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The mission of the South Carolina State Housing Finance and Development Authority 
(“the Authority”) is to create quality affordable housing opportunities for the citizens of 
South Carolina. We expect to create and maintain a positive work culture that reinforces 
our mission, encourages innovation, and is based on a spirit of cooperation and teamwork. 
We will work to improve customer service and enhance employee performance by constantly 
reviewing processes and using technology. The Authority will strive to develop mutually 
supportive relationships that expand our ability to provide affordable housing while 
enhancing the value of investments. We will actively seek new and innovative ideas to 
improve affordable housing opportunities throughout the State. 

 
 

 

Introduction 
 

Established under the Tax Reform Act of 1986 and codified as Section 42 of the Internal Revenue Code, the 
Low-Income Housing Tax Credit Program (LIHTC) was created by Congress to promote the development of 
affordable housing for low-income individuals and families. It replaced other federal tax incentives for the 
production of affordable rental housing. Rather than a direct federally-appropriated subsidy, low-income 
housing credits encourage investment of private capital by providing a tax credit to reduce an investor’s federal 
tax liability. These federal income tax credits provide the private housing development community with 
incentive to develop affordable housing by offsetting development acquisition, new construction, or substantial 
rehabilitation costs. The amount of tax credit received is based on the costs of the development and the 
number of qualified low-income units, and can be subtracted on a dollar-for-dollar basis from federal tax 
liability. 

 
 

The Internal Revenue Service (IRS) of the Treasury Department (Treasury) is responsible for interpreting the 
statutes regulating the LIHTC and makes all determinations about the loss or recapture of tax credits. 
Regulations for the Low-Income Housing Tax Credit Program can be found under Section 42 of the Internal 
Revenue Code (IRC). These statutes require each state to designate a "housing credit agency" to allocate the tax 
credits. T h e  Authority was designated as the Housing Credit Agency to administer the Low Income Housing 
Tax Credit program in South Carolina on August 12, 1987, by Executive Order 87-25. A 1990 amendment to 
Section 42 of the Internal Revenue Code also required that States begin monitoring LIHTC developments for 
compliance with program rules. In August 1993, Congress passed the Omnibus Budget Reconciliation Act of 
1993 which permanently extended the LIHTC Program. 

 
The Authority's procedures for Compliance Monitoring have been established to conform to all currently 
applicable federal statutes and regulations. Statutory or regulatory change may require that these procedures be 
revised from time to time. 
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Purpose of Manual 
 
 
 

This manual is designed to be a reference guide for the administration of LIHTC developments in compliance 
with the applicable laws, rules, regulations and policies that govern tax credit developments. The staff of the 
Authority also uses the manual as a program guide for administering its compliance monitoring procedures. 
We hope it will be a useful source of information for owners, developers, management companies, and on-site 
management personnel; however, this manual is to be used only as a supplement to existing laws and regulations. 
Questions may arise that can only be answered adequately by referring to the regulations themselves. 

 
The laws and regulations governing the LIHTC program as well as the interpretation of these laws can and do 
change. Owners and managers should keep abreast of all changes in relevant federal and state law that may 
affect their properties. This may require on-going consultation with legal counsel, tax professionals and/or 
financial advisors regarding the Owner’s participation in the LIHTC Program. 

 
Section 1.42-5(g) states, "Compliance with the requirements of section 42 is the responsibility of the Owner of 
the building for which the credit is allowable.” The Authority’s monitoring efforts do not relieve the property 
owner from his duty to obey all program rules. In addition, the Authority’s obligation to monitor for 
compliance with the requirements of Section 42 does not make the Authority (or its officers and employees) 
liable for an Owner’s noncompliance. 
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LIHTC Key Concepts 
 

The following, while not intended to cover every concept pertinent to the LIHTC program, will provide an 
overview of basic terms used in later sections which outline compliance responsibilities: 

 
1. Annual Income – As defined in 24 CFR § 5.609, annual income is all amounts, monetary or not, 

that go to or are received on behalf of the family head, spouse or co-head (even if the family 
member is temporarily absent), or any other family member; or all amounts anticipated to be 
received from a source outside the family during the 12-month period following admission or annual 
recertification effective date; including amounts derived (during the 12-month period) from assets to 
which any member of the family has access. While the definition in 24 CFR § 5.609 specifically uses 
the term “family”, care must be exercised in applying this term too literally. There is no requirement in 
the LIHTC Program that occupants of low-income units be related in any manner. The broader term 
“household”, or any individual or group of individuals who choose to occupy a unit, should be 
applied instead. Income includes amounts received by the household on a recurring, periodic basis. 
Household income is calculated in a manner consistent with the determination of annual income 
under Section 8 of the United States Housing Act of 1937. 

 
2. Applicable Fraction – The applicable fraction is calculated on a building by building basis. Using 

the most basic definition, the applicable fraction is the smaller of a building’s unit fraction (the 
number of low-income units divided by the total number of all residential units) or the building’s 
floor space fraction (the low-income floor space divided by the total residential floor space), 
determined as of the close of the taxable year. The first year application fraction is established at the 
end of the first year of the credit period (the first year credits are claimed). The actual applicable 
fraction at the end of the taxable year is used in the calculation of the annual credit. The actual 
annual applicable fraction must always be equal to or greater than the 1st year fraction. 

 
3. Assets – As defined in 24 CFR § 5.603(b) and § 5.609(b)(3), net family assets are the net cash value 

that would be derived, after deducting reasonable costs incurred in disposing of real property, 
savings, stocks, bonds, and other forms of capital investment, excluding interests in Indian trust 
land, the value and the equity accounts in HUD homeownership programs. In determining net 
family assets, owners shall include the value of any business or family assets disposed of by an 
applicant or tenant for less than fair market value (including a disposition in trust but not in a 
foreclosure or bankruptcy sale) during the two years preceding the date of application for the 
program or recertification, as applicable, in excess of the consideration received therefore. In the 
case of a disposition, as part of a separation or divorce settlement, the disposition will not be 
considered to be for less than fair market value if the applicant or tenant received important 
consideration not measurable in dollar terms. 

 
4. Building Identification Number (“BIN”) – The Building Identification Number is the nine-digit, 

alpha-numeric designation, assigned during the allocation process to each building that receives an 
allocation of credits. This number is used to identify a specific low-income building for purposes of 
tracking, monitoring and reporting noncompliance, both internally and to the IRS. 
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5. Compliance Period – As defined in the Agreement as to Restrictive Covenants, the compliance period 
is the fifteen (15) year period, beginning with the first taxable year of the credit period (i.e. either the 
year the project placed in service or the year after, if deferred, as declared in Part II of the IRS Form 
8609). During the compliance period, the property is required to comply with requirements of both 
Section 42 and additional state regulatory documents [Section 42(i)(1)]. 

 
6. Credit Period – Generally beginning in the year that a building is placed-in-service, the credit period 

is the consecutive ten (10) year period of time during which credits can be claimed. The owner may 
elect to defer claiming credits until the next year after placing a building in service. By the end of the 
following calendar year after placing-in-service, however, the owner must have satisfied the 
minimum set-aside and must begin claiming credits. 

 
7. Due Diligence -- Due diligence is defined (Black’s Law Dictionary [6th ed. 1990]) as: “Such 

measure of prudence, activity, or assiduity, as is properly to be expected from, and ordinarily 
exercised by, a reasonable and prudent person under the particular circumstances; not measured by 
any absolute standard, but depending on the relative facts of the special case.” Due diligence is 
demonstrated in many ways, including (but not limited to) establishing strong internal controls. 
Strong internal controls (policies and procedures), identify, measure and safeguard business 
operation and avoid material misstatements of LIHTC property compliance or financial 
information. These strong internal controls are generally evidenced by: 

 
A. Separation of duties 
B. Adequate supervision of employees 
C. Management oversight and review (internal audits) 
D. Third party verifications of tenant income 
E. Independent audits 
F. Timely recordkeeping 

 
8. Educational Institution – An educational facility that maintains a regular faculty and curriculum 

and which has a regularly enrolled body of students in attendance at the place where its educational 
activities are regularly conducted.  This includes schools that conduct classes online (via the 
internet) that meet the definition of an “educational institution” as defined by the Treasury 
Regulation Section 1.151-3(c). 

 
9. Extended Use Period – After January 1, 1990, in addition to the federal minimum compliance 

period of fifteen (15) years, developments that received LIHTC allocations also became subject to an 
extended use period of a minimum of fifteen (15) years, as stipulated by a recorded Agreement As 
To Restrictive Covenants (“Extended Use Agreement”). 

 
10. Fees – Generally, fees for services that are charged to the resident must be included in the gross rent 

calculation if the fee is non-refundable or the service is not optional. For the purposes of the 
LIHTC Program, a service is optional when it is not a condition of occupancy and a reasonable 
alternative exists. Separate fees should not be charged for the use of tenant facilities if the costs of 
those facilities are included in the eligible basis. Owners are responsible for physically maintaining 
LIHTC units in a manner suitable for occupancy; therefore, non-refundable fees for preparing a 
low-income unit for occupancy may not be collected (i.e. refurbishment fees, redecorating fees, 
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administrative fees, etc.). A standardized fee schedule for damages must be provided to residents 
during initial lease-up and during any subsequent lease renewal. These fees must be based on actual 
costs and may only be charged for damages in excess of normal wear and tear. Any charge for 
damages for durable items (i.e. carpet, stove, refrigerator, etc.) must be pro-rated based on the 
amount of time the item was in service prior to the damage. The owner may charge an application 
fee which is limited to the actual out of pocket expenses associated with the management screening 
and eligibility determination processes. This one-time application fee will not be included in the 
gross rent computation. In addition, any fee which is refundable (such as the security deposit fee) 
will not be included in the rent calculation. 

 
11. File Organization – Documentation must be contained in the resident file which demonstrates 

household eligibility for the LIHTC Program. The LIHTC documentation requirements are not 
removed or subrogated by the existence of other funding sources and their programmatic 
requirements. In addition, other funding sources may prohibit external review of their 
documentation by non-program personnel. Due to this, LIHTC compliance files should be 
maintained separately in the following manner: 

 

 
 

Section I Section II 

Leases /Lease Renewals 
/Lease Addendums/Fee 

Schedule 
(in descending order from 

current to initial) 
 

Section 8 Documentation 
which provides the assistance 
payment and the tenant paid 

portion * 
 

(* if Section 8 Voucher 
holder) 

Certification and Supporting Documentation (in descending order from current to initial, separated by 
certification years) 

Current Tenant Income Certification 

Verifications: 

Certification of Zero Income  (must include an applicant or resident disclosure 
outlining how reasonable basic living expenses are currently being paid) 

Earned and Benefit Income  (written 3rd party or documentation demonstrating why 
3rd party couldn’t be obtained; clarification records placed on top of verification being 
clarified) 

Asset Income: 

Under $5000 Asset Certification (if cash value of all household assets does 
not exceed $5000)  *** If unit is HOME-assisted, this certification may not 
be used -- all assets must be 3rd party verified 

3rd Party Verification (if cash value of all household assets exceeds $5000) 

Disposal of Assets (written 3rd party, if difference exceeds $1000) 

Student Status (through the educational institution), if an eligibility factor 

Application/Recertification Application 

Next Available Unit Documentation, if applicable 
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12. Financial aid – The inclusion or exclusion of financial aid does not indicate LIHTC eligibility. 
The student status of the household must be evaluated for eligibility in accordance with the LIHTC 
Full-Time Student Rule (for more information, see Item 13 below, “Full-time Student”). If the 
household is comprised completely of Full-Time Students, one of five eligibility exemptions must be 
satisfied in order for the household to be eligible to occupy a LIHTC unit. This section applies only 
to determining income for those households, containing a student or students, full or part-time, 
which have already been determined to be program eligible with regards to student status. 

 
A. For students, in a household that does not receive Section 8 assistance (i.e. Project-based 

assistance or who are assisted through the Housing Choice Voucher program), financial aid is 
excluded from annual household income. 

B. For those students, attending on a full or part-time basis, who are in a household receiving 
Section 8 assistance: 
i. Exclude the financial aid if the student is living with their parent(s) and the student is 

not the Head, or Co-Head 
ii. Exclude the financial aid if the student is over the age of twenty three (23) and has a 

dependent 
iii. For those students who are Section 8 assisted but who do not meet the exclusions 1 or 2 

previously listed: 
a. 3rd party verify student status and amount of tuition 
b. 3rd party verify financial aid income (other than loans) 
c. Include in household income the amount of financial aid in excess of tuition 

 
13. Full-time Student – The definition of a full-time student consists of three criteria. If all are met, 

the individual is considered to be a full-time student. These criteria are: 
A. Currently attending, has attended or will attend an educational institution on a full-time basis for 

five or more months (months do not have to be consecutive and the entire month must be 
included if students attend one day in the month) during the calendar year of certification or 
recertification 

B. Attending, attended or will attend at the first grade level or higher (includes elementary, junior 
and senior high schools, colleges, universities, technical, trade and mechanical schools) 

C. Considered, by the educational institution, to be a full-time student 
 

The student status of every household member, including minors, household is comprised 
completely of full-time students.   Generally, a household comprised completely of full-time students 
is not eligible to occupy LIHTC program units. There are, however, five exemptions to the student 
rule that will, if properly satisfied, qualify a full-time student household for the LIHTC program. 
Please note, however, that all exemptions must be carefully verified and thoroughly documented since 
a household’s student status is never “grandfathered” in. 



S C S H F D A    L O W    I N C O M E    H O U S I N G    T A X    C R E D I T  
C O M P L I A N C E    M A N U A L  

 Page 7 Revised 06/10/14 

 

 

A. Households, comprised of a single individual who is a full-time student, may be 
eligible if the student is: 

  i. Currently receiving Title IV of the Social Security Act (Grants to States for Aid 
and Services to Needy Families with Children and for Child-Welfare Services) – 
The Personal Responsibility and Work Opportunity Act of 1996 replaced the Aid to 
Family with Dependent Children program (AFDC) with the Temporary Assistance to 
Needy Families Program (TANF). While the code specifically addresses only AFDC, the 

   
 
 
 

ii 

Authority has recognized TANF as a substitute. Other forms of assistance, other than 
TANF, will not qualify a FTS household under this exemption. The Authority requires 
documentation in the resident file to demonstrate that the exemption has been satisfied. 
An individual previously under the care and placement responsibility of the State 
agency responsible for administering a plan under part B or part E of title IV of 
the Social Security Act– Applies to eligibility determinations made after 07/30/08 (i.e. 
the enactment date of the Housing and Economic Recovery Act of 2008). Until the IRS 
releases additional guidance, the Authority will view previous placement as being placed 
at

   
 

 
iii. 

 

requires documentation in the resident file to demonstrate that this exemption has been 
satisfied. 
Currently enrolled in a job training program under the Job Training Partnership 
Act (JTPA) or under other similar Federal, State or other local program – The 
Workforce Investment Act of 1998 repealed the federally funded JTPA; however, there 
are other state and local programs which are considered to be comparable. In order to 
determine if a state or local program is considered comparable, the state or local 

 

 
 
 
 

B. 

 

JTPA program. The Authority requires documentation in the resident file to 
demonstrate that this exemption has been satisfied (i.e. proof of participation, intent 
and mission statement, etc.). 

Households, comprised entirely of full-time students, may be eligible if the students 
are: 

  i. Single parents with children and such parents are not dependents (as defined in 
Section 152, determined without regard to subsections (b)(1), (b)(2) and (d)(1)(B) 
of the Internal Revenue Code) of another individual and such children are not 
dependents (as so defined) of another individual other than a parent of such 
children – H.R. 3648, the Mortgage Forgiveness Debt Act of 2007, effective December 
20, 2007, amends this exemption by allowing FTS households comprised of a single 
parent with children to qualify for the LIHTC Program, even if the absent parent claims 

   

 
 

ii. 

the children as a dependent for tax purposes. The Authority requires documentation in the 
resident file to demonstrate that this exemption has been satisfied. 
Married and entitled to file a joint tax return – Per recent guidance by the Service, a 

 

 
 

A previously LIHTC-eligible FTS household becomes immediately ineligible when none of the 
following five exemptions listed can be satisfied: 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

any time in the past, regardless of the length of time since placement. The Authority 
 
 
 
 
 
 
 
 
 

program’s intent and mission statement must be carefully compared with those of the 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
   
 

married couple who is entitled to file a joint tax return, but has not filed one, will still 
satisfy this exemption. The Authority requires documentation to be contained in the 
resident file demonstrating that this eligibility provision has been satisfied.   
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      Issued August 29, 2013, IRS adopted a general rule recognizing a marriage of same 
   sex individuals that were validly entered into in a state whose laws authorized the  
   marriage of same-sex couples.  It applies even if a couple lives in a state that does 
   not recognize the validity of same-sex marriage.  It does not include couples who  
   have entered into a registered domestic partnership, civil union, or other similar  
   formal relationship recognized under state law that is not denominated as a marriage  
   under the laws of that state.  
 
   Effective September 16, 2013, this change can also be applied retroactively to same- 
   sex couples who are currently occupying low-income units. 
 

14. Gross Rent Floor Election – The LIHTC program creates a gross rent “floor” for projects that 
received an initial allocation of credits after 1989 ensuring that the Maximum Allowable Rent would 
never decrease below this limit. Pursuant to Revenue Procedure 94-57, the Internal Revenue Service 
will treat the gross rent floor in Section 42(g)(2)(A) of the Code as taking effect on the date the 
Authority initially allocated credits to the property, unless the Owner designates the date the property 
places in service as the date on which the gross rent floor will take effect for such property. (If the 
property is tax-exempt bond financed as defined by Section 42(h)(4)(B), the Service will treat the 
gross rent floor as taking effect on the date the Authority initially issues a determination letter unless 
the Owner designates that the placed-in-service date should be used.) 

 
15. Housing and Economic Recovery Act of 2008 (HERA) – On July 30, 2008, Congress enacted 

sweeping legislative changes to the LIHTC and Tax Exempt Bond programs intended to alleviate 
some of the financial hardships being experienced by investors, developers and owners. The specific 
impact of the legislation on compliance concepts will be discussed in various sections of this manual. 

 
16. Household Composition – As a general rule, a “household” consists of individuals who choose to 

reside together in a unit, including temporarily absent members. A household may consist of 
unrelated members. 
A. For LIHTC purposes, all occupants are considered in the household size for determining the 

applicable income limit, except for the following: 
i. Live-in Aides/Attendants – A live-in attendant lives with persons with disabilities, 

near-elderly or elderly persons who is determined essential to the care and well-being of 
the resident in order to allow them to live independently. The live-in aide/attendant: 1) 
must be deemed necessary by a health care provider; 2) cannot be either obligated for 
the support of the resident or be financially dependent on the resident; and, 3) must live 
in the unit only to provide necessary supportive services. The income of a live-in aide is 
not included in the household’s income. Documentation to support the satisfaction of 
these conditions must be present in the resident file or the income of the live-in aide will 
be added to household income as of the date of the live-in aide’s initial occupancy. 
While a relative may be considered to be a live-in aide/attendant, the spouse or minor 
children of the individual requiring care may never be live-in aides/attendants. The live- 
in aide/attendant must also sign documentation acknowledging that: 1) they do not have 
rights of survivorship; 2) if the resident vacates the unit for any reason, they must also 
vacate the unit; and, 3) the owner has the right to evict them if they violate any 
provisions of the lease. 
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ii.  Guests – A guest is a visitor, temporarily staying in the unit with the consent of the 

household. 
iii. Permanently absent household members – A permanently absent household 

member is an individual who does not live in the unit or no longer lives in the unit and 
there is no reasonably expected date of return. 

 
B. When determining family size for income limits, the owner must include the following 

individuals who are not living in the unit: 
i. Children temporarily absent due to placement in a foster home 

ii. Children in joint custody arrangements who are present in the household more than 
50% or more of the time. If disputed, determine which parent claimed the children as 
dependents for purposes of filing a federal income tax return 

iii. Children who are away at school but who live with the family during school recesses 
iv. Unborn children of pregnant women (as self-certified by the woman) 

v. Children/adults who are in the process of being adopted or have been adopted.   
vi. Temporarily absent family members who are still considered family members if 

approved to live in the unit. For example, the owner may consider a family member 
who is working in another state on assignment to temporarily absent 

vii. A family member in the hospital or a rehabilitation facility, for periods of limited or 
fixed duration is considered to be a temporarily absent household member 

viii. For persons permanently confined to a hospital or nursing home, the family decides if 
such persons are included when determining family size for income limits. If the family 
chooses to include the permanently confined person as a member of the household, the 
owner must include income received by the confined person in calculating family 
income. 

 
C. Changes to Household Composition – If additions to or deletions from the household are 

contemplated, the resident must be required, through the use of appropriate lease provisions, 
to inform the Owner or Owner’s representative of the proposed change. 

 
i. Additions to the household – Due diligence must be demonstrated by accurately 

determining initial household eligibility and by implementing strong policies and 
procedures to deter manipulation of these requirements. Additions of adult household 
members during the initial certification period should be avoided. However, clearly- 
defined procedures must be established and implemented which address the few, valid 
circumstances when the addition of household members is permissible during this 
period of time. Failure to demonstrate sufficient due diligence will result in the 
additional household member’s or members’ income being included in certified income 
at the time of move-in. 

 
All income which is not expressly excluded by regulation, that is associated with the new 
household member, must be verified and added to the existing certification. The effective 
date of the existing certification does not change. The new total household income must 
be compared to the applicable income limit at the time of addition, based on the new 
household size. If household income exceeds 140% of the applicable income limit, the 
Next Available Unit Rule is triggered [IRC §42(g) (2) (D)]. 
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Additional household members may continue to be added as long as one member of the 
initially certified household remains in the unit. Through a combination of additions 
and deletion (discussed below), once no member of the initially certified household 
remains, the household must be qualified as a completely new move-in. All initial 
eligibility criteria must be met. 

 
ii. Deletions from the household – According to guidance from the IRS, deletions from 

households do not require adjustment to the existing certification. Instead, this 
household change may be addressed at the time of annual recertification. If the decrease 
in household size causes household income to exceed 140% of the income limit in 
effect at the time of annual recertification, the Next Available Unit will be triggered. 

 
17. Web Compliance Management System (WMCS) – HDS WCMS is the automated system 

currently used by the Authority’s Compliance Monitoring Division to retain project data for LIHTC 
projects in South Carolina that are monitored for compliance with the requirements of the LIHTC 
program.  Owners are required to enter all tenant data prior to move-in and recertification.  The 
Tenant Income Certification (TIC) generated from WCMS must be signed by all parties and available 
for on-site review. 

 

18. Income Limits & Gross Rent Limits – In order for a household to be considered income qualified, 
total gross household income must be at or below the income limit, adjusted for household size, that 
is consistent with the elected minimum set-aside (i.e. 20/50 or 40/60). In addition, in order to be 
considered appropriately rent restricted, the gross rent charged cannot exceed the Maximum 
Allowable Rent limit that corresponds with the minimum set aside elected and the bedroom size. 

 
A. Income Limits -- The Department of Housing & Urban Development (HUD) annually 

publishes median income information for South Carolina by county or metropolitan statistical 
area (MSA). In 2006, HUD changed the source data used in their methodology for 
determining area median gross incomes (AMGIs) – a change which would have resulted in 
decreased 2007 median gross income limits in certain areas. Since these decreases were due to 
the change in methodology and not necessarily reflective of genuine decreases in median family 
income levels in these areas, HUD implemented a “Hold Harmless” policy that froze the limits 
at the previous level in these impacted areas. HUD Hold Harmless Impacted Projects are those 
developments which are located within these affected areas and placed in service prior to 
01/01/09. Enacted 07/30/08, the Housing and Economic Recovery Act of 2008 (HERA) 
sought to ease some of the impact of the frozen limits for LIHTC and Multi-Family Tax 
Exempt Bond (TEB) developments. The Act created one new higher income limit set (HERA 
“Special”) for use at impacted LIHTC and Multi-Family Tax Exempt Bond developments and 
made another, existing but previously unavailable, income limit set available for use at eligible 
LIHTC projects (National Non-Metropolitan Median Gross Income or “NNMGI”). In 
addition, HERA created its own hold harmless policy for all LIHTC and TEB projects by 
legislating that Area Median Gross Incomes for the LIHTC and Tax Exempt Bond projects 
would not decrease from the previous year’s limits. In 2009, HUD released a separate income 
limit data set, specifically for use in the LIHTC and TEB Programs. The income/rent limit 
data set, referred to as Multi-Family Tax Subsidy Projects (MTSPs), incorporates the changes 
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legislated by HERA. Included within the MTSPs Data Set are two sub-sets: 1) Impacted  
MTSPs for LIHTC and TEB projects which were placed in service prior to 01/01/09 and 
which are located in areas impacted by the HUD Hold Harmless Policy, and; 2) Non-Impacted 
MTSPs, for LIHTC and TEB projects which placed in service on or after 01/01/09 or located 
in an area not impacted by HUD’s policy. In 2010, although HUD discontinued its policy of 
holding income limits frozen, the HERA Hold Harmless Policy remained. As a result, it has 
become increasingly difficult to determine which income and gross rent limit should be used at 
any given project. Using a process of elimination, the Owner must determine which  
income/gross rent limits the project is eligible to use. The project may then use the highest of 
all income/gross limit sets for which it is eligible. 

 
NOTE: It is recommended that Owners consult with their own legal counsel or tax credit 
professionals prior to implementing any changes to income/gross rent limits. 

 

 
When making determinations about income/gross rent limits, the following must be 
considered: 

i. Elections made on IRS Forms 8609, Part II, Line 8b (Multi-Building Election) 
a. “No” Election by the Owner -- Each building becomes a separate “project” and 

appropriate income/gross rent limits will have to be determined for each building 
using the building’s placed in service date and physical location. 

b. “Yes” Election by the Owner – The date the 1st building placed in service becomes 
the placed in service date for all buildings designated as being within the multi- 
building project and is the date used to determine the applicable Income/Gross 
Rent Limits for all included buildings. If there is a leasing office at the project, it 
becomes the physical location for all included buildings. If not, the physical 
location of the 1st building to place in service will be used. 

 
ii. Placed In Service Date 

a. Projects, placed in service prior to 01/01/09, in impacted areas, are eligible to use 
the Impacted MTSPs income/gross rent limits (HERA “Special”) and the HERA 
Hold Harmless Rule applies (i.e. AMGIs can’t decrease from the previous year’s 
AMGI). 

b. Projects placed in service on or after 01/01/09 but before 05/14/10, are not 
eligible to use the Impacted MTSPs income/gross rent limits (HERA “Special”) 
but must use the Non-Impacted MTSPs income/gross rent limits. The HERA 
Hold Harmless Rule applies 

c. Projects, placed in service on or after 5/14/10, are not eligible to use the Impacted 
MTSPs income/gross rent limits (HERA “Special”) but must use the Non- 
Impacted MTSP income limits. The HERA Hold Harmless Rule applies. 

 
In addition, the Gross Rent Limits may be severed from the Income Limits. They 
will be the greater of the gross rent limits for which the project was eligible in the  
income limit year in which the Rent Floor Election was made or the current gross 
rent limits. Please see below for the income limit years: 
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• 2008 Income Limit Year – Rent Floor Election (RFE) on or after 

02/13/08 but before 03/19/09 
** NOTE: Only 2008 Standard Area Median Gross Rent Limits may be 
used for the year of the rent floor election. The National Non- 
Metropolitan Gross Median Rents could not be used prior to 03/19/09.) 

• 2009 Income Limit Year – RFE on or after 03/19/09 but before 
05/14/10 

• 2010 Income Limit Year – RFE on or after 05/14/10 
 

iii. “Rural” Designation of the Project – A LIHTC project may be eligible to use 
the National Non-Metropolitan Gross Income Limit Set that HERA made 
available for income determinations after 07/30/08. T h i s  a pplies only to 9% 
LIHTC deals located in a rural area, as defined by Section 520 of the Housing 
Act of 1949.  Documentation of “rural” designation for the project address must 
be obtained from the USDA website annually and maintained for review:   

 
 Website: http://eligibility.sc.egov.usda.gov/eligibility/welcomeAction.do 

 
B. Gross Rent Limits – Gross rent must include an allowance for utilities if they are paid by the 

resident. Gross rent does not include utility allowances paid under Section 8 of the U.S. 
Housing Act of 1937 or any comparable rental assistance program. In addition, gross rent does 
not include any fees for a supportive service which are paid to the owner of the unit (on the 
basis of the low-income status of the resident in the unit) by any governmental program of 
assistance [or by an organization described in Section 501 (c)(3) of the Internal Revenue Code 
and exempt from tax under Section 501 (a) of the Code] if such program (or organization) 
provides assistance for rent and the amount of assistance provided for rent is not separable 
from the amount of assistance provided for supportive services. All other fees for supportive 
services must be included in the gross rent. 

 

For Post-89 LIHTC developments, all calculations of maximum gross rents begin with the 
number of bedrooms in the unit. Units with no separate bedroom (Single Room Occupancy or 
“SRO”s) are treated as being occupied by 1 person. All other bedroom sizes are treated as 
being occupied by 1.5 persons per bedroom. The table below indicates the income limit 
associated with each bedroom size (bedroom size x 1.5): 

 

 

Unit Size Use Income for: 

0 Bedroom 1.0 Person 

1 Bedroom 1.5 Persons 

2 Bedroom 3.0 Persons 

3 Bedroom 4.5 Persons 
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All low-income units must be appropriately rent-restricted. Rent restriction is 
demonstrated when the gross rent received for a unit does not exceed 30 percent (30%) of 
the income limit. Per guidance released by the IRS, rent restriction must be evaluated on 
both a monthly and an annual basis. 

 
 
To calculate annual gross rents, use the income limit applicable to the bedroom size and 
multiply by 30%. The formula below for calculating gross monthly rents uses the income 
limit applicable to the bedroom size divided by 12, multiplied by 30%.  

 
NOTE: ALWAYS ROUND DOWN RESULTS. 

 
 

  Income 
limit 

Formula 0 
BEDR
OOM

1
BEDR
OOM

2
BEDR
OOM

1 Per 19,380 (0 BEDROOM = 1 Per) USE 1 Person limit ÷ 12, × 30% = (round ↓ 
result)

$484    

2 Per 22,140 (1 BEDROOM= 1.5 Per) Use 1 Person + 2 Per, ÷ 2, ÷ 12, × 30% = 
(round ↓ 
result)

  $519 

3 Per 27,660 (2 BEDROOM= 3 Per) Use 3 Person limit ÷ 12, × 30% = (round ↓ result)   $691 

 

 

19. Minimum Set-Aside – When applying for an allocation of tax credits, the developer is required 
to choose a minimum set-aside. Once the developer chooses a set-aside, this choice is 
irrevocable and must be maintained at all times during the compliance period, which is described 
in the Restrictive Covenants.  Set-asides obligate the property owner to commit a certain 
percentage of the dwelling units in the development for occupancy by households of a specified 
income level. Depending on the Multi-Building Election made on IRS Forms 8609, Line 8b, the 
minimum set-aside is tested either across all buildings within the development (“Yes” to Multi-
Building Election) or within one building (“No” to Multi-Building Election). It is calculated 
using the unit fraction only. Vacant-Never Rented units are considered to have no “character” 
and are not counted toward satisfying the minimum set-aside. When a program-qualified 
household initially occupies a unit (one that is suitable for occupancy, available to the general 
public, used on a non-transient basis and appropriately rent-restricted), the unit assumes 
“character” and is counted toward satisfying the minimum set-aside. Tax credits cannot be 
claimed until the minimum set-aside test has been satisfied. For properties allocated 1991 and 
later, the owner only has until the end of the second calendar year, after placing in service, to 
meet the minimum set-aside and begin claiming credits. Failure to initially meet the test in the 
timeframes specified permanently disqualifies the Project from claiming credits. If the set-aside is 
subsequently violated at any time throughout the compliance period, all credits previously 
claimed are subject to recapture. The LIHTC set-asides are as follows: 
A. 20/50 Test – 20 percent (20%) or more of the residential units in the development are 

both: rent-restricted at or below the applicable 50 percent (50%) Gross Rents Limits and 
occupied by individuals whose income is at or below the applicable 50 percent (50%) 
Income Limits 
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B. 40/60 Test – 40 percent (40%) or more of the residential units in the development are both: 

rent-restricted at or below the applicable 60 percent (60%) Gross Rents Limits and occupied 
by individuals whose income is at or below the applicable 60 percent (60%) Income Limits 

 
20. Next Available Unit Rule -- The Next Available Unit Rule states that if the income of the 

occupants of a low-income unit increases above 140% of the current applicable income limit, the 
unit will continue to be treated as a low-income unit if: 
A. The occupants initially met the income limitation 
B. The unit remains appropriately rent-restricted 
C. All available units of comparable or smaller size within the building which become vacant 

subsequent to this determination are leased to households with qualifying incomes until the 
building’s applicable fraction has been restored, not including the over-income unit.. 

The Next Available Unit is no longer triggered if, at subsequent re-certifications, the household’s 
income decreases below 140% of the applicable income limit or the income limits increase so that 
the household’s income no longer exceeds 140% of the applicable income limit 

 
21. Sources of Program Requirements (Regulating Documents) – Low Income Housing Tax 

Credit properties are to be operated in compliance with Section 42 of the Internal Revenue Service, 
IRS Regulations found in 26 CFR Section 1.42, IRS Revenue Rulings and Revenue Procedures, 
HUD’s Occupancy Handbook 4350.3, additional program rules prescribed by the Authority, 
representations in a development’s application and provisions included in the Agreement as to 
Restrictive Covenants. 

 
22. Standardized Forms – Per guidance issued by the IRS, State agencies may determine how 

documents are maintained and may mandate the use of standardized forms to document an owner’s 
compliance with the requirements under Treas. Reg. Section 1.42-5. The standardized forms cited 
in this manual can be found at www.schousing.com under the Low Income Housing Tax Credit 
Program Compliance Monitoring page. 

 
23. Support Unit (Resident Manager/Maintenance/Courtesy Officer Unit) – Support units may 

only be included in a LIHTC development in one of the ways indicated below: 
A. A program unit is occupied by a qualified household -- The manager or maintenance 

personnel is income qualified, pays the same amount of rent charged to other qualified 
residents (or free or reduced rent recognized as in-kind income as required by the Internal 
Revenue Code) and meets any other occupancy guidelines adopted by the development. 

B. Support Unit is designated during application process -- The owner designates a support 
unit in the application process, which is then treated as a common area of the property (non- 

 income producing). This unit is not considered when calculating the applicable fraction. The 
manager or maintenance personnel or courtesy officer does not have to be income qualified 

 but they do have to be considered a full-time employee of the development. Charging rent or 
reduced rent for the support unit may lead the IRS to determine that the unit is not reasonably 
required by the development. 

C. Support Unit is approved by the Authority subsequent to the application process -- If 
neither A or B apply, the Director of Compliance Monitoring must formally approve the 
support unit before the Owner may remove a program unit. When submitting the request for  
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approval, documentation must also be included which demonstrates the need for a support 
unit (i.e. incident reports, crime trend reports, etc.) Once designated either in the application 
process or through approval, Support Units cannot change in size and may not be moved 
between BINs. 

 

 
24. Tenant Income Certification – When properly executed, the TIC is the document which 

summarizes household eligibility, both initially and on an ongoing basis. Certifications are required 
for all LIHTC units (TIC is generated by WCMS). 

 
25. Transfers – Household moves can be considered either a move-out/move-in or a unit transfer. 

 
A. Moves within a building – Household moves within a building will be treated in the same 

way for single building projects and multi-building projects. 
i. 100% LIHTC Project – If a household moves from a qualified tax credit unit into a 

vacant never rented unit, the vacant never rented unit becomes a qualified tax credit unit 
and the formerly qualified tax credit unit becomes a vacant never rented unit. If the 
LIHTC household’s income exceeds 140%, the OI status moves with the household into 
new unit. The Next Available Unit Rule, previously invoked, must continue to be 
satisfied using the new unit as the basis for comparison of comparable or smaller size. 
Recertification is not necessary and the effective and move in dates remain unchanged. 
The certification should be appropriately revised (single strike-through any changed info, 
new information added and the resident/owner representative must initial all changes) to 
reflect the new unit information. Documentation in the file must also indicate the date of 
the transfer. To avoid potential confusion, it is recommended that a copy of all original 
household eligibility documentation be made and retained as a move- out file under the 
original unit number. Any change to household composition during a certification year 
should be handled as outlined in Item 16.C above, titled, “Changes to Household 
Composition”. 

ii. Mixed Use Project (LIHTC w/Market Units) – If a household moves from a 
qualified tax credit unit into a vacant never rented unit, the vacant never rented unit 
becomes a qualified tax credit unit and the formerly qualified tax credit unit becomes a 
vacant never rented unit. If a household moves from a qualified tax credit unit into a 
market unit, the market unit becomes a qualified tax credit unit and the formerly 
qualified tax credit unit becomes a market unit. The potential impact of unit 

 transfers on the building’s applicable fraction (due to possible decreases in LIHTC floor 
space/square footage) must be closely monitored to prevent any decreases below the 
building’s 1st year Applicable Fraction. If the LIHTC household’s income exceeds 140%, 
the OI status moves with the household into new unit. The Next Available Unit Rule, 
previously invoked, must continue to be satisfied using the new unit as the basis for 
comparison of comparable or smaller size. Recertification is not necessary and the 
effective and move in dates remain unchanged. The certification should be appropriately 
revised (single strike-through any changed info, new information added and the 
resident/owner representative must initial all changes) to reflect the new unit 
information. Documentation in the file must also indicate the date of the transfer. To  
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avoid potential confusion, it is recommended that a copy of all original household 
eligibility documentation be made and retained as a move-out file under the original unit 
number. Any change to household composition during a certification year should be 
handled as outlined in Item 16.C above, titled, “Changes to Household Composition”. 
 

A. Move between buildings 
i. “No” on IRS Forms 8609, Part II, Line 8b, Multi-Building Election (each 

building is a separate project) – Any move from one building (project) to another 
building (project) is always a move-out and a move-in, even on 100% LIHTC 
developments. The household must meet all initial eligibility requirements. A new full 
certification with all supporting documentation and new lease agreement are required. 
The certification will reference a new move-in date and effective date. 

ii. “Yes” on IRS Forms 8609, Part II, Line 8b, Multi-Building Election (multiple 
designated buildings comprise one project): 

a. 100% LIHTC Developments – Move is considered to be a transfer if the 
household exceeds the current income limit but may not transfer if household 
income exceeds 140%. The OI status moves with household into new unit. 
Recertification is not necessary and the effective and move-in dates remain 
unchanged. The certification should be appropriately revised (single strike- 
through any changed info, new information added and the resident/owner 
representative must initial all changes) to reflect the new unit information. 
Documentation in the file must also indicate the date of the transfer. To avoid 
potential confusion, it is recommended that a copy of all original household 
eligibility documentation be made and retained as a move-out file under the 
original unit number. 

b. Mixed Use Developments (LIHTC w/Market Units) – Any move from one 
building to another building will be considered to be a move-out and a move-in. 
The household must meet all initial eligibility requirements. A new full certification 
with all supporting documentation and new lease agreement are required. The 
certification will reference a new move-in date and effective date. The exception is 
if a qualified household were to move from a qualified tax credit unit into a vacant 
never rented unit. In this instance, the vacant never rented unit becomes a 
qualified tax credit unit and the formerly qualified tax credit unit becomes a vacant 
never rented unit. 

 
NOTE: Once the 1st year applicable fraction has been established, market 
units may not be moved from one BIN to another. 

 
26. Utility Allowance – The following text is taken directly from the IRS “Guide for Completing Form 

8823, Low-Income Housing Credit Agencies Report of Noncompliance or Building Disposition”, 
revised January 2011: 

A utility allowance is an estimate of the monthly cost of a resident’s utilities, other than 
telephone, cable and internet, which are not included in the rent. To calculate the maximum 
amount of rent that can be charged for a low-income unit, the utility allowance is subtracted 
from the Gross Rent Limit applicable to the particular unit type (BEDROOM size).  
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Documentation to support Utility Allowances from the placed in service date must be 
retained at the site and be available for review when requested. The appropriate Utility 
Allowances are based on the development’s funding sources or assistance received by the 
household. Utility Allowance requirements are outlined in Treasury Regulation §1.42-10, 
revised 07/29/08. 

 

A. If a building receives assistances from the Rural Housing Services (RHS-assisted building) 
then the utility allowance is determined using the method prescribed by the Rural Housing 
Service (RHS) for the building, regardless of whether the building or its tenants also receive 
other state or federal assistance. 

B. If any tenant in the building receives RHS rental assistance (RHS tenant assistance), the 
applicable utility allowance for all rent-restricted units is the applicable RHS allowance, 
including any units occupied by tenants receiving rental assistance payments from the 
Department of Housing and Urban Development (HUD). 

C. If neither a building nor any tenant in the building receives RHS housing assistance, and the 
building’s rents and utility allowances are reviewed by HUD on an annual basis (HUD- 
regulated building), then the applicable HUD utility allowance is the utility allowance for all 
rent-restricted units in the building. 

D. If a building is neither RHS-assisted nor HUD-regulated, and no tenant receives RHS 
assistance, the applicable utility allowance, for any rent-restricted unit occupied by households 
receiving HUD rental assistance payment (HUD tenant assistance), is the applicable Public 
Housing Authority (PHA) utility allowance established for the Section 8 Existing Housing 
Program. PHA allowances must be obtained annually. If unchanged, documentation must be 
received from the PHA which states that there was no change. If allowances change, the new 
utility allowances must be used to compute gross rents within 90 days from the effective date. 

E. Explicit written approval must be obtained from the Director of Compliance 
Monitoring with South Carolina State Housing Finance and Development Authority 
(SCSHFDA) prior to the implementation of any method indicated below: 

  i. Taxable years beginning before July 29, 2008 (before 01/01/09) – If neither the 
building nor tenants are subject to A-C above, then the local public housing authority 
(PHA) allowance is used. However, if an estimate is obtained for any unit from a utility 
company, that estimate is used as the utility allowance for all similar units in the building. 

    a. The utility allowance estimate may be obtained by any interested party to include 
tenants, an owner, a manager or the Authority. If an estimate is obtained, the 
utility company must be located in the same geographic location for a unit which 
is of similar size and construction. If utilities are deregulated, the interested party 
is required to obtain an estimate from only one utility company even if multiple 
utility companies can provide the same utility service. However, the utility 
company must offer utility services to the building in order for that utility 
company’s rates to be used in calculating the utility allowance. The estimate 
should include all component deregulating charges for providing the utility 
service. Utility allowance estimates must be obtained annually and any changed 
utility allowance estimate must be used to compute gross rents within 90 days 
from the date of the utility company’s correspondence. 

  ii. Taxable years beginning after July 29, 2008 (on or after 01/01/09) -- If neither the 
building nor tenants are subject to A-C above, then the local public housing authority 
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(PHA) allowance is used. However, if an estimate is obtained for any unit from a utility 
company, that estimate is used as the utility allowance for all similar units in the building. 
Estimates may be obtained from a local utility company or calculated using HUD’s 
Utility Schedule Model or an energy consumption model. 

a. The utility allowance estimate may be obtained by any interested party to include 
tenants, owners, managers or the Authority. If an estimate is obtained, the utility 
company must be located in the same geographic location for a unit which is of 
similar size and construction. If utilities are deregulated, the interested party is 
required to obtain an estimate from only one utility company even if multiple 
utility companies can provide the same utility service. However, the utility 
company must offer utility services to the building in order for that utility 
company’s rates to be used in calculating the utility allowance. The estimate 
should include all component deregulating charges for providing the utility service. 
Utility Allowance estimates must be obtained at least annually and any changed 
utility allowance estimate must be used to compute gross rents within 90 days 
from the date of Authority approval. Utility Allowance estimates must be 
provided to the residents at the beginning of the 90 day period. 

b. Under Treasury Regulation § 1.42-10(b)(4)(i)(D), building owners may calculate a 
utility allowance using the “HUD Utility Schedule Model” that can be found on 
HUD’s website. Utility rates used for the HUD Utility Schedule Model must be 
no older than the rates in place 60 days prior to the date the utility allowance will 
change. The Authority approval date begins the 90 day period after which the 
new utility allowance must be used to compute gross rents.    
 
Also, building owners may use the Authority commissioned state-wide utility 
allowances made available January 2014, for use on existing and future Tax 
Credit developments.  These allowances were created using the HUD Utility 
Schedule Model.  The state-wide allowances are posted on the Tax Credit 
webpage at http://www.schousing.com/Tax_Credits/LIHTC_Utility_Allowances 
and are entitled LIHTC Utility Allowances.  They are divided into 3 quadrants- 
Upstate Region, Midlands Region and Low Country Region.  A list of the 
counties making up each region is listed on the webpage and depending on the 
type of development proposed will depend on the type of utility allowance 
used. Definitions for development types are provided at the bottom of each 
utility allowance page. The building owner must review the basis on which utility 
allowances have been established at least once per year. Utility Allowances must be 
provided to the residents at the beginning of the 90 day period.  

c. A building owner may retain the services of a contractor to calculate a utility 
allowance using an energy and water and sewage consumption analysis model 
(energy consumption model). The contractor must be a properly licensed 
engineer or a qualified professional. A qualified professional must be approved by 
the state housing credit agency having jurisdiction over the building and must not 
be related to the building owner within the meaning of IRC §§ 267(b) or 
707(b).The energy consumption model must take into account specific factors  
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including, but not limited to: the unit size; building orientation; design and 
materials; mechanical systems; appliances and characteristics of the building 
location. The data used to compute the estimate is limited to the building’s 
consumption data for a 12-month period ending no earlier than 60 days prior to 
the date the utility allowance will change. For newly constructed or renovated 
buildings with less than 12 months of consumption data, consumption data for 
the 12-month period for similarly sized and constructed units in the geographical 
location in which the building is located will be used. The building owner must 
submit to SCSHFDA new utility allowance estimates using an energy 
consumption model within 60 days after the anniversary of the previous year’s 
approval date If the applicable utility allowance for a unit changes, the new utility 
allowance must be used to compute gross rents within 90 days from Authority 
approval. Utility Allowances must be provided to the residents at the beginning of 
the 90 day period. 

F. Sub-metering – Some buildings in qualified low-income housing projects are sub-metered. 
Sub-metering measures tenants’ actual utility consumption and tenants pay for the utilities they 
use. A sub-metering system typically includes a master meter, which is owned or controlled by 
the utility supplying the electrical, gas, or water with overall consumption billed to the building 
owner. In a sub-metered system, building owners (or their agents) use unit- based meters to 
measure utility consumption and prepare a bill for each residential unit based on 
consumption. The building owners (or their agents) retain records of resident utility 
consumption, and tenants receive documentation of utility costs as specified in the lease. 

 
Notice 2009-44 clarifies that, effective on or after 01/01/09, for purposes of Treasury 
Regulation § 1.42-10(a), utility costs paid by a tenant based on actual consumption in a sub- 
metered rent restricted unit are treated as paid directly by the tenant and not by or through the 
owner of the building. For RHS buildings, buildings with RHS tenant assistance, HUD- 
regulated buildings and rent-restricted units in other buildings occupied by tenants receiving 
HUD rental assistance, the applicable RHS or HUD rules apply. For all other rent-restricted 
units in other buildings: 

i. The utility rates charged to tenants in each sub-metered rent restricted unit must be 
limited to the utility company rates incurred by the building owners (or their agents) 

ii. If building owners charge tenants a reasonable fee for the administrative costs of sub- 
metering, then the fee will not be considered gross rent. The fee must not exceed an 
aggregate amount per unit of $5.00 per month. 

iii. If the costs for sewerage are based on the tenants actual water consumption determined 
with a sub-metering system and the sewerage costs are on a combined water and 
sewerage bill, then the tenants’ sewerage costs are treated as paid directly by the tenants 
for the purposes of the utility allowance regulations.  

G. Ratio Utility Billing System (“RUBS”) – Unlike a sub-metering system in which there are 
unit sub-meters which measure actual tenant consumption, ratio utility billing systems use a  

 formula to divide the total utility costs for the development among the individual units. The 
formula uses criteria such as number of occupants, square footage, bedroom size, etc. to 
assign a portion of the utility costs to each unit. Although IRS Notice 2009-44 allowed the 

 inclusion of sub-metered utility costs since they are based on actual tenant usage in the Utility 
Allowance, the utility costs based on the ratio utility billing system may not be included in the 

 



S C S H F D A    L O W    I N C O M E    H O U S I N G    T A X    C R E D I T  
C O M P L I A N C E    M A N U A L  

 Page 20 Revised 06/10/14 

 

 

 
Utility Allowance. Instead, these are considered to be recurring, non-refundable fees that are a 
condition of occupancy and are included in the calculation of Gross Rent. These fees must be 
reflected on the Tenant Income Certification. If they fluctuate, documentation must be kept 
in the resident’s file reflecting the actual amounts paid in order to determine that the 
appropriate rent restriction is in place at all times. 

 
27. Vacant Unit Rule – Tax Credits may still be claimed on units vacated by qualified low-income 

households as long as the unit is suitable for occupancy and reasonable marketing attempts are 
 continuing to re-occupy the vacant tax credit units with households having a qualifying income 

before any units of comparable size or smaller (in comparison to the vacant LIHTC unit) in the 
project are rented to non-qualifying households. 

 
28. Zero Income Applicants/Tenants – All contributions to the household, monetary or not, from a 

source outside of the household are considered to be income, with the exceptions of food and child 
care paid directly to the childcare provider.  Program regulations require that all income from all 
income sources be disclosed, verified and included on the Tenant Income Certification.  Even if 
receiving rental assistance, households with zero income or with income insufficient to cover 
reasonable basic living expenses are required to provide a statement outlining how these basic living 
expenses are currently being paid. If gift or recurring contributions are disclosed, verifications must 
be obtained for these contributions and this income must be included in certified income. 
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Owner Responsibilities 
 

Each property owner or developer has chosen to participate in the LIHTC program to take advantage of the 
tax benefits it provides.   In exchange for these tax benefits, the owner must meet requirements that are 
designed to ensure that the housing development will benefit a chosen class of low-income tenants. While it is 
recognized that an owner will usually assign most or all of his compliance related tasks to a property manager or 
property management company, the owner still remains ultimately responsible for the development’s 
compliance. The owner must ensure that the on-site management team also understands and complies with all 
rules, regulations and policies that govern LIHTC developments. 

 
1. Progress Reports and Notice of Project Changes – It is the responsibility of the owner or 

developer to keep the Authority informed throughout all phases of development, rent-up and 
operation. This includes the construction phase during which owners are responsible for sending 
the Authority progress reports, notice of the scheduled placed-in-service date, and notices of any 
major change in the development’s costs, financing, syndication, unit types, and completion 
schedule.  The Low-Income Housing Program Manual and the Qualified Allocation Plan (provided 
to developers who are interested in applying for tax credits) describes the required progress reports. 
Until all buildings in a development have placed-in-service, all progress reports, with the exception 
of Quarterly Recordkeeping Reports, should be directed to the Authority’s Tax Credit Allocation 
staff. Quarterly Recordkeeping Reports data will be extracted from WCMS by Compliance 
Monitoring staff. 

 
2. Payment of Compliance Monitoring Fees – Property owners must pay the Authority annual 

compliance monitoring fees, currently $35.00 for each LIHTC unit in the development. Initial 
compliance monitoring fees must be paid according to the applicable Qualified Allocation Plan 
(QAP).   For developments paying annually, the Authority will assess a ten percent (10%) late fee of 
the total outstanding balance for payments received after thirty (30) days from the date due. The 
minimum late fee assessed will be $50. A fee will be assessed for any checks that are returned to 
the Authority for any reason. The Authority reserves the right to make adjustments in the amount 
of the annual monitoring fee as it deems necessary to defray the cost of compliance monitoring. 
Owners and developers should take note that participation in Authority programs requires 
a certification of good standing with the Authority. Failing  to  pay  fees  will  bar  any  
further  participation  in  the  programs administered by the Authority. 

 
Property owners currently paying Tax Exempt Bond Program (TEB) fees are not required to submit 
LIHTC monitoring fees until the TEB fees are no longer applicable. 

 
The Authority no longer generates invoices or billing statements. A courtesy letter will be mailed to 
the Owner by year-end as a reminder of the due date for submission of compliance monitoring fees. 
If payment is for more than one development or year, all applicable information must be listed on 
the method of payment including the five (5) digit Authority Project Identification Number.  
Checks should be made payable to the South Carolina State Housing Finance and Development 
Authority and should be mailed to:   Compliance Monitoring Division, S.C. State Housing 
Finance and Development Authority, 300-C Outlet Pointe Blvd, Columbia, SC 29210. 
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3. Annual Owner Certification of Compliance (AOC-1)  – It is the responsibility of the owner to 
certify to the Authority at least annually that, for the preceding 12-month period, the development 
met the requirements of Section 42 of the Internal Revenue Code.  This requirement is satisfied by 
the completion of an Annual Owner’s Certification.   The owner or an authorized owner’s agent 
must sign the AOC-1 under penalty of perjury.  The  s igned and notarized AOC-1 may be 
emailed to the Compliance Monitoring Department via the extranet at 
http://www.schousing.com/Extranet.asp.    Please note that it is required to register as a business 
partner to utilize this site. 

 
An AOC-1 must cover the preceding calendar year, or any portion of the preceding year, for which 
tax credits were claimed. If a transfer of ownership occurred, the entire calendar year must be 
covered. The previous owner must submit an AOC-1 for the portion of the calendar year prior to 
the transfer and the new owner must submit an AOC-1 for the balance of the year after the transfer. 
Annual Owner’s Certifications are due on or before February 1st of each year, following the first 
year of the credit period. In the following example, please note that while both properties placed-in- 
service at the same time, the initial AOC-1 for Development B is not due at the same time because of 
the owner’s decision to defer the first year of the credit period. 

 

  PIS Date 1st Year of Credit Period Period Covered Due Date 

Development A 06/01/2009 2009 01/01/09 –- 12/31/09 02/01/10 

Development B 06/01/2009 2010 01/01/10 --- 12/31/10 02/01/11 

 

 

4. Notification to the Authority of Building Disposition – It is the owner’s responsibility to notify 
the Authority of any sale or other disposition of a LIHTC building or sale of ownership interest in 
any such building during the time period covered by the Agreement as to Restrictive Covenants. 
The Authority is required to notify the Internal Revenue Service of any dispositions involving 
LIHTC buildings IRS Form(s) 8823. The form identifies four categories of building dispositions, 
listed below: 
A. Sale – Types of activities that would constitute a “sale” (which does not necessarily involve 

the seller receiving money) include: 
i. Fee Title Sale of Building – Fee title passes from the seller to a whole new entity (buyer) 

ii. Termination of Partnership 
B. Foreclosure – Foreclosure is the legal process reserved by a lender to terminate the borrower’s 

interest in a property after a loan has been defaulted; a Deed of Property in Lieu of 
Foreclosure – The owner voluntarily conveys the property to the mortgage holder to avoid 
foreclosure proceedings 

C. Destruction – Destruction is related to a building’s physical structure, and not to the 
ownership interest in the building. The destruction affects the building in its entirety, i.e. the 
eligible basis is reduced to $0. The destruction is permanent and the building is not expected 
to operate as a tax credit project. Violations of the physical inspection standards, or casualty 
loss that are temporary in nature should not be reported as destruction, which is permanent. 
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D. Other – Any event, not listed above, which results in the disposition of a low-income housing 

credit unit, building, or property. 
 

5. Notification to the Authority of Change in Management – If any changes occur in the 
management entity or management contact information, the owner must update and submit a 
Current Owner and Management Information Form (COMIF) to Compliance Monitoring 
Department. 

 
6. Low-income Occupancy – During the application process, the Owner/Developer submitted a 

representation of the proposed development. The Owner is considered for an allocation of credits 
based on this representation of low-income housing units that meet federal rent and income- 
targeting requirements. If the development is awarded credits, the development delivered is 
expected to be as represented in the application process. The criteria outlined in a given year’s 
Qualified Allocation Plan plus any additional restrictions, elected by the Owner/Developer during 
the application process, become part of the monitoring process. Monitoring activities will include 
review and verification of the following: 
A. Building/Unit Breakdown 

i. Number of buildings (residential, nonresidential, commercial) 
ii. Number of total units (by bedroom size, ex: 1, 2, 3 or 4) 

iii. Number of LIHTC units (by bedroom size, ex: 1, 2, 3 or 4) 
iv. Number of market units (identified by bedroom size & BIN), if applicable 
v. Number of support units (identified by bedroom size & BIN), if applicable 

vi. Number of special targeting units (SRO/Transitional, Handicapped Equipped, Large 
Family, Older Persons, Deeper Income/Rent Restricted, etc.) 

  vii. Square footage for each bedroom size 
 

B. Minimum Set Aside Test (Also see “Key Concepts”) – In order to be included in the 
LIHTC minimum set-aside, a unit must: 

i. Be suitable for occupancy based on the Uniform Physical Condition Standards 
ii. Be occupied by a qualified low-income household or last occupied by a qualified 

household and be currently available for rental 
iii. Be appropriate rent-restricted both on a monthly and annual basis 
iv. Be used on a non-transient basis (except for SRO/transitional housing) 
v. Be available to the General Public 

 
C. Targeted Applicable Fraction/1st Year Applicable Fraction (Also see “Key 

Concepts”) – The targeted applicable fraction elected in the application process is applied on 
a project basis. The 1st year applicable fraction, however, is calculated on a building basis and 
is “locked” in at the end of the first year of the credit period. The applicable fraction in 
subsequent years must not fall below the applicable fraction established at the end of the first 
year of the credit period. 

 
7. Appropriately Restricted Gross Rents (including appropriate utility allowances) for low- 

income units -- In order to demonstrate that a program unit is rent-restricted, the net tenant  
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 contribution, plus any fees which are non-optional and non-refundable, plus the utility allowance 

cannot exceed the applicable Gross Rent Limit. 
 

8. Determining, verifying and certifying household eligibility – This compliance responsibility is 
covered in greater detail in the later section of this manual titled, “Qualifying the Household”. 

 

9. Following program rules concerning over-income units & vacant units (Also see “Key 
Concepts”) 

 
10. Providing defined supportive services on an ongoing basis (if applicable) – Developments 

receiving preference during the allocation process for providing Tenant Supportive Services will be 
examined during each Compliance Monitoring Review to verify that services have been 
implemented and are being delivered at regularly established intervals as described in the Owner’s 
Supportive Services Plan and/or accompanying exhibits. The Owner shall be responsible for 
providing information pertaining to Supportive Service(s) upon request or notification of a 
Compliance Monitoring Review. 

A. Current categories of supportive services include: 
i. Family Supportive Services/Tenant Ownership 

ii. Older Persons Supportive Services 
iii. Homeless / At Risk Supportive Services 

 

B. Supportive Services may be modified to better serve the tenant population. In order for a 
substitute to be approved, the Owner must provide the following: 

i. Description of the substitute service(s) 
ii. Frequency of delivery of service(s) 

iii. Justification for modification of supportive service(s) 
 

11. Ensuring that the units are available for use by the general public (on a non-transient basis, 
except for SRO/transitional housing) 

 
12. Quarterly Recordkeeping Reports – Beginning on the placed-in-service date, as designated on the 

IRS Form 8609, Quarterly Recordkeeping Reports will be generated utilizing WCMS.   It is 
recommended that owners generate and review reports for accuracy and reliability.  The report should also be made 
available for review upon request by the Authority.   

 
 

13. Recordkeeping and Record Retention – Federal statutes and regulations require that property 
owners keep records for each building within a development. The Authority stipulates how records 
are to be prepared and maintained. Records must be retained by the owner for at least 6 years after 
the due date (with extensions) for filing the federal income tax return for that year. The records for 
the first year of the credit period, however, must retained for at least 6 years beyond the due date 
(with extensions) for filing the federal income tax return for the last year of the compliance period of 
the building (a minimum of 21 years).   If a building (or development) is sold or otherwise 
transferred, the new owner should obtain from the previous owner all information related to the 
first year of the credit period so that he will be able to substantiate all tax credits claimed. 
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         These records must include, but are not limited to the following: 

A.    Applications for residents of all low-income households/Recertification applications 
B.    Tenant Income Certification (TIC) for each affordable unit 

  C. Third-party income verifications (Employment Verification) and/or other supporting 
documentation for each Certification 

  D. Documentation showing that full-time students are eligible to live in a LIHTC development
  E. Properly executed leases indicating the rent charged for each LIHTC unit 
  F Documentation of applicable utility allowances and any supporting data, from Placed In 

Service Date to current 
  G. Quarterly Recordkeeping Reports with Next Available Unit / Vacant Unit Table 
  H. Documentation to demonstrate that supportive services are of a regular, ongoing nature, are 

for the benefit of the resident and are provided free of charge, if applicable 
  I. Records which show the character and use of any nonresidential portion of the development 

included the development’s eligible basis under Section 42(d) 
    i. Tenant facilities that are available on a comparable basis to all tenants 
    ii. Facilities are reasonably required by the development
  J. Copies of executed IRS Forms 8609, Schedule A and Forms 8586 or other documentation 

filed with the IRS for the purpose of claiming the credit 
K.     Copies of all Annual Owner Certifications 
L.     Documentation to demonstrate marketing efforts, waiting lists, tenant selection criteria 
M.    Collecting and submitting resident demographic information 

 
14. Reporting Noncompliance to the Compliance Monitoring Staff – The Compliance 

Monitoring Staff should be notified immediately upon the Owner’s discovery of any noncompliance 
with LIHTC requirements. The Authority will work with owners to remedy noncompliance within a 
reasonable amount of time. 

 
15. Maintenance of the development – On January 14, 2000, the IRS included, in its final compliance 

monitoring rules, the requirement that site, buildings, common areas and units in the development 
be suitable for occupancy and free from threats to health and safety at all times. It was required that 
the Authority’s compliance monitoring procedures include physical inspections of the development, 
buildings and a random sample of at least 20% of the program units.  The Authority may use local 
codes, HUD’s Uniform Physical Condition Standards or any other habitability standards when 
performing the physical inspections.  Major violations of health, safety and building codes (which 
can include, but are not limited to, items such as impaired structural integrity, exposed wiring, 
inoperable plumbing, inoperable smoke detectors etc.) are reportable to the Service on the IRS 
Form 8823. However, patterns of minor health and safety issues, those that require correction but 
do not impair essential services and safeguards for tenants, are also reportable to the IRS.  It is the 
owner’s responsibility to ensure that the site, common areas, buildings and units are regularly 
inspected and that routine and preventative maintenance is performed. On-site staff performing the 
periodic inspections of occupied units should also identify and address with the resident those 
behaviors that will place a unit in noncompliance (disconnection or disabling of smoke detectors, 
unsanitary conditions, blocked ingress/egress, extension cords, telephone cords or cable cords  

 
 



S C S H F D A    L O W    I N C O M E    H O U S I N G    T A X    C R E D I T  
C O M P L I A N C E    M A N U A L  

 Page 26 Revised 06/10/14 

 

 

 
 
 
 running across a hallway, etc.).  After being vacated, vacant units must be returned, within a 

reasonable period of time, to a condition suitable for occupancy.  Should any vacant unit require 
additional time, over and above the normal “turn” time, documentation should be kept at the site 
explaining the reason for the delay. 
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Qualifying the Household 
 

As is evident in the previous overview, Recordkeeping and Record retention is one of the primary areas of 
responsibility for the owner.   Within this area, many of the compliance requirements involve the qualification 
of households for program units.  To ensure that the requirements are satisfied, it is essential that the owner 
implement a systematic and consistently applied procedure for qualifying households. This procedure must 
include the following processes, to be completed in the order given:  the interview, the application, the 
verification, and calculation of anticipated annual income.   Once these steps have been completed, a 
determination of household eligibility can be made.  Only after this determination is made, may the owner 
certify the household as program eligible and grant legal occupancy. 

 
1. The Interview Process – During the prospective residents’ initial visit to the development, 

management should explain the LIHTC Program, its benefits and the programmatic requirement to 
determine household eligibility, both initially and annually. Management should explain the 
requirement for disclosure of all anticipated income for all household members (including 
temporarily absent members) and verification of disclosed information. When educated and 
properly prepared at move-in, most residents will not object to the requirement to disclose again 
during the recertification process. It is helpful to explain that all information provided is 
confidential and will be handled accordingly. 

 
2. The Application Process – As stated in the Recordkeeping and Record retention responsibilities, 

an application for residency is required for each program unit.  Ideally, after the interview has been 
conducted, the prospective resident(s) should complete the application.  The application form 
should be simple but thorough, capturing sufficient information to proceed with the verification 
process. Questions on the application that typically cause confusion should be explained (i.e. assets, 
temporarily absent household members, etc.). Whenever possible, management should review the 
application, at the time submitted, with all prospective resident(s), aged eighteen (18) or older. Any 
information that is missing should be obtained and any unclear information clarified. Please note 
that any change to the application must be made and initialed by the applicant, not management. 
One of the “checks and balances” built into the LIHTC Program is the process of the applicant(s) 
independently disclosing their household eligibility information and management independently 
verifying the information disclosed.  This process discourages fraud and manipulation of the 
determination of eligibility. Due to this, the applicant(s) should complete their own application. In 
rare instances, when they are unable to do so, the applicant(s) may choose another individual, 
independent of management, to complete the application on their behalf. The application should be 
documented to this effect and the applicant(s) must signify their agreement that the disclosed 
information is true and correct.  Contact information for verification sources and releases of 
information should be obtained.  The applicant should be asked to voluntarily disclose household 
demographic information.  Housing may not be denied should the household decline to disclose 
demographic information. 
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At a minimum, the application for residency should include: 
A. The legal name, age, relationship to head of household for each household member and if any 

changes to household composition are anticipated within the next 12 month period following 
certification (If the applicant voluntarily discloses a pregnancy, the unborn child may be 
counted as a household member for income-qualification and student status.) 

B. The student status of all household members and if any changes are anticipated within the 12 
month period following certification 

C. Disclosure as to whether the household is assisted through a Project-based Section 8 or a 
Section 8 Housing Choice Voucher 

D. All sources and amounts of current income (including financial aid, if applicable) and if any 
changes to household composition are anticipated within the next 12 month period following 
certification 

E. All currently held household assets and amounts of income generated by assets and if any 
changes to household composition are anticipated within the next 12 month period following 
certification 

F. All assets disposed of for less than fair market value during the preceding twenty-four (24) 
months 

G. Signature and signature dates of all household members 18 and older 
 

3. The Verification Process – Owners are required to verify information collected in the application 
process in order to make a determination of household eligibility 
A. Requirements for Verifications – In order to be valid, verifications must be appropriately 

dated, properly completed by the verifying source, legible and unaltered. Too often, however, 
requests for verification are sent without prefacing, explanatory material that communicates 
these requirements to the verifying source. This often results in an invalid verification. To 
avoid this, it is helpful to include a brief cover letter with the request explaining the proper 
completion of the form and acceptable correction methods. The verification form itself must 
state the reason for the request; contain a signed and dated consent for release of information 
statement; provide a section for the information being verified; and provide space for full 
mailing address, the verifying person’s signature, signature date, printed name, title and phone 
number. Please note that even if verifications are faxed, they must still contain full contact 
information (i.e. name of employer, mailing address and phone number). Once returned by the 
verifying source, no alterations may be made to the verification. Missing or unclear 
information must be clarified with the verifying party and the conversation documented on a 
separate record in the resident’s file. It is strongly recommended that an income summary 
worksheet be included in the resident file which shows detailed calculations for each income 
source. Verifications are valid for one hundred twenty (120) days from the date the verification is 
received by the owner.   

 
B. Information to be Third-Party Verified – The owner is required to verify all regular 

sources of income; income derived from household assets with a combined cash value greater 
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than $5000; disposal of assets for less than fair market value; student status, through the 
educational facility; the need for a live-in attendant, through the healthcare practitioner. 
Additional information that impacts program eligibility, while not specifically listed above, 
may also require verification. 

   
C. Methods of Verification – The Enterprise Income Verification system (EIV) contains 

personal information on individual tenants that is covered by the Privacy Act.   It must not 
be used when determining income for LIHTC program participation.  Additionally, when 
determining income, owners must verify in the order of acceptability as described in 
Chapter 5 of HUD’s 4350.3 REV-1. To review methods of verifications, click on the link 
below:  

 
http://portal.hud.gov/hudportal/documents/huddoc?id=43503c5HSGH.pdf 
 

4. The Certification and Leasing Processes -- After all of the income and asset information has 
been obtained and computed, a final determination of household eligibility must be made. At that 
time, if eligible, the household must be certified and a lease agreement executed. Management must 
prepare a Tenant Income Certification from WCMS. This form is a legal document which, when 
properly executed, satisfies the income certification of the Code.  The complete certification form 
must be executed by all household members 18 and older prior to 
move-in. 
A. Initially certifying household eligibility: 

i. All adult household members (including FTS, over the age 18 and who are not the 
Head, Co-Head nor Spouse) must sign the Tenant Income Certification (TIC) with 
their legal names. 

ii. Generally, the actual date of move-in will be the effective date of the TIC 
ii. The Tenant Income Certification must be executed (signed by all parties) on or before 

the date of move-in 
iii. No one may live in a LIHTC program unit unless he/she is certified. There are no 

permissible exceptions to this rule. 
iv. The Tenant Income Certification must also be executed (signed and dated) by the 

owner or owner’s representative 
 

B. Annual recertification – Generally, Owners must verify the income of residents occupying 
low-income units at least annually and complete a certification for continuing household 
eligibility. If certification is not completed within 12 months of the last certification date, the 
Authority may report this to the IRS as noncompliance. The annual recertification process is 
identical to the initial certification. 

 100% LIHTC Developments – The Housing and Economic Recovery Act of 2008 
(HERA), enacted on July 30, 2008, made provision for 100% LIHTC developments to 
discontinue performing full annual recertification. In order to be eligible to utilize this 
exemption, the Authority requires that: 

i. The developments not have any other funding source(s) that require 
annual certification; 
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ii. All buildings must be 100% LIHTC, even if the Owner elected not to make 
buildings part of a multi-building project on IRS Forms 8609, Line 8b; 

iii. Prior to discontinuing the recertification process, the Owner must notify the 
Authority in writing of his/her intention to do so. Failure to provide this 
notification may result in findings of noncompliance; 

iv. The household must annually disclose composition, total household income, 
and student statuses; 

v. Student status will continue to be an eligibility factor and may have to be 3rd
 

party verified. 
vi. Disclosed household eligibility information must be summarized on a Tenant 

Income Certification annually; 
vii. If disclosed household income exceeds 140% of the current applicable income 

limit, the Next Available Unit Rule is triggered and must be continually satisfied. 
  

ii. Over-income Residents – If the income of a household qualified when such 
resident(s) initially occupied a program unit in the development, an increase in the 
household income of up to one hundred forty percent (140%) of the current applicable 
limit (adjusted for household size) will not result in disqualification. At annual 
recertification, in the event that the household’s income increases to a level greater than 
140% of the applicable limit, all units of comparable or smaller size which become 
vacant in the building must be leased to a qualified low-income household until the 
applicable fraction for the building has been restored. The over-income unit may still 
be counted as a program unit as long as it remains rent-restricted and the next available 
unit rule is followed.  
 

C. Lease – All LIHTC units must be under lease, however, legal occupancy (execution of the 
Lease) cannot take place prior to the execution of the Tenant Income Certification (summary 
of eligibility). To demonstrate non-transient use, leases must be properly executed with an 
initial minimum term of at least six months (except for SRO’s and transitional housing). The 
lease agreement should contain the following: 

i. Beginning and ending date of the agreement; 
ii. Legal Names of all household members; all household members, aged 18 and older, 

must be listed as leaseholders and must sign the agreement, except for FTS who are 
dependents of the household (not the Head, Co-Head or Spouse) 

iii. To demonstrate appropriate rent-restriction, the lease must reflect the rental rate and 
all other applicable recurring, non-optional fees 

iv. Signatures of all Leaseholders and an authorized Owner’s Representative 
 

In addition, Owners should include the following provisions to provide the basis for 
termination of Lease in the event of LIHTC ineligible or fraudulent households: 

i. Provisions stating that intentional misrepresentation of household size or income or 
any other attempt to mislead the owner as to the tenant’s qualifications to occupy a 
low-income unit will result in the termination of lease; 

ii. Provisions stating that failure to recertify will result in the termination of lease; 
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iii. Provisions stating that any change in the household composition and student status 
must be immediately reported to the owner; 

iv. Provisions addressing termination of lease for ineligible student households 
v. Provisions that prohibit subletting or assignment of lease 

vi. Provision stating that the owner, the owner’s representative, staff of the Authority and 
representatives of the Service reserve the right to enter the unit to inspect the physical 
condition of such unit 

vii. If the unit will be occupied by more than one adult (18 years or older, unless a FTS 
who is not the Head, Co-head or Spouse), the lease should be in the name of all the 
adult tenants, and should be signed by each adult tenant 
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Compliance Monitoring Activities 
 
 

This section briefly describes the Authority’s Compliance Monitoring program.  These monitoring procedures 
may be modified as the Authority deems necessary, or as required by the Internal Revenue Service, IRS 
regulations, Revenue Rulings, and Revenue Procedures. 

 
1. Compliance Monitoring Briefings -- Owners, managers and any other personnel who are 

directly involved in the management of a housing development and do not have previous 
experience with the LIHTC program may be required to attend a basic, educational Monitoring 
briefing before the Authority releases Forms 8609s allocating the place-in-service tax credits. The 
Authority also reserves the right to require management personnel to attend briefings at any time 
during the compliance period if the development’s compliance efforts are deemed deficient or if 
staff changes occur. The Authority will also conduct briefings upon request and will periodically 
hold briefings/training sessions at various locations throughout the State. The purpose of the 
briefings is to provide instruction on the following: 
A. Federal regulations for determining eligibility of low-income residents 
B. Authority procedures for determining eligibility of low-income residents 
C. Specific information which must be obtained from a prospective resident through the rental 

application 
D. Income and Rent Limits 
E. Income Verifications 
F. Asset and Income from asset Verifications 
G. Annual recertifications 
H. Authority Required Forms and/or Documentation 
I. Such other topics, which the Authority or the representatives of the development may deem 

necessary to ensure the proper management of the development as a successful LIHTC 
participant 

 
2. Management Reviews and On-Site Building Inspections – In order to meet its monitoring 

obligations to the IRS, the Authority inspects a percentage of the State’s LIHTC developments each 
year. These periodic inspections include a management review and inspections of the site, buildings 
and a sample of occupied and vacant units. Resident’s chosen for a record review will be selected at 
random by the Authority’s monitoring officer at the time of review. On-site physical inspections 
include physically inspecting the site, common areas, building exteriors/systems and dwelling units 
for compliance with applicable Uniform Physical Condition Standards. The Authority also reserves 
the right, under the provisions of Section 42 of the Internal Revenue Code and Regulation 1.42-5 to 
perform management reviews and/or unit inspections of LIHTC developments at any time during 
the compliance period. Property owners will be notified in writing prior to the arrival of the 
monitoring officer. On-site management staff must notify residents, in writing, at least 24 hours 
before the scheduled review that their units may receive an inspection. An owner (or owner’s 
representative) must be present to ensure access to records and units selected for inspection. After 
completing the review, the monitoring officer will prepare a formal report of their findings. The 
general monitoring review process involves the following: 
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A. Notification of Review -- Notification to the Owner or owner’s representative occurs 
approximately 15 days prior to the review date. As part of this notification, the owner is 
provided with a detailed list of required documentation which must be submitted in advance to 
enable the performance of the review. Failure to provide this information in the timeframe 
given is considered noncompliance. 
(NOTE: Due to the annually increasing monitoring portfolio, monitoring officers are 
required to prepare their annual review schedule at the beginning of each year. Due to this, 
they have little ability to offer flexibility in the scheduling or re-scheduling of reviews.) 

B. Work Area -- On the day of the review, the monitoring officer will arrive at the property. A 
work area should be selected and prepared in advance for the officer, preferably in a quiet 
location, ideally removed from front door traffic and interruptions. If no such area is available 
at the development, arrangements should be made in advance with the monitoring officer to 
arrange for an alternate work area. 

C. Entrance Conference -- Once the monitoring officer has organized their review 
documentation and set-up any equipment, they will conduct an entrance conference with 
staff. Included in this entrance conference will be an overview of the review processes and 
the order in which they will be performed. Since the Authority is prohibited from 
communicating the review sample to the Owner prior to the day of the review, this 
information will be communicated to staff. This will allow staff to pull the keys and resident 
files for the selected units. Staff will be asked to sign an “Acknowledgement of Entrance 
Conference” form. 

D. Physical Inspection -- The physical inspection is performed. It is requested that 
maintenance personnel be present during the entrance conference since guidance about the 
physical inspection guidance will be given. 

i. Monitoring officers must be accompanied at all times while performing the physical 
inspection. The review may be terminated if the monitoring officer is repeatedly left 
unaccompanied. The site and common areas will be inspected as the physical 
inspection of the unit interiors progresses. Building exteriors and systems are inspected 
prior to the units selected within the building. Deficiencies will be identified during the 
inspection process. 

ii. Site staff will gain access, enter the unit and all interior rooms first. Units will not be 
entered, no alternative unit selected, if the following conditions are found: 

a. There is no access to the unit or the resident refuses entry 
b. There are unrestrained pets in the unit 
c. There are unsupervised minor children (under 18) in the unit 
d. There is an obvious threat to the monitoring officer’s safety or there is obvious 

criminal activity 
e. There are no essential utilities in or to the unit 

E. File Review – Once the physical inspection is completed, the resident files and any other 
relevant documentation will be reviewed. Since concentration and focus is required to 
perform this task, it is requested that the monitoring officer be interrupted as infrequently as 
possible. If the monitoring officer needs additional assistance or information from staff, they 
will request it. 

F. Exit Conference -- At the conclusion of the file review, an exit conference will be 
performed. During this conference, physical and file deficiencies will be identified. 
Recommended corrective action will be discussed and time frames, for the submission of 
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corrective action, will be established. Staff will be asked to sign an Acknowledgment of Exit 
Conference Form indicating that an exit conference was performed. The Authority reserves 
the right to modify the preliminary findings, solely at their discretion, if deemed necessary. 

 
3.  Authority Discrepancy Reports (Findings Letters and IRS Forms 8823) -- The Authority will 

provide final written report via E-mail or Certified Mail to the owner or its designated representative 
of any noncompliance discovered. Without prior written permission to release, the Authority will not 
release the Findings Letters to any individual or group other than the Owner Contact on record. If 
the review reveals no deficiencies, the Authority will notify the owner that no evidence of 
noncompliance was discovered. 

 
If the review indicates that a LIHTC development is not in compliance with program rules, the 
Authority will issue the owner a detailed discrepancy report.  Some noncompliance situations are 
correctable. Others are not. If the noncompliance issues are correctable, the Authority will grant the 
owner a period of time in which to correct the discrepancies.  Curing deficiencies usually involves 
obtaining missing documentation or making repairs to the site, common areas, building exteriors, 
building systems and/or dwelling units.  Physical deficiencies, which threaten the health and safety 
of residents, must be corrected in 72 hours (business days), as indicated by the monitoring officer at 
the time of review.  Other problems must be corrected within a reasonable period of time, which 
cannot exceed 90 days.  The owner must respond to the Authority’s findings and address all 
discrepancies individually and indicate the manner in which the corrections were made. 

 
The Authority may grant an extension beyond the 90-day correction period only for judicially 
caused delays in the eviction of non-qualified residents.  Such an extension may not exceed six 
months. 

 
All reportable noncompliance must be submitted to the IRS within 45 days of the end of the 
correction period, whether corrected or not.  Noncompliance is reported on the IRS Form 8823 
generated as corrected or not corrected, based on the status at the end of the cure period.  For a 
period of three years after the generation and filing of an uncorrected 8823, if documentation is 
submitted evidencing correction, the Authority will submit an IRS Form 8823 showing correction 
of previously reported noncompliance. 

 
Any change in the applicable fraction or the eligible basis which results in a decrease in the qualified 
basis of the development under Section 42(c)(1)(A) is noncompliance and must be reported to the 
Service.  LIHTC buildings (or any interest therein), which are sold or otherwise transferred by the 
owner, must also be reported to the Service. 

 
All decisions concerning whether audits will be performed and whether previously claimed tax 
credits will be recaptured due to noncompliance are made solely by the IRS.  The Authority does 
not make recommendations to the IRS and does not otherwise participate in making decisions 
about audits and recapture of tax credits. 

 
The Authority is required to retain its inspection reports, Annual Owner’s Certifications and other 
monitoring records for a period of 3 years from the end of the calendar year in which the Authority 
received the certifications or generated the reports.  Records of noncompliance are retained for a 
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period of 6 years beyond the date when the Authority files a Form 8823 with the Service. 
 

Though the Authority currently performs all of its own monitoring duties, it may subcontract 
monitoring work to outside agents. If, in the future, the Authority does subcontract its monitoring 
duties, it will notify a development’s owner that a contracted compliance monitoring agent is 
assigned to monitor his property. 

 
4. Reporting Permanent Noncompliance – Owners who intend to remove buildings from the 

LIHTC Program should notify the Authority immediately. Permanent noncompliance must be 
reported to the IRS as described above. All decisions as to whether or not previously claimed tax 
credits are subject to recapture as a result of permanent noncompliance would be made by the 
Service and not the Authority. 

 
 
 
 
 
 
 
 
 

 
NOTE: The Authority’s monitoring procedures are designed to test a sampling of resident 
records and dwelling units for compliance.  A successful management review and inspection 
does not mean that the development has completely satisfied all of the program rules since 
undetected noncompliance may still exist.   Property owners are completely and solely 
responsible for keeping their developments in compliance with the law and the Authority is 
not responsible if they fail to do so. 


