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COMPLIANCE MONITORING PLAN

Introduction

The Low Income Housing Tax Credit Program (LIHTC) is an incentive for taxpayers to provide
housing for lower income tenants in exchange for a credit against federal income taxes. It is a
dollar-for-dollar reduction in tax liability to the owner in exchange for the construction or
rehabilitation of rental housing units for lower income households. The amount of credit
allocated is directly based on the cost of the development and on the number of qualified
LIHTC units that meet federal rent and income targeting requirements. This Program is
governed by the provisions established in Section 42 of the Internal Revenue Code.

The Omnibus Budget Reconciliation Act of 1990 amended the Code to require that state tax
credit allocating agencies provide a procedure for monitoring developments for compliance
with the occupancy requirements of the LIHTC Program. Under Section 42(m)(1)(B)(iii) of the
Code, an allocating agency must have a procedure for monitoring compliance with the
provisions of the Code and notifying the Internal Revenue Service (IRS) of any noncompliance.
The monitoring requirements became effective January 1, 1992, and apply to all buildings that
received a tax credit at any time.

On December 15, 2000 both houses passed the credit reform bill which included changes to
Section 42. The effective date of those provisions was January 1, 2001. The bill requires regular
site inspections by the Housing Credit Agencies to monitor compliance with habitability
standards applicable to the project. IRS regulations, effective January 2001, mandate site visits
at least once every three years.

This manual is a reference guide for the administration of the LIHTC Program. It is intended
to answer questions regarding the procedures, rules and regulations that govern the LIHTC
developments. The manual should be used in conjunction with, and as a supplement to, Section
42 of the Internal Revenue Code. If a determination is made that any provision of this manual
is in conflict with Section 42 of the Internal Revenue Code, the Internal Revenue Code will
govern. This manual has not been reviewed or approved by the Internal Revenue Service (IRS)
and should not be relied upon for interpretation of federal income tax legislation or regulations.

Included in the manual are a number of forms for your use. The use of some of the forms is
mandatory while the use of other forms is optional. Please pay particular attention to language
within the manual that states which are required forms. If management uses forms other than
those provided, care should be taken to assure that the forms use sufficient information to meet
the LIHTC Program requirements.

As the State Credit Agency, Puerto Rico Housing Finance Authority (PRHFA) is responsible
for monitoring the LIHTC projects. The PRHFA has administered the LIHTC Program for the
Commonwealth of Puerto Rico since December 30, 1987. As of June 30, 2016 the PRHFA
monitors compliance of Section 42 requirements for 203 projects with 18,517 LIHTC units
segregated for low-income families throughout the island.
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COMPLIANCE MONITORING PLAN

Note: It is the responsibility of the property owner and management company to be aware of
applicable rules and regulations affecting the property and to ensure compliance with LIHTC
regulations and any additional compliance agreements that may be required by other
programs.
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I. Program Summary
A. Minimum Set-Aside Requirements

When applying for an allocation of tax credits, the developer must choose one of two
minimum set-aside requirements that must be followed during the compliance period.
Set-asides obligate the property owner to rent a certain percentage of the dwelling units
to households of a specified income level. Once the developer chooses which of the
Internal Revenue Code set-asides to use, the choice is irrevocable. The minimum set-
asides are as follows:

20/50 - No less than 20 percent or more of the residential units in such developments
are both rent-restricted and occupied by individuals whose income is 50
percent or less of area median gross income, or;

40/60 - No less than 40 percent or more of the residential units in such developments
are both rent-restricted and occupied by individuals whose income is 60
percent or less of area median gross income.

Each building is considered a separate project under IRC Section 42(g)(3)(D), and the
minimum set-aside applies separately to each building, unless the owner elects to treat
buildings as a Multiple-Building Project (MBP), in which case the minimum set-aside
applies on a project-wide basis. Owner identifies the building(s) in a MBP by attaching
a statement to the owner’s first-year tax return. See instructions for Form 8609, line 8b
for details.

Management Company or manager should confirm the set-aside that was established
by the building owner at the time the set-aside option was made (the election is made
on Form 8609 for the first year of the credit period), to ensure continued compliance.
Once selected, the option cannot be changed. Note that this is only the minimum set-
aside income and rent election. For example, for 20/50 minimum set-aside, if building
applicable fraction is 100%, all tax credit units must have an income and rent restriction
of 50% AMGIL

To earn more ranking points in the competitive process of applying for tax credits,
owners may select additional set-asides that are more stringent than the 40/60 and
20/50 set-asides. If chosen, these optional set-asides will be described in the project’s
Agreement as to Restrictive Covenants.

If a property is financed using HOME funds which:
> Have not been subtracted from the basis calculation or

> Have an interest rate below the Applicable Federal Rate and the owner receives
tax credits at the 70% present value rate
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Then the owner must rent 40% of the units in each building to households whose
income is 50% or less of area median income.

There is not a corresponding rent restriction with this HOME income limit set-aside.
Rent limits are set according to the elected tax credit set-aside and/or any additional
rent restrictions under which the allocation was made.

Note: Buildings placed in service after July 30, 2008 are not subject to this provision.

1. Deep Rent Skewed Election

In addition to the basic minimum set-aside, a developer can also choose to follow a
set-aside for “deep rent skewed” developments. This set-aside provides that, in
addition to the 40/60 or 20/50 set-aside, the owner will also reserve 15 percent or
more of the residential units as rent-restricted and occupied by individuals whose
income is 40 percent or less of area median gross income. In exchange for making
this election, tenant household incomes can increase to 170% of the limit before they
become over-income tenants.

2. Deadline for Meeting Set-Asides

The selected set-aside must be met by the end of the first year of the credit period
(the end of the first tax year for which the owner chooses to claim tax credits). In the
event that noncompliance results in the failure to meet the minimum set-aside for
the first year of the credit period, the taxpayer is prohibited from ever claiming the
LIHTGC; the date of noncompliance is the last day of the taxable year of the first year
of the credit period.

If the minimum set-aside violation occurs after the first taxable year of the
compliance period, the project is back in compliance for the taxable year in the
compliance period in which the minimum set-aside is met, determined as of the
close of that taxable year.

A unit must be rented to a low-income household before it can be considered a low-
income unit and counted toward meeting the minimum set-aside. Units that are
vacant and have never been rented to a low-income household have “no character”
and do not count toward the set-aside.

Management should not attempt to move existing low-income residents to
previously unrented units in order to make those units count toward the minimum
set-aside. This “unit swapping” practice is monitored and will not benefit the
development because first year credits are calculated based on monthly occupancy
rates.
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B. Income Limits & Calculations

Every year, the U.S. Department of Housing and Urban Development (HUD) publishes
the income limits applicable to properties funded with LIHTC and projects financed
with tax-exempt housing bonds; both are referred to by HUD as Multifamily Tax
Subsidy Projects (MTSPs). PRHFA uses the information published by HUD to calculate
maximum rents and income limits for Puerto Rico LIHTC projects.

MTSP Income Limits were developed to meet the requirements established by the
Housing and Economic Recovery Act of 2008 (HERA), which allowed 2007 and 2008
projects to increase their limits over time. Income limits are used to determine
qualification levels and set maximum rental rates for projects funded with tax credits
authorized under Section 42 of the Internal Revenue Code (Code) and projects financed
with tax exempt housing bonds issued to provide qualified residential rental
development under Section 1.42 of the Code.

HERA made legal changes to how income limits are calculated for LIHTC and bond-
financed properties. The subpart (E) of Section 1.42(d)(2), provides for an immediate
hold-harmless of “area median gross income” for LIHTC and bond-financed properties
income limits.

To determine the income limits applicable to a project, the project owners will need to
identify the following;:

1. Your project/building place in service (PIS) date.

Please note that if you have more than one building you may have different
PIS dates, and there is a possibility that, you may have different applicable
income limits.

2. If your project is located in a rural area.

The determination of rural area relates strictly to the specific location your
project is located. It does not relate to any Rural subsidy your project may be
receiving. If you are unaware if your project is located in a rural area, you
must contact the Rural Development Office for clarification.

3. Whether vour project is located in a designated HERA Special County.

This designation is made by HUD each year and will be included in the
income limits documentation.
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4. The project/building Rent Floor Election (RFE) effective date.

Please note that in the event you may need to use the RFE for your limit
calculation, PRHFA will determine the gross RFE to be at carryover
allocation for 9% tax credit projects. The gross RFE for 4% tax exempt bond
projects will be determined at reservation unless specific notification is made
by the owner to PRHFA specifying the gross RFE is to be at placed in service.

Once this information is obtained, the owner must determine the applicable income
limits based on the table Determination of Maximum Income Limits which is submitted
annually by the PRHFA along with the income limits documentation. Also, the owner
must confirm the applicable limits using the tables provided by HUD.

Project owners must also confirm if the project is located in a rural area as defined by
the USDA. The Housing Economic Recovery Act of 2008, HR 3221 defines area median
income in rural areas as the greater of the area median income and the national non-
metropolitan median income, effective for income determinations made after the date
of the enactment. This provision is only applicable to 9 percent credit developments.
The National non Metropolitan Income Limits are also provided annually by the
PRHFA.

As income limits are now delimited by a project/building place in service date as well
as by its location, it is possible that different buildings within a project may have
different income/rent limits. This is why we strongly suggest to be extremely careful
when completing your calculations. PRHFA will be providing clarifications if questions
arise but as a compliance agency will not be specifying or providing assessment on
specific calculations.

It is important to emphasize that the income limits described in this manual are
applicable only for LIHTC properties. When combining LIHTC properties with a
subsidy program, the owners must ensure that they meet both sets of program rules
regarding income limits application.

The PRHFA will provide annually an update of LIHTC income and rent limits to
development sponsors and managers. However, it is the owner’s responsibility to
obtain these limits when they are published by HUD and to implement the new limits
within 45 days of the effective date.

C. Maximum Rent Requirements

Under IRS Section 42, a unit qualifies as a LIHTC unit when the rent charged to the
household does not exceed the gross rent limitations on a monthly basis.

IRC §42(g)(2)(B) defines gross rent and excludes the following amounts:

1. Payments under Section 8 or a comparable rental assistance program;
2. Fees paid to the owner by any governmental program of assistance for supportive
services; and
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3. Rental payments to the owner to the extent the owner makes equivalent payments
to the Rural Housing Service under the section 515 program.

IRC §42(g)(2)(B) also requires that the gross rent include any utility allowance
“determined by the Secretary after taking into account such determinations under Section
8 of the United State Housing Act of 1937.” For Section 8, tenant rent is the portion of the
Total Tenant Payment the tenant pays each month to the owner for rent. Tenant rent is
calculated by subtracting the utility allowance from the Total Tenant Payment. Because
HUD determines a tenant’s rent on a monthly basis, state agencies must determine
whether the owner is in compliance with the gross rent limits each month of the owner’s
current tax year.

Gross rent does not include any fees for a supportive service which is paid to the owner
of the unit (on the basis of the low-income status of the tenant of 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
Internal Revenue 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.

Any charges to low-income tenants for services that are not optional generally must be
included in gross rent (Treas. Reg. §1.42-11). A service is optional when the service is
not a condition of occupancy and there is a reasonable alternative. Charges for non-
optional services such as a washer and/or dryer hookup fee and built-in/on storage
sheds (paid month-to-month or a single payment) would always be included within
gross rent. No separate fees should be charged for tenant facilities (i.e., pools, parking,
recreational facilities) if the costs of the facilities are included in eligible basis. Assuming
they are optional, charges such as pet fees, laundry room fees, and garage and storage
fees may be charged in addition to the rent; i.e., they are not included in the rent
computation. Under Treas. Reg. §1.42-11(a)(3), the cost of services that are required as
a condition of occupancy must be included in gross rent even if federal or state law
required that the services be offered to tenants by building owners.

A unit is out of compliance if the rent exceeds the limit on a tax year basis or on a
monthly basis. A unit is also considered out of compliance if an owner charges
impermissible fees. Once a unit is determined to be out of compliance with the rent
limits, the unit ceases to be a low-income unit for the remainder of the owner’s tax year.
A unit is back in compliance on the first day of the owner’s next tax year if the rent
charged on a monthly basis does not exceed the limit. An owner cannot avoid the
disallowance of the LIHTC by rebating excess rent or fees to the affected tenants.

Noncompliance with the rent restrictions will be reported to the IRS through the
issuance of Form 8823 Report of Noncompliance or Building Disposition under
category 11g, Gross Rent(s) Exceed LIHTC Limits. If the noncompliance is the result of
noncompliance with the utility allowance requirements, the error should be noted
under category 11m, Owner did not Properly Calculate Utility Allowance.
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D. Establishing Maximum Rent

Bedroom Size Rent Calculations (1990 - Forward)

For developments receiving an allocation of LIHTC from January 1, 1990 forward, the
maximum gross rents are computed based on the number of bedrooms in the unit.

Units with no separate bedroom are treated as being occupied by one (1) person; larger
units are treated as being occupied by 1.5 persons per each separate bedroom (see chart

below).
0 Bedroom Unit= 1.0 person income
1 Bedroom Unit= 1.5 person income
2 Bedroom Unit= 3.0 person income
3 Bedroom Unit= 4.5 person income
4 Bedroom Unit= 6.0 person income
Example:

To calculate the Maximum Gross Rent by bedroom size for projects that received an
allocation from January 1, 1990 forward the following steps must be performed:

% AMGI 1 2 3 4 5 6 7
60% 12,720 | 14,520 | 16,380 | 18,180 | 19,620 | 21,060 | 22,560

> To obtain the 1.5 person income an average must be calculated between the
Income Limit for a Household size of one person and two persons; the result
must be divided by 2.

» The income limit for 1.5 persons must be multiplied by 30% to calculate the
annual rent. To obtain the monthly rent divide the annual rent by 12. The result
is the Maximum Gross Rent by bedroom size.

> Select the unit factor that applied based on the bedroom size. For a 1 bedroom
unit the factor is 1.5 person incomes.

IL(l) IL(Q2)

12,720 +14,520 = 27,240 = $13,620
2 2
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13,620 X 30% = $4,086 Annual Rent

$4,086 = $340 Maximum Gross
12 Rent (Monthly)

Establishing LIHTC Rents in Subsequent Years

Each year, the owner must re-compute the maximum allowable rent and the utility
allowances for each project using the latest publication by HUD. If a LIHTC restricted
unit is rented to an unqualified tenant or the owner charges rents in excess of the
maximum allowable rent, the unit could be subject to recapture. The project should
never fall below the minimum set-aside.

E. Applicable Fraction
The applicable fraction is the lesser of:

» The unit fraction, which is the number of low-income units in a building divided
by the total number of residential rental units; or

> The floor space fraction, which is the total floor space of the low-income units in
the building divided by the total floor space of the residential rental units in the
building.

When determining the units to be included in the numerator (low-income units), and
in the denominator (total units) of the applicable fraction, the following aspects
should be taking into consideration:

> Units that have never been occupied or are occupied by a nonqualified
household cannot be included in the numerator, but must be included in the
denominator;

> Vacant units that were last occupied by a nonqualified household cannot be
included in the numerator, but must be included in the denominator.

» Units not suitable for occupancy, including tax credit units being rehabilitated
in the first year of the credit period, cannot be included in the numerator, but

must be included in the denominator.

» Common space units (units for FT manager, FT maintenance or security -see par.
F, below), are not included in either the numerator or denominator.
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F. Full Time Resident Manager’s Unit

The Full time resident or on-site manager’s unit may or may not be included in
determining the applicable fraction depending on the circumstances. According to IRS
Revenue Ruling 92-61, the ways in which the on-site manager’s unit may be considered
are:

» For buildings that have been placed in service after September 9, 1992, the full
time manager’s unit must be treated as common space (i.e., it would not be
included in either the numerator or denominator of the applicable fraction).

> For buildings that were place in service prior to September 9, 1992, the full time
manager’s unit may be treated as follows:

a. The full time manager’s unit is considered a qualified low-income unit
(the rent is restricted to a qualifying amount and the resident manager is
a certified low-income tenant); or

b. The full time manager’s unit is considered common space. As common
space, the unit would not be included in either the numerator or the
denominator of the applicable fraction.

Example:

A building contains 24 units and the applicable fraction is 100%. Credits were allocated
on 23 units. This means that the manager’s unit was treated as common space when
credit was allocated. The applicable fraction would be 23/23 or 100%.

A full time manager or maintenance person must occupy a resident manager’s unit.
The number of hours worked does not define full-time; rather it is defined that the
manager’s presence on site is reasonably required for the development. Some things to
consider are: what is warranted by the type, size and/or location of the development,
as well as what is needed in terms of the resident population. Some developments may
not need to employ a resident manager for what is normally considered full-time and
other developments may need to employ more than one on-site manager or
maintenance person. Full-time is considered to be whatever is reasonably required to
make operations run smoothly at the development. As a general guide, a manager who
performs management functions such as leasing units, preparing -certification
paperwork, cleaning, general maintenance, preparing turnover, collecting rent, etc., and
is available to the site on an on-call basis to respond to emergencies may be considered
a full-time manager under this ruling. According to Revenue Ruling 2004-82, dated
August 30, 2004, a unit may also be occupied by a full-time security officer and be
treated as common space, if reasonably required.

All developments, especially those that are new allocations, need to notify PRHFA of
the status of common space unit(s) and which method is being used. When notifying
PRHFA, it is necessary to include the project name and LIHTC number, the building
address and BIN number, the unit number, the number of bedrooms in the unit, the
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square footage, the current resident manager, maintenance person, or security
personnel’s name and a description of duties and time involved. If not previously
considered as part of the allocation process, PRHFA will issue a letter acknowledging
such common space unit.

For the most part, PRHFA will rely on the owner’s determination of whether a full time
unit is reasonably required by the development. However, if PRHFA becomes aware
that the unit is not occupied by a full time manager, maintenance, or security personnel,
as represented by the owner, it may become a noncompliance issue.

Note: If the owner is charging rent for the unit, the Internal Revenue Service may
determine that the unit is not reasonably required by the project because the owner is
not requiring the manager, maintenance or security personnel to occupy the unit as a
condition of employment.

G. Calculating the First Year Applicable Fraction

The applicable fraction for the first year is calculated as follows:

> Find the low-income portion as of the end of each full month that the building was
in service during the year.

> Add these percentages together and divide by 12 (per instructions on IRS Form

8609 and Schedule A). Note that the applicable fraction must be calculated for both
the unit and floor space fraction (See table below).
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Example:

Assume that a low-income building of 50 units was placed in service on March 1, 2015,
and has the following lease-up schedule during the first year of the credit period:

January 3 50 *0% 2,400 50,000 *0.00%
February 10 50 *0% 8,000 50,000 *0.00%
March 15 50 30% 12,000 | 50,000 24%

April 30 50 60% 24,000 | 50,000 48%

May 40 50 80% 32,000 | 50,000 64%

June 50 50 100% 50,000 | 50,000 100%
July 50 50 100% 50,000 | 50,000 100%
August 50 50 100% 50,000 | 50,000 100%
September 50 50 100% 50,000 | 50,000 100%
October 50 50 100% 50,000 | 50,000 100%
November 50 50 100% 50,000 | 50,000 100%
December 50 50 100% 50,000 | 50,000 100%
Totals Sum of monthly 72.50% | Sum of monthly 69.67%

Unit Fraction/12 Sq Ft Fraction/12

*The owner must not count the unit occupied in January and February towards the
first-year applicable fraction since the building was not placed in service for a full
month. For all other months, even if a resident moved in to a unit on the last day of
the month, that unit is considered occupied at the end of the month. The first year
applicable fraction for this building would be 69.67% based on this lease-up schedule.

H. Qualified Basis
Qualified basis is the portion of the eligible basis applicable to LIHTC units in a
building. Qualified basis is the product of a project's eligible basis multiplied by the

applicable fraction. The original qualified basis is determined as of the last day of the
first year of the credit period and is reported to the IRS on Part II of Form 8609.
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I. Claiming Credits

The credits may be taken annually for 10 years and are based on a percentage of the
qualified costs of the building. For 1987, the applicable rates were 9 percent for new
construction and substantial rehabilitation and 4 percent for buildings with federal
subsidies and for acquisition and rehabilitation of existing buildings. In order for an
existing building to qualify for the credit in connection with substantial rehabilitation,
there must be a period of at least 10 years between the date of acquisition and the date
the building was last placed in service.

After 1987, the credit percentage is based on the Applicable Federal Rate (AFR) for the
month the project is placed in service or, at the owner’s election, the month in which a
carryover/commitment is entered into by the owner and PRHFA.

Owners of qualified residential rental projects must satisfy the minimum set aside and
gross rent requirements for a minimum 15-year period, and in many cases, a 30-year
period, depending on the deed restrictions. Developments with allocations in 1990 and
each year thereafter are required to comply with these requirements for a minimum of
30 years.

J. Compliance Period

1. All LIHTC Developments

In order to receive the credit, all developments receiving a credit allocation since
1987 must comply with eligibility requirements for a period of 15 years beginning
with the first taxable year of a building’s credit period. The credit period for a
building begins in either the year it is placed in service or the first year after, as
declared in Part II of the IRS for 8609. This 15-year period is referred to in the Code
as the “Compliance Period” [Section 42(i) (1)].

2. Developments that received allocations from 1987 through 1989

These developments are only subject to a 15-year compliance period. However, any
building in such a development that received an additional allocation of credit after
December 31, 1989, must comply with eligibility requirements in effect beginning
January 1, 1990, and will also be bound by the Declaration of Land Use Restrictive
Covenants.

3. Developments which received LIHTC allocations after December 31, 1989

These developments must comply with eligibility requirements for a minimum
compliance period of 15 years and an extended use period of an additional 15 years
stipulated by a recorded agreement as to restrictive covenants.
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K. Summary of Federal Requirements for the LIHTC Program

1. To qualify for tax credits, a property must meet either the 20/50 or 40/60 test (see
Program Summary for an explanation of the 20/50 - 40/60 test).

2. All affordable unit households must have their anticipated income for the next 12
months certified at time of initial occupancy.

3. Individuals in a household do not have to be related.
4. All affordable units must be rent and income-restricted.

5. Rent charged is determined after subtracting a utility allowance for any tenant-paid
utilities.

6. Rules specify which utility allowance to use, depending on whether buildings
received HUD or Rural Development assistance, or whether a tenant receives
Section 8 assistance.

7. Affordable units must be suitable for occupancy and rented to the general public on
a non-transient basis.

9. If an affordable unit becomes vacant, and the last occupant was a qualified
household, the vacant unit continues to be considered an affordable unit, as long as
the next available unit of comparable size or smaller is rented to a qualified
household (Vacant Unit Rule).

10. If an affordable household’s income increases above 140% of the elected applicable
maximum income limit (50% or 60%), the next available unit of comparable size
must be rented to a qualified affordable household (Available Unit Rule).

11. Certain households are not qualified for tax credit housing. For example, if all the
occupants of a unit are full-time students, the unit is generally not eligible for tax
credits, unless any student complies with certain exceptions.

12. Properties must comply with all Fair Housing regulations.

13. After January 1, 1990, all tax credit properties must have a Regulatory Agreement
(extended use agreement) recorded as a restrictive covenant against the subject

property.

14. Owners must make annual certifications regarding compliance and must maintain
records verifying household qualification.

15. Noncompliance is reportable to the IRS and may result in recapture of credits
claimed.
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II. Owner’s Responsibilities

Each property owner or developer has decided 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 designed to make sure the housing development will benefit a
particular class of low-income tenants. A description of these program requirements
follows:

A. Source of Program Requirements

Section 42 of Internal Revenue Service, IRS Regulations found in 26 CFR Section 1.42,
IRS Revenue Rulings and Revenue Procedures, additional program rules prescribed by
the PRHFA, representations in a development’s application, and provisions included in
the Agreement as to Restrictive Covenants, all regulate how low-income housing
properties are to be operated. For the entire compliance period, owners are obligated to
provide the PRHFA with required reporting documents and any other information
requested in relation to the property, the tenants and units in the property, and
documentation filed with the IRS for the purpose of claiming the tax credits.

B. Proper Administration

The owner or developer is responsible to the PRHFA to insure that the project is properly
administered and maintained. The owner must make certain that the on-site
management team understands and complies with all appropriate rules, regulations and
policies that govern LIHTC developments, and must keep the development well
maintained so that units are suitable for occupancy.

If the Management Company or owner determines that a development is not in
compliance with LIHTC requirements, they should notify the PRHFA immediately.
Most noncompliance are correctable issues and the PRHFA will work with owners and
managers to remedy them within a reasonable amount of time.

Because the owner is ultimately responsible for a development’s compliance with
program rules, the PRHFA will direct any correspondence about noncompliance and
corrections to the owner, as well as to the management company.

C. Progress Report, Notice of Project Changes and Semi-Annual Reports

It is the responsibility of the owner or developer to keep the PRHFA informed throughout
all phases of development, rent-up and operation. This includes the construction phase
during which owners are responsible for sending the PRHFA progress reports, notice of
the scheduled placed-in-service date, and notice of any major changes in the
development's costs, financing, syndication, unit types and completion schedule.
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After all the buildings in a development are placed-in-service, the owner or company in
charge of the management of a LIHTC project must submit semi-annually to the PRHFA
the Tenant Income Certification information of each new move-in and annual re-
certifications of income for each existing tenant. This information must be submitted
to the PRHFA by the 15th day after the end of each semester during the compliance
period. The PRHFA will provide the Tax Credit Certifications Online Reporting
Software (COL) for the electronic submission of this information.

The COL System is an internet-based reporting system. It enables management
companies to enter and submit the following information:

1. The Tenant Income Certification information of each new move-in and annual re-
certifications of income for each existing tenant.

2. Annual Owner Certifications.

Each management company is responsible for the data input through COL, the accuracy
of all information on COL, and associated Tenant Income Certification forms generated
by the program. The PRHFA is not responsible for computer input discrepancies. The
management company/ project sponsor should review all computer generated forms for
completeness and accuracy prior to the electronic submission of the data to the PRHFA.

If any noncompliance results and is identified in the data submitted through COL,
PRHFA will notify the owner and/or manager to request the necessary documentation
to explain the situation. The owner or manager must provide the documentation
requested to PRHFA. If a unit is determined to be out of compliance, PRHFA will give
the owner 90 days to correct the issue. The noncompliance will be reported to the IRS
through the issuance of Form 8823 Report of Noncompliance or Building Disposition.

D. Recordkeeping Provisions

Under the record keeping provision of Reg. 1.42-5, the owner of a LIHTC project must
keep records for each building for each year in the compliance period showing the
following information:

> The total number of residential rental units in the building (including the number
of bedrooms and the size in square feet of each residential rental unit).

» The number of occupants in each LIHTC unit and the student resident status.

» The number and percentage of residential rental units in the building that are
LIHTC units, models, offices, and management units.

» The rent charged on each residential rental unit in the building (including utility
allowance) as well as any additional charges to tenants. Documentation must
include rent rolls, leases, and utility allowances as required by Internal Revenue
Service.
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» The LIHTC wunit vacancies in the building, marketing information, and
information which shows when and to whom each of the next available units were
rented.

» The annual income certification of each LIHTC tenant.

» Documentation to support each LIHTC Tenant Income Certification. Anticipated
income of all adult persons expecting to occupy the unit must be verified and
included on a Tenant Income Certification prior to occupancy and annually at
recertification for continued eligibility (i.e. Written third party verification is
always preferred. Income verifications are sent directly to and returned by the
source to management, not through the applicant).

» The character and use of the nonresidential portion of the building included in the
building's eligible basis under Section 42(d) (e.g. tenant facilities that are available
on a comparable basis to all tenants and for which no separate fee is charged for
use of the facilities, or facilities reasonably required by the project).

» The eligible basis and qualified basis of the building at the end of the first year of
the credit period.

» Records demonstrating that any state established set-aside elected by the owner
has been complied with for each year of the compliance period.

E. Record Retention

Owner must retain the records described above for at least six 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 be retained for at least six 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.

The Revenue Ruling 2004-82, published on August 30, 2004 clarified that owners may
comply with the record retention provisions under IRC Section 1.42-5(b) by using an
electronic storage system instead of maintaining hardcopy (paper) books and records,
provided that electronic storage system satisfies the requirements of Revenue
Procedure 97-22. Be advised that the owner must satisfy any additional recordkeeping
and record retention requirements of the monitoring procedures adopted by our
agency.

Owners must maintain applicant and tenant information in a way to ensure
confidentiality. Any applicant or tenant affected by negligent disclosure or improper
use of information may bring civil action for damages and seek other relief, as
appropriate. Owners must dispose of records in a manner that will prevent any
unauthorized access to personal information, e.g. burn, pulverize, shred, etc.
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F. Certification and Review Provision

The PRHFA requires the owner to certify, under penalty of perjury, at least annually
during the compliance period that, for the preceding 12 months, the development met
the requirements of Section 42 of the IRS. This requirement is satisfied by completing
an Annual Owner’s Certification (see PRHFA-01). This certification must be made
under oath and subject to the penalties of perjury.

The Owner certifies that:

1. The project meets the minimum requirements of the 20-50 test or the 40-60 test,
as applicable:

> at least 20% or more of the residential units in the Project are both rent-
restricted and occupied by individuals whose income is 50% or less of area
median income; or

> at least 40% or more of the residential units in the Project are both rent-
restricted and occupied by individuals whose income is 60% or less of area
median income.

2. There has beenno change in the applicable fraction for any building in the
project (as defined in Section 42(c)(1)(B) of the Code);

3. The owner has received an annual Tenant Income Certification from each low-
income resident and documentation to support that certification, or the owner
has a re-certification waiver letter from the IRS in good standing, has received
an annual Tenant Income Certification from each low-income resident, and
documentation to support the certification at their initial occupancy;

4. Each low-income unit in the project is rent-restricted as defined in Section
42(g)(2) of the Code;

5. All units in the project are and have been for use by the general public and used
on a non-transient basis (except for transitional housing for the homeless
provided under Section 42(i)(3)(B)(iii) of the Code);

6. No finding of discrimination under the Fair Housing Act, 42 U.S.C 3601-3619,
has occurred for this project. A finding of discrimination includes an adverse
final decision by the Secretary of Housing and Urban Development (HUD), 24
CFR 180.680, an adverse final decision by a substantially equivalent state or local
fair housing agency, 42 U.S.C 3616a(a)(1), or an adverse judgment from a federal
court;

7. Each building in the project is and has been suitable for occupancy, taking into
account local health, safety, and building codes (or other habitability standards),
and the state or local government unit responsible for making building code
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inspections did not issue a report of a violation for any building or low income
unit in the project;

8. There has been no change in the eligible basis (as defined in Section 42(d) of the
Code) of any building in the project since last certification submission;

9. All tenant facilities included in the eligible basis under the Section 42(d) of the
Code of any building in the project, such as swimming pools, other recreational
facilities, and parking areas, washer/dryer hookups, and appliances were
provided on a comparable basis without a charge to all tenants in the buildings;

10. If a low-income unit in the project has been vacant during the year, reasonable
attempts were made to rent that unit or the next available unit of comparable or
smaller size to tenants having a qualifying income;

11. If the income of tenants of low-income unit in any building increased above the
limit allowed in Section 42(g)(2)(D)(ii) of the Code, the next available unit of
comparable or smaller size in that building was or will be rented to residents
having a qualifying income;

12. An extended low-income housing commitment as described in Section 42(h) (6)
was in effect, including the requirement under Section 42(h) (6) (B) (iv) that an
owner cannot refuse to lease a unit in the project to an applicant because the
applicant holds a voucher or certificate of eligibility under Section 8 of the
United States Housing Act of 1937, 42 U.S.C. 1437s. Owner has not refused to
lease a unit to an applicant based solely on their status as a holder of a Section
8 voucher and the project otherwise meets the provisions, including any special
provisions, as outlined in the extended low-income housing commitment (not
applicable to buildings with tax credits from years 1987-1989);

13. The owner received its credit allocation from the portion of the state ceiling set-
aside for a project involving “qualified non-profit organizations” under Section
42(h)(5) of the code and its non-profit entity materially participated in the
operation of the development within the meaning to Section 469(h) of the Code
(if applicable).

14. The owner has complied with Section 42(h) (6) (E) (ii) (I) and not evicted or
terminated the tenancy of an existing tenant of any low-income unit other than
for good cause.

15. The owner has complied with Section 42(h)(6)(E)(ii)(II) and not increased the
gross rent above the maximum allowed under Section 42 with respect to any
low-income unit.

16. There has been no change in the ownership or management of the project.
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Filing Instructions: The Annual Owner Certification must be prepared and
submitted to the PRHFA using the COL System. Also, this document must be
printed, notarized and sent to the PRHFA by January 31 of each calendar year. Non-
receipt of this notarized form by the due date will automatically trigger the submission
of a notice of noncompliance to the IRS.

If the project is not yet in the first year of the credit period, submit:

> Annual Owner Certification with appropriate designation of not yet placed in
service, or placed in service but elect to begin credit period in the following year.
Sign, date and notarize.

If the project is in the first year of the credit period and later, submit:

> A completed, signed, dated and notarized Annual Owner Certification (PRHFA-
1);

» compliance monitoring fees; and

» IRS Forms 8609 for each building, with Part II completed, dated and signed.

The PRHFA will review the certifications submitted for compliance with the
requirements of Section 42.

G. Compliance Monitoring Fees

As Puerto Rico’s housing credit agency, PRHFA is required by law to conduct
compliance monitoring on all projects that have been placed in service for which the
Credit is or has been allocated at any time since the inception of the Program in 1987.
Fees are charged to cover staff, technology and other associated costs necessary to
conduct compliance monitoring.

1. Annual Monitoring Fees - Property owners must pay PRHFA an annual
compliance monitoring fee of $25.00 for each LIHTC unit contained in each
building. The annual monitoring fees must be submitted with the Annual
Owner's Certification by January 31st of each year.

2. Late Fees - PRHFA will assess a five percent (5%) 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 of $15 will be assessed
for any checks that are returned to the Authority for any reason.

3. Other considerations - Owners and developers should take note that
participation in PRHFA programs requires a certification of good standing with
the PRHFA. Failing to pay fees will bar any further participation in the
programs administered by the PRHFA.

The PRHFA reserves the right to make adjustments in the amount of the annual
compliance monitoring fee as it deems necessary to defray the cost of compliance
monitoring.

20 Compliance Monitoring Plan Revised July 2016



COMPLIANCE MONITORING PLAN

H. Noncompliance

If the management agent and/or the owner determines that a building or entire project
is not in compliance with program requirements, PRHFA must be notified immediately.
The management agent and/or the owner must formulate a plan to bring the project
back into compliance, and advise PRHFA in writing of such a plan. If the owner does
not follow the formulated plan or does not comply with PRHFA'’s expectations, the
noncompliance will be reported to the IRS.

I. Notification of Change in Management

Owners are required to inform PRHFA if any changes occur in the project
administrator, management entity or management contact information. The owner
must notify PRHFA using Form PRHFA-13 Property Contact Information.

J. Notification of Transfer of Ownership

It is the owner’s responsibility to notify the Authority of any transfer of ownership. If
the ownership of any building (or any interest therein) which has received an allocation
of tax credits is transferred by the owner, a bond must be posted in accordance with
Internal Revenue Code Section 42(j)(6). Owners are advised to seek legal counsel
regarding this requirement prior to transferring ownership (or any interest therein).
PRHFA is required to notify the Internal Revenue Service of any transfer of ownership
of any building (or any interest therein), which has received an allocation of tax credits.
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II1. PRHFA Responsibilities

Once a final allocation is awarded to a project, the PRHFA has the responsibility of monitoring
the project to guarantee compliance with Section 42 of the Internal Revenue Code and its
regulations.

This Section briefly describes the PRHFA’s monitoring activity. These compliance monitoring
procedures may be changed as the PRHFA deems necessary or as required by the Internal
Revenue Code, IRS Regulations, Revenue Rulings, and Revenue Procedures.

A. Conducting Compliance Monitoring Seminars

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 Compliance Seminar before the PRHFA
releases Forms 8609 allocating the placed-in-service tax credits. The PRHFA also reserves
the right to require management personnel to attend seminars at any time during the
compliance period if the property’s compliance efforts are deficient or if staff changes occur.
The PRHFA will offer continuing education to the owner or developer, the Management
Company and on-site personnel to guarantee compliance with federal regulations and
PRHFA's rules.

The purpose of the seminar is to provide instruction on the following;:

> Federal regulations for determining eligibility of low-income tenants;

» PRHFA procedures for determining eligibility of low-income tenants;

> Specific information which must be obtained from a prospective tenant through the
rental application;

Income and rent limits;

Income verifications;

Annual income and asset verification ;

PRHFA required forms and or documentation; and

Such other topics which the PRHFA or the representatives of the development may
deem necessary to the proper management of the development as a successful
LIHTC participant.

YVVVVYYVY

B. Compliance Inspections

The PRHFA will conduct an on-site inspection at least once every three (3) years of all
buildings in each low income housing project. The review will consider the Tenant Income
Certification, the documentation supporting such certification, and the rent records. The
LIHTC projects to be inspected or reviewed must be chosen in a manner that will not give
owners of the projects advance notice that their records for a particular year will or will not
be inspected. The first inspection for new projects will occur no later than the end of the
second year of the credit period. In the event that extensive noncompliance is identified,
PRHFA could consider expanding the number of units inspected/files reviewed beyond
the sample required under Treasury Reg. 1.42-5(c)(2)(ii).
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Revenue Procedure 2016-15 sets forth the minimum number of low-income units in a low
income housing project for which a State or local housing credit agency must conduct
physical inspections and low-income certification reviews. This revenue procedure also
permits the physical inspection protocol established by the Department of Housing and
Urban Development (HUD) Real Estate Assessment Center (the REAC protocol) to satisfy
the physical inspection requirements of §1.42-5(d) and 1.42-5T(c)(2)(ii) and (iii). This
Revenue Procedure applies for determining wether compliance monitoring provisions
meet the requirements of §1.42-5(d) and 1.42-5T(c)(2)(ii) and (iii) Section 4.

The minimum number of low-income units for which an Agency must conduct on-site
inspections and low income certification review is the lesser of (1) or (2) below-

1. 20 percent of the low income units in the low income housing project rounded up
to the nearest whole number of units, or

2. the Minimum Unit Sample Size set forth in the following Low Income Housing
Credit Minimum Unit Sample Size Reference Chart:

Number of Low-Income Units
Number of Low-Income Units | Selected for Inspection or Low-

in the Low-Income Housing Income Certification Review

Project (Minimum Unit Sample Size)
1 1
2 2
3 3
4 4
5-6 5
7 6
8-9 7
10-11 8
12-13 9
14-16 10
17-18 11
19-21 12
22-25 13
26-29 14
30-34 15
35-40 16
41-47 17
48-56 18
57-67 19
68-81 20
82-101 21
102-130 22
131-175 23
176-257 24
258-449 25
450-1,461 26
1,462-9,999 27
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The PRHFA does not need to select the same low-income units for on-site inspections
and low income certification review. The PRHFA may also give an owner reasonable
notice that an inspection will occur so that the owner may assemble records. This
notification letter is considered the agency’s announcement of an upcoming compliance
review. Noncompliance that is identified and corrected by the owner prior to notification
of an upcoming compliance review or inspection need not be reported to the IRS.

During the inspection, the PRHFA will inspect the units and review the initial rent
records and, at a minimum, verify the following from the tenants’ files:

> Rental application completed, including certification of assets and disposal of
assets, if applicable;

» Tenant income certification completed for move-in and current year, including all

required signatures and dates;

Calculation of move-in income eligibility

Income verification(s) completed and documented;

Assets documented, and verified if total assets are more than $5,000 in value;

Student eligibility documented;

Lease and lease addendum completed at move-in; and

Current year utility allowance on file.

VVVVYY

On-site building inspections involve physically checking building and dwelling units
for compliance with applicable housing quality standards. The Compliance Monitoring
Regulations published on January 14, 2000, require housing credit agencies to conduct
physical inspections consistent with standards governed by the Department of Housing
and Urban Development’s Uniform Physical Conditions Standards. These standards
require properties to be in “decent, safe and sanitary condition and in good repair” and
require agencies to inspect the following five major areas:

1. Site: The site includes components such as fencing and retaining walls, grounds,
lighting, mailboxes, signs (such as those identifying the development or areas of
the development), parking lots/driveways, play areas and equipment, refuse
disposal, roads, storm drainage and walkways. The site must be free of health
and safety hazards and be in good repair.

2. Building exterior: Each building on the site must be structurally sound, secure,
habitable, and in good repair. The building’s exterior components such as doors,
fire escapes, foundations, lighting, roofs, walls and windows, where applicable,
must be free of health and safety hazards, operable, and in good repair.

3. Building systems: The building’s systems include components such as domestic
water, electrical system, elevators, emergency power, fire protection, HVAC,
and sanitary system. Each building’s systems must be free of health and safety
hazards, functionally adequate, operable, and in good repair.

4. Duwelling units :
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(i) Each dwelling unit within a building must be structurally sound, habitable,
and in good repair. All areas and aspects of the dwelling unit (for example the
unit’s bathroom, call-for-aid, ceiling, doors, electrical systems, floors, hot water
heater, HVAC (where individual units are provided), kitchen, lighting,
outlets/switches, patio/porch/balcony, smoke detectors, stairs, walls and
windows) must be free of health and safety hazards, functionally adequate,
operable, and in good repair.

(if) Where applicable, the dwelling unit must have hot and cold running water,
including an adequate source of potable water.

(iii) If the dwelling unit includes its own sanitary facility, it must be in proper
operating condition, usable in privacy, and adequate for personal hygiene and
the disposal of human waste.

(iv) The dwelling unit must include at least one battery operated or hard wired
smoke detector in proper working condition on each level of the unit.

5. Common areas - The common areas must be structurally sound, secure and
functionally adequate for the purposes intended. The common areas include
components such as basement/ garage/carport, restrooms, and closets, utility,
mechanical, community rooms, day care, halls/corridors, stairs, kitchens,
laundry rooms, office, porch, patio, balcony, and trash collection areas, if
applicable. The common areas must be free of health and safety hazards,
operable, and in good repair. All common area ceilings, doors, floors, HVAC,
lighting, outlets/switches, smoke detectors, stairs, walls, and windows, to the
extent applicable, must be free of health and safety hazards, operable, and in
good repair.

All areas and components of the housing must be free of health and safety hazards.
These areas include, but are not limited to: air quality, electrical hazards, elevators,
emergency/fire exits, flammable materials, garbage and debris, handrail hazards,
infestation, and lead based paint. For example, the buildings must have fire exits that
are not blocked and have handrails that are undamaged and have no other observable
deficiencies. The housing must have no evidence of infestation by rats, mice, or other
vermin, or of garbage and debris. The housing must have no evidence of electrical
hazards, natural hazards, or fire hazards. The dwelling units and common areas must
have 