NEW YORK CITY HOUSING DEVELOPMENT CORPORATION
LOW INCOME HOUSING TAX CREDIT
MONITORING PROCEDURES

The New York City Housng Development Corporation’s (“HDC”) low income housing tax credit
(“LIHTC”) monitoring procedures implement the requirements of Section 42(m)(1)(B)(iii) of the Internd
Revenue Code of 1986 (“Code’). Section 42(m)(1)(B)(iii) was added by the Revenue Reconciliation Act
of 1990 and became effective on January 1, 1992. Therequirementsof Section 42(m)(1)(B)(iii) apply to
al buildings placed in service for which the LIHTC is, or has been, dlowable a any time.

In addition, the Internd Revenue Service (“IRS’) published find regulations on September 2, 1992 (“IRS
Regulations’), as amended effective January 14, 2000 and January 1, 2001" (as amended “IRS
Regulations’) that create procedures pursuant to which alocating agencies such as HDC are required to
monitor compliance with Section 42 of the Code and report any noncompliance to the IRS. HDC's
monitoring procedures are intended to implement the requirements contained in the IRS Regulations.

HDC's monitoring procedures set forth herein apply to any owner of a project that has received an
dlocation of LIHTC from HDC.

[ Record K eeping and Record Retention Provisions

A. Record Keeping: An owner of a project that has received an alocation of LIHTC from HDC is
required to keep recordsfor each building in the project and make theserecordsavailableto HDC
upon request for LIHTC compliance monitoring. These records shdl show for each year inthe
compliance period the following:

1 The totd number of resdentid rentd unitsin the building, identified by gpartment
number (and including the number of bedrooms and the sizein square feet of each
resdentid rental unit), and whether a unit has been occupied by tenants whose
family income and rental charges comply with Section 42(g) of the Code so asto
qudify such unit as alow income unit as defined in Section 42(i)(3) of the Code
(“Low Income Unit");

2. The percentage of Low Income Unitsin each building and the project;
3. Theinitid rent charged on eech resdentid renta unit in the building (including any

utility allowances) and dl changes thereto (including any forgiveness of rent asan
incentive to initiad or continued occupancy by the tenant of such unit);

1 Allamendmentsare effective January 1, 2001, except that Sections||. E and the last sentence of Section

V. B areeffective January 14, 2000.
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4, The number of occupantsin each Low Income Unit, but only if rent is determined
by the number of occupantsin each unit under Section 42(g)(2) of the Code (asin
effect before the amendments made by the Omnibus Budget Act of 1989). This
requirement appliesto any project owner that entered into aLIHTC Reservation
Agreement with HDC prior to January 1, 1990, unlessthe project owner madean
election pursuant to IRS Revenue Procedure 94-9 to determinerentsby unit Sze

5. The vacancies in each building and information that shows when, and to whom,
such units were rented;

6. The annud income catification of each of the tenants of a Low Income Unit
(“Tenant Income Certification”);

7. The documentation submitted to support each Tenant Income Certification (for
example, a copy of each tenant’s federa income tax return or W-2 Forms or
verification of incomefrom third parties such asemployersor state agenciespaying
unemployment compensation). Tenant income is to be caculated in a manner
consgtent with the determination of annua income under Section 8 of the United
StatesHousing Act of 1937 asamended (“ Section 8”), not in accordance with the
determination of grossincomefor federd incometax ligbility. Inthecaseof tenants
of aL.ow Income Unit receiving housing assistance payments under Section 8, the
documentation requirement is satisfied if the public housing authority provides a
statement to the building owner declaring the tenant’ sincome does not exceed the
goplicable income limit under Section 42(g) of the Code;

8. Thedigible bass and qualified bas's of each building at the end of thefirst year of
the credit period;

0. A description listing the character and use of the non-residentia portion of each
building included in such building' s eigible basis under Section 42(d) of the Code
(for example, tenant facilitiesthat are available on acomparablebassto dl tenants
and for which no separate fee is charged for use of the facilities, or facilities
reasonably required by the project); and

10.  Theorigind loca hedth, safety and/or building code violation reports or notices
that wereissued by the State or local government unit responsible for making local
hedlth, safety or building code inspections. Retention of these origind violation
reports or notices is not required once HDC reviews the violation reports and/or
notices and completes itsingpection of the building (as required by Section I11. C
of these monitoring procedures), unless the violation remains uncorrected.
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Record Retention Provisions: The owner of a project that received an dlocation of LIHTC from
HDC shdl retain the foregoing records for aminimum of six (6) years beyond the due date (with
extengons) for filing the federd income tax return for the last year of each building's LIHTC
compliance period; provided however the records set forth in Section 1.A.10 shdl beretained for
the period set forth in such section.

Owner Certifications

An owner of aproject that received an alocation of LIHTC from HDC shdl submit certifications (“ Owner
Certification”) annudly to HDC for the period during which the project is required to comply with Section
42 of the Code. Such Owner Certification shal be made under pendty of perjury and on aform gpproved
by HDC. The project owner shal certify that for the preceding twelve (12) month period (and in addition
thereto any lesser or greater period of time as HDC may determine in its sole discretion):

A.

The project meets the requirements of either (i) the “20-50 test” under Section 42(g)(1)(A)of the
Codeor (ii) the* 25-60 test” under Sections42(g)(4) and 142(d)(6) of the Code. If the owner has
elected for the project to be “deep rent skewed” then the owner must also certify that the project
meetsthe requirements of the* 15-40 test” under Sections42(g)(4) and 142(d)(4)(B) of the Code;

There has been no changein the gpplicablefraction (as defined in Section 42(c)(1)(B) of the Code)
of any building in the project; provided, however, if there has been such a change the owner shdl
certify asto the nature of the change on abuilding by building basis (pursuant to Section 252(f)(2)
of the Tax Reform Act of 1986, this requirement does not apply to any project that received an
dlocation of LIHTC from HDC pursuant to a Credit Reservation Agreement entered into by HDC
prior to January 1, 1990);

The owner has received a Tenant Income Certification for each Low Income Unit and
documentation to support such certification and the owner has examined such documentation and
verified such Tenant Income Certification, or in the case of tenants recelving Section 8 housing
assgtance payments, the owner has received a statement from a public housing authority as
described in Section I.A.7 of these monitoring procedures,

Each Low Income Unit was rent restricted under Section 42(g)(2) of the Code;

All unitsin the project were: (i) for use by the generd public (as defined in Section 1.42(9) of the
IRS Regulations), including the requirement that no finding of discrimination under the Fair Housing
Act, 42 U.S.C. 3601-3619, occurred for the project (a finding of discrimination includes an
adverse find decison by the Secretary of the Department of Housing and Urban Development
(“HUD"), 24 CFR 180.680, an adverse fina decision by a substantialy equivadent State or loca
fair housing agency, 42 U.S.C. 3616(a)(1), or an adverse judgment from afedera court); and (ii)
used on a nontransient basis (except for transtiona housing for the homeess provided under
Section 42(i)(3)(B)(iii) of the Code or single roomoccupancy units rented on amonth-by-month
basis under Section 42(i)(3)(B)(iv) of the Code);
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F. Thebuildingsand Low Income Unitsin the project were suitable for occupancy, taking into account
locd hedlth, safety, and building codes (or other habitability standards), and the State or loca
government unit responsible for making loca hedlth, safety, or building code inspections did not
issue aviolation report for any building or Low Income Unit in the project. If aviolation report or
notice was issued by the governmenta unit, the owner must atach a Satement summarizing the
violation report or notice, or attach a copy of the violation report or notice, D its Owner
Certification. In addition, the owner must certify whether the violation has been corrected;

G. There was no change in any building's eigible bass (as defined in Section 42(d) of the Code);
provided, however, if there has been such a change the owner shdl certify asto the nature of the
change on abuilding by building bass (for example, acommon areahas become commercia space,
or afeeis now charged for atenant facility formerly provided without charge);

H. All tenant fadilities included in the eigible basis (as defined in Section 42(d) of the Code) of any
building in the project (such as swimming pools, other recreationa facilities, and parking areas)
were provided on a comparable basis without a charge to dl tenantsin such building;

When and if aLow Income Unit in the project became vacant during the year, and such vacancy
caused the percentage of Low Income Unitsto fail the 20-50 test or the 25-60 test, whichever is
applicable to the project, reasonable attempts were or are being madeto rent such unit or the next
availableunit of comparable or smaller szeto tenantshaving aquaifying incomefor aL.ow Income
Unit before any other unitsin the project were or will be rented to tenants not having a quaifying

incomefor aL.ow Income Unit; provided, however, if the project is* deep rent skewed” reasonable
attempts were or are being made to rent the next available Low Income Unit that had been rented
to atenant satisfying either the 20-50 test or the 25-60 test, whichever is applicableto the project,
to tenants having aqudifying incomefor aL.ow Income Unit under the 20-50 test or the 25-60 tet
whichever is gpplicable to the project, unless the vacancy occurred in a unit being used to satisfy
the 15-40 tes, in which event reasonable attempts were or are being made to rent the next

available Low Income Unit to tenants having a quaifying income under the 15-40 test;

J. If the income of the tenants of a Low Income Unit in a Building thet is not “deep rent skewed”
increased above the limit dlowed in Section 42(2)(D)(ii) of the Code (i.e. 140% of the project’s
goplicable income digibility limit - 50% or 60% of area gross median income, whichever is
gpplicable), and such increase caused the percentage of Low Income Unitstofall the20-50 test or
the 25-60 test, whichever is applicable to the building, the next available unit of comparable or
gmdler 9ze in the building was or will be rented to tenants having a qudifying income for aLow
Income Unit. For abuilding inaproject that €l ected to be* deep rent skewed”, if theincome of the
tenants of a Low Income Unit increased above the limit dlowed in Section 42(g)(2)(D)(ii) of the
Code (i.e. 170% of the project’s gpplicable income digibility limit - 50% or 60% of area gross
median income whichever isapplicable), and such increase caused the percentage of Low Income
Unitsto fail the 20-50 test or the 25-60 test, whichever is gpplicableto the building, or the 15-40
tet, the next avallable Low Income Unit in the building was or will be rented to tenants having a
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qudifyingincomefor aLow Income Unit (i.e. 40% of areagross medianincomeand at agrossrent
equa to 30% of 40% of area gross median income as adjusted by either the imputed income
limitation or actual family Sze, whichever is gpplicable) until the 20-50 test or the 25-60 test,
whichever is gpplicable to the project, is satisfied, and until the 15-40 test is satisfied (if

applicable)(provided however if aproject received an dlocation of LIHTC from HDC pursuant to
Section 252(f)(2) of the Tax Reform Act of 1986, then the foregoing * deep rent skewed” test may
be met on a project-wide basis as opposed to a building by building basis);

For aproject that elected to be* deegp rent skewed”: with respect to units of comparable Sze, that
the highest annua gross rent for each Low Income Unit type (e.g. studios, one bedrooms, two
bedrooms) in the project does not exceed one hdf of the average annuad gross rent for the
respective unit types which are not Low Income Units; provided, however, that for a project
that elected to be “ deep rent skewed” prior to January 1, 1990, with respect to units of
compar able size, that theratio of the highest annual grossrent with respect to each Low
Income Unit typein the project doesnot exceed onethird of theaverageannual grossrent
for the respective unit types which are not Low Income Units (unless the project owner
made an election pursuant to IRS Revenue Procedures 94-10 to use a 2:1 “deep rent
skewed” ratio); and

An extended |ow income housing commitment as described in Section 42(h)(6) of the Codewasin
effect (for buildings subject to Section 7108(c)(1) of the Omnibus Budget Reconciliation Act of
1989), including the requirement under Section 42(h)(6)(B)(iv) of the Code that an owner cannot
refuseto lease aunit in the project to an applicant who holds avoucher or acertificate of digibility
under Section 8. This requirement does not apply to any project that received an dlocation of
LIHTC from HDC pursuant to a Credit Reservation Agreement entered into by HDC prior to
January 1, 1990.

HDC Compliance Review

Certification Review: HDC shdl review the certifications submitted under Section 11 of these
monitoring procedures for compliance with Section 42 of the Code;

On-Site Review: HDC shdll, by the end of the second caendar year following the year the last
buildingintheproject isplaced in service, and at least once every three yearsthereefter, review the
records of at least twenty (20%) percent of projects monitored by HDC which received an

dlocation of LIHTC and for which HDC has not ddlegated LIHTC compliance monitoring

respong bility pursuant to Section V1.B(ii) of these monitoring procedures. Project reviewsshdl be
conducted in amanner that will not give owners advance notice that their records for a particular
year will or will not be reviewed; provided, however, HDC may givethe project owner reasonable
noticethat areview will occur so that the project owner may assemblerecords (for example, thirty
(30) daysis reasonable notice). Project owners shdl provide HDC with access to and, upon

request of HDC, copies of al records set forth in Section | of these monitoring procedures. The
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review shdl include (but not be limited to) an on-Ste examination of thefollowing information for a
least twenty percent (20%) of the Low Income Unitsin a project:

1. The Tenant Income Certification for a particular year;

2. The documentation the project owner hasreceived to support such Tenant Income

Certification; and
3. The rent record for such Low Income Unit.
3. Inspection Provison: During the LIHTC compliance period, HDC hasthe right to perform an

on-dite ingpection of any building in a project monitored by HDC that received an alocation of
LIHTC. Theingpection provison inthis Section I11. C is aseparate requirement from any tenant
file review under Section Ill. B of these monitoring procedures. HDC must conduct on-Ste
ingoectionsof al buildingsinaproject by the end of the second calendar year following the year the
last building in the project is placed in service and at least once every three (3) years theresfter.
Additiondly, HDC must ingpect at least twenty percent (20%) of the project’ sLow Income Units
by the end of the second caendar year following theyear thelast building intheprojectisplacedin
sarvice, and at least once every three (3) years theregfter.

As part of its on-steingpection of the buildingsin the project and the Low I ncome Units HDC or
its authorized delegate must review any loca hedlth, safety or building code violations reports or
noticesretained by the project owner pursuant to these monitoring procedures and must determine
whether the buildings and Low Income Units ether (i) are suitable for occupancy, taking into
account locdl, health safety and building codes (or other habitability standards); or (ii) satisfy the
uniform physical condition standards for public housing established by HUD pursuant to 24 CFR
5.703. If HDC determines by ingpection that the HUD physica condition sandardsare met, HDC
isnot required to determine by ingpection whether the project meetsloca hedlth, safety and building
codes. The HUD physicd condition standards do not supersede or preempt locd hedlth, safety
and building codes and the project, under Section 42 of the Code, must continue to satisfy these
codes. If HDC becomesaware of any violation of the above codes, HDC must report theviolation
tothe IRS.

V. Notification

A. If HDC (i) does not receive the Owner Certification required by Section 1l of these monitoring
procedures, or (ii) isnot permitted to conduct its compliance monitoring review asset forthinthese
monitoring procedures and/or as may be required by the IRS Regulations including, without
limitation, if HDC does not receive or is not permitted to review aproject owner’ s records as set
forth in Section | of these monitoring procedures (including without limitation Tenant Income
Certifications and supporting documentation or rent records), or is not permitted to conduct an
ingpection of a project, al as more fully described in Sections 111(B) and (C) of these monitoring
procedures, or (iii) discovers by ingpection, review, or in some other manner, that the project isnot
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incompliance with Section 42 of the Code, then HDC shdl prompitly notify the project owner. The
project owner shal beafforded aperiod of timeto be determined by HDC inits sole discretion (the
“Correction Period”) to supply any missng certifications, permit HDC to conduct its compliance
monitoring review and/or bring the project into compliance with the provisions of Section 42 of the
Code; provided, however, that the Correction Period shall not exceed ninety (90) days from the
date of HDC' snoticeto Owner. HDC may extend the Correction Period permitted hereunder for
up to 180 daysif HDC determines, in its sole discretion, that thereis good cause for granting such
extenson.

2. HDC shdl natify the IRS of aproject owner’ snoncompliance, falureto permit HDC to conduct its
compliance monitoring review, or falureto submit the Owner Certification, no later than forty-five
(45) days after the end of the Correction Period including extensions, if any, and no earlier thanthe
end of the Correction Period including extensons, if any, whether or not the noncompliance, fallure
to permit HDC to conduct its compliance monitoring review, or falure to submit the Owner
Certificationiscorrected, by filing IRS Form 8823 “ L ow- Income Housing Credit Agencies Report
of Noncompliance’ with the IRS and/or providing such other natification as may be required by
Section 42 of the Code or the IRS Regulations. HDC shdl provide on IRS Form 8823 (i) an
explanation of the nature of the noncompliance, failure to permit HDC to conduct its compliance
monitoring review, or falure to submit the Owner Certification, as the case may be, and (ii) an
indication asto whether the project owner has corrected the noncompliance, failureto permit HDC
to conduct its compliance monitoring review, or falure to submit the Owner Certification as the
casemay be. Any reported or discovered change in either the applicable fraction or digible basis
under Sections|1(B) and (G) of these monitoring procedures respectively, thet resultsin adecrease
in the quaified bass of the project under Section 42(c)(1)(A) of the Code is noncompliance that
ghall be reported to the IRS. If HDC reports on IRS Form 8823 that abuilding is entirely out of
compliance and will not be in compliance a any time in the future, then HDC need noat file IRS
Form 8823 in subsequent yearsto report that building’ s noncompliance. If the noncompliance or
falureto certify is corrected within three (3) years after the end of the Correction Period, HDC is
required to file aForm 8823 with the IRS reporting the correction of the noncompliance or failure
to certify.

V. Ddegation of Authority

A. HDC, at its discretion, may retain an agent or other private contractor to perform compliance
monitoring to the extent that such delegation of HDC' s compliance monitoring activitiesispermitted
by and performed in accordance with the IRS Regulations.

B() HDC,a itsdiscretion, may delegated| or someof its compliance monitoring responsibilitiesfor one
or more projects to another agency located within New Y ork State including the responsibility of
notifying the IRS of a project owner’ s noncompliance or failure to submit the Owner Certification
pursuant to the IRS Regulations, provided that the entity delegated to perform compliance
monitoring activities informs HDC of its monitoring results.
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(in) In the event that HDC makes a delegation of its compliance monitoring responsibilities for one or
more projects as et forth in (i) above to another agency located in New Y ork State that has also
alocated LIHTC to the projects so delegated, then, with regard to HDC, such projects so
delegated shdll be, in HDC' sdiscretion, exempt from the provisions of Sections|l and I11 of these
monitoring procedures during the period of time that such delegation remainsin effect.

VI. HDC Retention of Records

HDC shdll retain records of noncompliance, failure to permit HDC to conduct its compliance monitoring
review, or falure to submit the Owner Certification for 6 years beyond HDC' sfiling of the respective IRS
Form 8823. In dl other cases, HDC shall retain the Owner Certifications and records described in

Sections |1 and 111 of these monitoring procedures for 3 years from the end of the calendar year in which
HDC receives such Owner Certifications and records.

VII.  Liability

Compliancewith the requirements of Section 42 of the Codeisthe responsbility of the project owner of the
building for which the LIHTC is dlowable. HDC's obligation to monitor for compliance with the
requirements of Section 42 of the Code does not make HDC liable for aproject owner’ s noncompliance.

VIIl. Fees

HDC reservestheright to charge afeeto ownersof projectsthat received an dlocation of LIHTC, suchfee
to be determined by HDC in its sole discretion, to cover HDC' s expensesin monitoring compliance under
these monitoring procedures. HDC may refuse to accept a project owner’s certification required under
Section 11 of these monitoring procedures unless and until such feeis paid to and received by HDC.

9. Reporting Requirements

HDC mugt report its compliance monitoring activities annualy on Form 8610, “Annud Low Income
Housing Credit Agencies Report.”

X. Effective Date

These LIHTC monitoring procedures are effective as of January 1, 1992 as amended, effective January 14,
2000 and January 1, 2001 (seefootnote on page 1) and supersede any procedures previoudy adopted by
HDC for monitoring compliance with Section 42 of the Code by project ownersthat received an dlocation
of LIHTC from HDC.
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