY
LOW-INCOME UNIT AND WHOSE COMBINED INCOME EXCEEDS THE CHOSEN INCOME
LIMITATION (1.E., 50% OR 60% OF MEDIAN] OR SOMEONE LIVING IN A SET-ASIDE UNIT
WHO 18 NOT CERTIFIED OR UNDER LEASE.

LAND USE RESTRICTIVE COVENANTS AGREEMENT
THE AGREEMENT BETWEEN THE AGENCY AND THE DEVELOPER RESTRICTING THE USE OF
THE PROJECT DURING THE TERM OF THE LIHTC COMPLIANCE PEIRIGL.

LEASE
THE LEGAL AGREEMENT BETWEEN THE TENANT AND THE OWNER WHICH DELINEATES THE
TERMS AND CONDITIONS OF THE RENTAL OF A UNIT.

MANAGEMENT COMPANY
A FIRM SELECTED BY THE OWNER/DEVELOPER TO OVERSEE THE OPERATION AND
MANAGEMENT|OF THE PROJECT AND WHO ACCEPTS COMPLIANCE RESPONSIBILITY.

MANAGEMENT PLAN

PLAN WHICH DELINEATES POLICIES UNDER WHICH A PROJECT WILL BE MANAGED SUCH AS
OCCUPANCY STANDARDS AND MAINTENANCE PLAN.

MEDIAN INCOME
A DETERMINATION MADE THROUGH STATISTICAL METHODS FSTABLISHING A MIDDLE POINT
FOR DETEEMINING INCOME LIMITS. MEDIAN 15 THE AMOUNT THAT DIVIDES THE
DISTRIBUTION|INTO TWO EQUAL GROUPS, ONE GROUP HAVING [INCOME ABOVE THE MEDIAN
AND ONE GROUP HAVING INCOME BELOW THE MEDRIAN.

MONITORING AGENT
THE AGENCY QR ITS DESIGNATE RESPONSIBLE FOR MONITORING THE G".‘I.I’NJ:IHI.-"I:JIS"-'ISI..UE’E'LH’E&
COMPLIANCE WITH THE TEEMS AND CONDITIONS SPECIFIED UNKDERE THE LAW AND THI
LIHTC PROGERAM.
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OWNER/DEVELOPER - SEE DEVELOPER

PERSONAL PROPERTY CONSIDERED AS ASSETSE
PROPERTY HELD AS AN INVESTMENT (GEMS, JEWELRY, COIN COLLECTIONS, ANTIQUE CARS).
NECESSARY ITEMS (SUCH AS CLOTHING, FURNITURE, CARS, ETC.) ARE NOT CONSIDERED AS
ASSETS,

PROJECT
RENTAL HOUSING DEVELOPMENT RECEIVING A LIHTC ALLOCATION.

REAL PROPERTY CONSIDERED AS ASSETS
OWNERSHIP IN BUILDINGS OR LAND.

SECTION 8 OF THE U. S. HOUSING ACT OF 1937, AS AMENDED
REGULATIONS USED IN DEFINING AND DETERMINING INCOME AS REQUIRED UNDER
SecTion 103(B) (4) (A) OF THE INTERNAL REVENUE CODE OF 1954, AS AMENDED,

STUDENT - (FOR PURPOSES OF THE INCOME CERTIFICATION)
ANY INDIVIDUAL WHO HAS BEEN, OR WILL BE, A FULL-TIME STUDENT AT AN EDUCATIONAL
INSTITUTION WITH REGULAR FACILITIES AND STUDENTS, OTHER THAN CORRESPONDENCE
SCHOOL, DURING FIVE MONTHS OF THE YEAR.

SUBSTANTIAL REHABILITATION PROJECTS
For PURPOSES OF THE LIHTC PROGRAM, PROJECTS IN WHICH THE GREATER OF 10
PERCENT OF THE ADJUSTED BASIS OF THE BUILDING OR $3,000 PER LOW-INCOME SET-
ASIDE UNITS 158 EXPENDED FOR REHABILITATION PURPOSES,

TENANT
QCCUPANT OF A UNIT TO WHOM THE URIT IS LEASED,

TENANT FILES
COMPLETE AND ACCURATE RECORLYNS PERTAINING T0 EACH DWELLING UNIT, CONTAINING
THE APPLICATION FOR EACH TENANT, VERIFICATION OF [NCOME OF EACH TENANT,
INFORMATION AS TO ASSETS, AN INCOME CERTIFICATION, AND LEASE. ANY AUTHORIZED
REPRESENTATIVE OF THE AGENCY, THE COMPLIANCE MONRITORING AGENT, THE
DEPARTMENT OF TREASURY OR THE INTERNAL REVENUE SERVICE MAY BE PERMITTED
ACCESS TO THESE FILES.

VERIFICATION
INFORMATION FROM A THIRD PARTY WHICI 1S COLLECTED IN ORDER TO CORROBORATE THE
ACCURACY QF INFORMATION CONCERNING INCOME PROVIDED BY APPLICANTS TO A
PROJECT.

VERIFICATION REQUEST FORM
THE FORM USED BY MANAGEMENT TO REQUEST VERIFICATIONS OF [NCOME FROM THE
SOURCE OF THE INCOME. THE FORM MUST STATE THE PURFOSE OF THE REQUEST,
INCLUDE A RELEASE STATEMENT BY THE APPLICANT, AND REQUEST THE FREQUENCY AND
AMOUNT OF PAY.

SOURCE: HOUSING TAX CREDITS 1991: STATE AGENCY ADMINISTEATION AND
THE PRIVATE AND NON-PROFIT SECTOLRS, PART vi, “STATE AGENCY MONITORING",
PAGES vi-13, THRU vi-16, MARCH 20-21, 1991,

& ALLLOCATLON]
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INSTRUCTIONS TO COMPLETE UNIT STATUS REPORT FORM

Reporting Period
Property Name

Identification Number

A, Unit Number

B. Tenant Name

C.  Social Security

D. The number of bedrooms

E. The number of persons

F. Number of Dependents

G. Move-In Date or
Move-Out Date

H. Last Effective Date

Indicate the reporting period for this report.
Identify the project’s name.

Provide the identification number assigned by the
Agency.

Number of Unit being reported.

Indicate name of Head of household. Enter "0" if the
unit is not under lease or otherwise vacant.

Provide the social security number of the Head of
houschold. Enter "0" if the unit is not under lease or
otherwise vacant.

Indicate the total number of bedrooms in this unit.

Indicate the total number of persons in this
household. Write "0" if this unit is vacant.

Indicate the total number of dependents in this
houschold.

Indicate move-in date for each occupied unit. For
vacant units, list the move-out date for the most
recent tenant.

Indicate effective date of the move-in or move-out, as
applicable.



M.

Action

Tenant Annual Income

Contract Unit Rent

Utilities

Total Tenant Payment

Tenant Payment

Housing Assistance Payment
(HAP)

For each unit, indicate whether it is:

Annual Certification
= Interim Certification
= Move-Out

Rent Change

Unit Transfer

o s L B o—

Indicate the household's annual (gross) income as
reported on the most recent Tepant Income
Certification.

Indicate the rent HUD or Contract Administrator has
approved for the unit type.

Indicate the utilities amount approved for this unit. if
all utilities are included in the rent, enter "0".

Indicate the Total Tenant Payment. The tenant
payment is equal to the Gross Rent (Contract Unit
Rent plus Utilities) less the Housing Assistance
Payment (HAP).

Indicate the tenant payment. The tenant payment is
equal to the TTT less Unlities.

Indicate the housing assistance payment approved for
the tenant.



APPENDIX 3

Project:
Date:

ANNUAL CERTIFICATION OF OWNER AND MANAGEMENT AGENT
(model)

[ hereby certify under penalty of perjury:

a. that I have received an annual low income certification from each low income tenant
and the documentation to support that certification;

b. that each low income unit is rent-restricted under Section 42 (g) (2):

¢. that all units in the project are for use by the general public and are used on a non-
transient basis;

d. that each building in the project is suitable for occupancy taking into account local
health, safety, and building codes;

e. that there has been no change in any building's eligible basis under Section 42 (d)
(or if there is a change, explain the nature of it);

f.  that the tenant facilities included in the eligible basis of any building in the project
are provided without additional charge to the tenants in the building;

g. that if a low income unit in the project becomes vacant, reasonable attempts are
made to rent that unit to tenants having qualifying income;

h. that while the unit is vacant no units of comparable or smaller size are rented to
tenants not having a qualifying income;

i, that if the income of tenants of low income units increases above the limit allowed

in Section 42 (g) (2) (D) (ii), the next available unit will be rented to tenants having
a qualifying income;



Date:

APPENDIX 3
Page 2

That T complied with all other fair housing and equal opportunity requirements and
with the provisions of any Federal, State, or local law prohibiting discrimination in
housing on the grounds of race, color, religion or creed, sex, national origin, age,
familial status or handicap, including Title VIII of the Civil Rights Act of 1968,

[Motarized]



APPENDIX 4

VERIFICATION REQUIREMENTS AND PROCEDURES

A. General Requirements

] Owners shall verify all income, household characteristics, and any circumstances
that may affect eligibility and compliance under the LIHTC guidelines.

2. Written verification should be obtained directly from the income sources whenever
possible.
3. Owners are advised to maintain documentation of all verification efforts for at least

three years after the effective date of the tenant's certification or recertification.

B. Acceptable Methods for Verifying Information

IF Written verification by a third party in preferred, as follows:

a. the owner's request for verification should state why the information is being
requestied and include a statement signed by the applicant/tenant authorizing
the release of the information;

b. owners must send the verification forms directly to the source, not through
the applicant.

' when written verification is not possible, the most acceptable form of
verification is direct contact with the source. The owner must document the
conversation for the applicant's file and include all information that would
have been provided in a written verification plus the date, time and the
person's name providing the information and their qualification to provide
the information.

2, Review af Applicant Supplied Documents
Owners may use documents submitted by the applicant when information does not

require third party verification (i.e. birth certificate) or third party verification is impossible or
delayed beyvond four weeks of initial date of request.



3, Applicant's Affidavit

Owners may accepl an applicant's notarized statement or signed affidavit only if
other preferred forms of verification cannot be obtained.

C. Effective Term of Verification

Once qualified, a tenant is eligible to receive LIHTC rental benefits for one year from the
date of occupancy.

D. Expediting the Verification Procedure

1. In order to expedite the verification process, owners should maintain a checklist for
each tenant to document the verification process.

2 Develop standard forms for all information that must be verified.

el

Ask applicants/tenants to sign the copies of each verification form retaining one
original in the applicant's file.

4. Make personal contacts with large employers and public assistance agencies from
which a large number of tenants receive income or benefits.

i Give the applicant an opportunity to explain any significant differences between the
amounts reported by the applicant and the amounts reported on third party

verifications in order to extract the correct information. Reverify if necessary.

E. Acceptable Forms of Verification

Owners should develop verification forms and procedures that comply with the following
requirements.

1. Employment/income: Any verification form should request the employer to specify
the:
a. Frequency of pay;
b. effective date of the last pay increase;
v probability and effective date of any increase during the next twelve (12)

months (e.q. cost of living increases in labor contracts).
) Acceptable forms of verification include:

a. Employment verification form completed by the employer;



Lad

check stubs or earning statements showing employee's gross pay per pay
period and frequency of pay;

w-2 forms if applicant has had the same job for at least two years and pay
increases can be accurately projected:

notarized statements, affidavits or income tax returns signed by the applicant
describing self-employment and the amount of earned income and other
gratuities.

Social Security, Pensions, Disability Income:

Benefit verification form completed by agency providing the benefits;

award or benefit notification letters prepared and signed by the authorizing
agency. (Since checks or bank deposit slips show only net amounts
remaining after deductions for Medicare, they may be used only when award
letters cannot be abtained.);

if a local Social Security Administration (SSA) office refuses to provide
written verification, the owner should meet with the office supervisor, the
verification forms in a timely manner, the owner may accept a check or
automatic deposit slips as interim verification or State Health Insurance
withholdings are included in annual income.

Unemployment Compensation:

d.

b.

Verification form completed by the unemployment compensation agency;

Records from unemployment office stating payment dates and amounts.

Alimony or Child Support Payments:

Copy of a separation or settlement agreement or a divorce decree staying
amount and type of support and a schedule of payments;

a letter from the person paying the support;
applicant's notarized statement or affidavit as to amount received or that

support payments are not being received and the likelihood of support
payments being received in the future.



f3. Earned Income Tax Credit:

a. For credits applied in one lump sum against tax liability, use Income Tax
Return (IRS Form 1040 or 1040A);

h. for credits applied through regular salary pay checks, use IRS Form W-5
(Earned Income Credit Advance Payment Certificate).

7. Net Income from a Business

The tenant must provide a projection or estimate of income and expense to be
realized by the business during the next 12 months. The owner may use the previous years
financial information to substantiate the reasonableness of the tenants projection. The following
documentation should be used in the verification process.

a. IRS Tax Return, Form 1040;

b. an accountant's calculation of depreciation expense, computed using
straight-line depreciation rules. (Required when accelerated depreciation is
used on the tax return or financial statement.};

5 financial statements, preferably audited, of the business.

d. loan/application listing gross income realized by the business during the
previous 12 months;

C. applicant's notarized statement or affidavit as to net income realized from
the business during previous year.

8. Recurring Gifts:

a. Notarized statement or affidavit signed by the person providing the
assistance. The statement should define the purpose, dates, and value of
pifts. Copies of canceled checks ore receipts can be used to verify tuition,
fees, books, and equipment, and other such net income and expenses that are
not expected to change during the next 12 months.

b. receipts or bills for rent and utility costs paid by others on behalf of the
family.
4, Savings Accountant Interest Income and Dividends:
a. Accountant statements, passbooks, certificates of deposit, etc., or a writlen

statement from the financial institution describing the source and the amount
of the earnings;



b. broker's quarterly statement showing value of the earnings credited to the
applicant;

c. if an owner accepts an IRS Form 1099 from a financial institution, the
owner must then project the eamings expected for the next 12-month period.

Variable interest rates, etc., could affect the applicant's income.

10.  Interest Income form Sale of Real Property Pursuant to a Purchase Money
Mortgage, Installment Sales Contract or Similar Agreement:

a. A letter from an accountant, attorney, real eslate broker, the buyer, or a
financial institution stating interest due for the next 12 months;

b. amortization schedule showing interest for the next 12 months following the
effective date of the certification.

11. Rental Income form Property Owned by Applicant

Owners must adjust these amounts for changes expected during the next 12 months.

Use

a. IRS Form 1040 with Schedule E (Rental Income);

b. copies of latest rent checks, leases, or utility hlls;

e documentation of applicant's rental income and related expenses in renting
the property (tax statements, insurance premiums, receipts for reasonable
maintenance and utilities, bank statements or amortization schedules
showing monthly interest expense).

F. Tracking the Verification ’rocess

The resident manager should maintain a tracking system to manage the timely completion
of the tenant verification process.



ANNUAL RECERTIFICATIONS

A. The Need to Recertify

Each vear prior to the anniversary date of the tenant’s lease, the landlord must recertify the
tenant information which is subject to change (e.g. family status, gross family income etc.).

B. Recertification Procedure

To expedite the recertification process the property manager should:

L.

7

8,

Notify the tenant of the need to recertify;

Incorporate the tenant's responsibility for recertification, including the timeless, into
the lease;

give the tenant 60 days' notice prior to the lease termination date of the need to
recertify;

complete all recertification steps at least 30 days prior to the lease termination date
so that rent may be increased to market or notice to vacate can be given 30 days in
advance of the termination of the tenant's lease;

send a follow-up request if the tenant does not respond within 10 days of the request
for the recertification information.

interview the tenant to obtain information to verify income, assets, and family
composition;

tenants must sign the Income Verification Forms and other verification forms as
required,;

verify all information.

. Failure to Recertify

If the tenant does not comply with the recertification process, the owner may, at his

discretion:

Terminate the tenant’s lease for failure to comply with the terms of the rental
contract,



2. make sure that he complies with the requirements to give advance lermination
notice, as established in the lease contract;

3. whenever possible, transfer the tenant to a market rate unit, to maintain LIHTC
compliance of the restricted unit.

NOTE: An increase in rent to market rent may seem a good way to encourage the
tenant to complete the recertification process, but may render the unit out of compliance.

D. Tracking Project Compliance
L The management company should keep the owner appraised of compliance status

through a combination of reports, such as the monthly compliance or unit status
reports, or other appropriate media,

2 all communications between management and the tenant should be kept in the
individual tenant's file;
2 the recertification process may be tracked by using a Tenant Verification
Worksheet.
E. Recertification Period

The recertification must be an estimate of income expectation for the subsequent 12-month
period following certification. If'it is not possible to anticipate the level of income over a 12-month
period, the income anticipated for a shorter period may be annualized; however, a redetermination
of income must be made at the end of the shorter period.
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GLOSSARY

AGENCY
Puerto Rico Housing Finance Corporation, as designated State Credit Agency for the
Commonwealth of Puerto Rico.

ANNUAL INCOME

Total income anticipated to be received by a tenant form all sources including assets for the
coming year.

ANNUAL HOUSEHOLD INCOME
Gross income of all persons who intend to permanently reside in a unit. The annual income
is defined as income as of the date of occupancy for the coming year.

ANNUAL MANAGEMENT REVIEW
A review of a project made annually by the Agency, which includes an examination of
records, a review of aperating procedures, and a visual inspection ol the project.

APPLICATION

Form completed by a person or family seeking rental of a unit in project. An application
should be in a form approved by the Agency and should solicit sufficient information so as to
determine the applicant's eligibility and compliance with federal and Apency puidelines.

ASSETS

TItems of value, other than necessary personal items, which are considered in determining
the eligibility of a household.

ASSET INCOME
The amount of money received by a household from items of value as defined.

AWARD or BENEFIT BETTER

Notification of income form which is completed by the agency or company providing
benefits to tenants. Such income would include Social Security, pension, Supplementary Security
Income (S5I) or disability income.



CERTIFICATION

The 12-month period beginning on the date the unit is first occupied and each 12-month
period commencing on the same date thereafter,

COMPLIANCE

The act of meeting the requirements and conditions specified under the law and the LIHTC
Program requirements.

CURRENT ANTICIPATED INCOME

Gross income as of the date of occupancy that is expected to be received by the tenant or
tenants for the upcoming twelve (12) months.

DEVELOPER
Any individual, association, corporation, joint venture or partnership which is a sponsor of a
LIHTC project.

DISCREPANCY LETTER

Letter sent by the Agency, to the project manager, management company and/or
owner/developer listing any discrepancies noted on any required report, certification, on-site
inspection or Management Review.

ELIGIBLE PERSON
One or more persons or a family determined to be of very low-income.

EMPLOYMENT INCOME

Wages, salanes, tips, bonuses, overtime pay, or other compensation for personal services
from a job.

EVENT OF NONCOMPLIANCE

Occurs when the owner/developer or management agent falls in the performance of
compliance obligations.

PRFHC
Puerto Rico Housing Finance Corporation (State Credit Agency).



MANAGEMENT PLAN
Plan which delineates policies under which a project will be managed such as occupancy
standards and maintenance plan.

MEDIAN INCOME

A determination made through statistical methods establishing a middle point for
determining income limits. Median is the amount that divides the distribution into two equal
groups; one group having income above the median and one group having income below the
median.

MONITORING AGENCY
Puerto Rico Housing Finance Corporation as the State Credit Agency.

OWNER/DEVELOPER - See DEVELOPER

PERSONAL PROPERTY CONSIDERED AS ASSETS
Property held as an-investment (gems, jewelry, coin collections, antique cars). Necessary
items (such as clothing, furniture, cars, etc. are not considered as assets.

PROJECT
Rental housing development receiving a LIHTC allocation.

REAL PROPERTY CONSIDERED AS ASSETS
Ownership in buildings or land.

SECTION 8 of the U.S. HOUSING ACT OF 1937, AS AMENDED
Regulations used in defining and determining income as required under Section 103 (b) (4)
(A) of the Internal Revenue Code of 1954, as amended.

STUDENT - (For purposes of the Income Certification)
Any individual who has been, or will be, a full time student at an educational institution

with regular facilities and students, other than correspondence school, during five months of the
year.



TENANT
Occupant of a unit to whom the unit is leased.

TENANT FILES

Complete and accurate records pertaining to each dwelling unit, containing the application
for each tenant, verification of income of each tenmant, information as to assets, an Income
Certification. and lease. Any authorized representative of the Agency, the Department of Treasury
or the Intemal Revenue Service may be permitied access to these files.

VERIFICATION
Information from a third party which is collected in order to corroborate the accuracy of
information concerning income provided by applicants to a project,

VERIFICATION REQUEST FORM

The form used by management to request verifications of income from the source of the
income. The form must state the purpose of the request, include a release statement by the
applicant, and request the frequency and amount of pay.
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