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Are you worried about your staff being able to absorb all the HOTMA changes?  

OR 
Are you ready for an advanced LIHTC Comprehensive course and HCCP Exam? 

Watch for a new way to learn in manageable weekly pieces!  

Click on the images or links below for more information 

 

LINK | https://www.costellocompliance.com/lihtc-comprehensive-hybrid-hccp-exam 

 

 

                                                           LINK | https://www.costellocompliance.com/HOTMA-Weekly-Training 

https://www.costellocompliance.com/fall-2024-hotma-12-week-training-lihtc-home-nhtf
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Introduction and HOTMA 2024 
History 
In 1986 Congress enacted the Low-Income Housing Tax Credit Program, which provides incentives for 

private investment in affordable rental housing. The LIHTC or Tax Credit Program is governed by Section 

42 of the Internal Revenue Code of 1986. Each state has a designated agency to allocate and administer 

tax credits for its state. 

“IRS” Memory Aid To retain tax credits, an owner/agent must meet the following 

requirements: 

 

Circle it the element above affected by HOTMA. 
 

Bonus! The above elements apply to almost all affordable housing. Only the details differ.  

 

Knowledge Check Is It Nonrecurring Income? 
HOTMA Implementation Notice | Example G1 

Fill in each blank with “included in” or “excluded from.” 

Scenario A | Earned income _________________ annual income. 
Justin Clark worked for four months over the past year for a company that has since gone out of business. 
During the Clark family’s interview, the Owner asks Justin whether he expects to work for the company 
again in the coming year. Justin provides proof that the company went out of business.  

Scenario B | Earned income _________________ annual income. 
Ana Johnson works as an independent information technology (IT) contractor during various times of the 
year, when her clients require additional IT contract support. Ana believes that she will be contracted 
again the following year based on discussions with her clients.  

Scenario C | Guaranteed Basic Income (GBI) ________________ annual income.  
Lucretia Jones reports at her upcoming annual reexamination effective on 5/1/24 that her GBI program 
will be ending on 1/31/25. The PHA/MFH Owner excludes this income because the programs will stop 
before the next annual reexamination on 5/1/25.  

                                      Scenario D | 2024 Research stipend _________________ annual income. 
                                                             2025 Research stipend _________________ annual income.  

Lillian Gonzalez reports for a cert effective on 5/1/24 that she receives monthly payments for participation 

in a research project that is expected to last for 18 months and will end on 9/30/25.  

 

HOTMA Highlight 
Only the amounts received for alimony or child support are counted. The court-ordered amount is no 

longer a determining factor.  
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Form Suggestions | Alimony and Child Support 

Application form snippet 
In the section that collects income information – delete questions, as below 

Yes  No 
   Are you receiving child support or alimony? 

Have you ever been court-ordered to receive child support or alimony that you 
are not receiving? 

                         If “yes” are you pursuing the amounts you are not receiving? 
 

2021 Flashback! | The Dunphys 

 

 

 

 

 

Exercise Cross out the items below that are no longer necessary.  

How was this calculated before HOTMA? 

How about in the HOTMA er? 
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Up Scale Lawn 

12/12/2024 
Dear Mr. Heath Ma, 
This is to inform you that you have been awarded the local resident scholarship that 
you applied for. As a local business that has served the Sample County area for 74 
years, we sincerely hope that the financial assistance will greatly benefit you and our 
community and state for years to come. Details are below and in your scholarship 
application packet. 
          Annual assistance  $4,500.00 
          Term of assistance           4 years 

Sincerely, 

                   David Hammond 
David Hammond 
CEO | Up Scale Lawn 
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HOTMA Highlight 
Checking account values is the current balance under HOTMA. This means that a statement dated within 
120 days of the effective date can be used to verify the balance. If a tax refund or refundable credits was 
received in the last 12 months, that amount is subtracted from total net assets. 

Knowledge Check 
Income from Trust Under Control of Household 

A family receives monthly payments from a trust to which they have access. 

A verification is sent to the administrator of the trust, and the following 

components of the payments are established.  

Total monthly payments  $        950 
Distribution of principle  $        200 

       Trust income   $        750 
Trust full value               $ 380,000 
Trust income rate                         1.7% 

Note: $50 of the distributions cover the health and medical care of 
a child of the head of the household. 
How much of the monthly distribution is counted as income? [circle one] 

a)   $0     b) $50     c) $200     d) $700     e) $750     f) $950 

 

 

. 75% 



Housing Matters! Tax Credit Compliance Workshop 2025 

         ©                                                                                                          7 

Form Suggestions | Trust Accounts 

Verification form snippet [for Trust Administrators] 

Is this trust in the control of the household (can they cash it in, or adjust it?)  NO       [go to 1 below] YES        [go to 2 below] 

1. If above is “NO,” is the household receiving any distributions from the trust? NO        [sign form and return] YES      [complete A-D 
below, sign and return]. 

 __________________ Amount of distributions [A] 
 __________________ Amount of distributions that is from the principal or corpus of the trust [B] 
 __________________ Amount of distributions that are distributions of income from the trust [C]  

      [B + C should = A] 

__________________ Amount of distributions that are used to pay the costs of health & medical expenses for a minor child. 
2. If the above is “YES” 

  __________________ Market value of the trust  
  __________________ Cash value of the trust 
  __________________ Amount of income earned annually by the trust (whether distributed or not) 

HOTMA Highlight 
Many retirement accounts will not be assets after HOTMA takes effect. The value of any account under a 
retirement plan recognized as such by the Internal Revenue Service, including individual retirement 
arrangements (IRAs), employer retirement plans, and retirement plans for self-employed individuals 
(including accounts previously referred to as KEOGH accounts). Periodic withdrawals will be counted as 
income, as was true prior to HOTMA. 
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Example 
Imputed Asset Income | NNPP Doesn’t but Net Assets Do Exceed Threshold 

A family reports the following assets. The passbook savings rate that year 
was 0.40%. The family did not have a tax return in the last 12 months.  
Complete the asset section of the TIC. 
Asset         Value    Type of asset  

Wedding ring        $   2,300 | no income, worn daily _____________ 
Checking account    $   2,400 | with 0% interest  _____________ 
Savings account       $30,090 | with 1.5% interest _____________ 
Real Estate          $62,000 | no income  ____________ 

Example 
Imputed Asset Income | NNPP and Net Assets Do Not Exceed Threshold 

A family reports the following assets. The passbook savings rate that year was 
0.60%. The family had a tax return in the last 12 months of $960 that went 
into their checking account. 
Complete the asset section of the TIC. 

Asset   Value    Type of asset  

Checking account  $  2,400 | 0% interest  _____________ 
Boat    $12,901 | no income  _____________ 
A new game console $     670 | no income  _____________   
Stocks    $  8,798 | paying no dividends _____________ 
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Example 
Imputed Asset Income | NNPP and Net Assets Exceed Threshold 

A family reports the following assets. The passbook savings rate that year was 
0.10%. The family had a tax return in the last 12 months of $1,202 that went 
into their checking accounts.  
Complete the asset section of the TIC. 

Asset   Value    Type of asset  

Ski Equipment             $   16,009 | no income  _____________ 
Checking account         $        940 | 0% interest  _____________ 
Savings account            $  22,000 | 1.1% interest  _____________ 
Savings bonds             $  45,896 | 2% interest    _____________ 
IRA account             $125,000 | no withdrawals _____________ 
Real estate              $  33,814 | no rental income   _____________ 
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The Average Income Test [AIT]  

8609 Line 8b | The Multiple-BIN Election | The Minimum Set-Aside 

 

Now, a p oje t mix  o ld look like this…  

 

 

This adds a level of complexity to 

the federal rules. However, 

increasing our qualified renter 

pool and perhaps rents has clear 

benefits for our properties and 

communities at large.  
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Example – Maximizing 

designations by balancing with 

already-required state set-

asides 

A state may have required 

three 20% units to target 

lower-income households to 

meet needs in the state. An 

owner can still meet this need 

with the AIT but also add six 

higher-income households 

and rents on balance.  
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  Examples 
Minimum Set-Asides 
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Designating and Redesignating AIT Units 
For AIT projects existing as of Dec. 31, 2022, occupied LIHTC units are designated under the new rule on 

Jan. 1, 2023. For vacant units and for future AIT projects, a unit is designated before the move-in of a low-

income household.  

A unit is “designated” when an owner records their books and records the designation and communicates 

this to the state. How the states want designations communicated can vary by state.  

Redesignation of Units 
The AIT rule allows changes to designations in the following circumstances. 

1. As the IRS permits. If permission for the change is contained in IRS forms, instructions, or guidance 
published in the Internal Revenue Bulletin. 

2. As the state HFA permits. When the Agency with jurisdiction of the project has issued public 
written guidance that provides conditions for a permitted change that applies to all AIT projects 
under the jurisdiction of the Agency, such changes are permissible. 

3. As appropriate to other laws. A change in designation is permissible when the change is required 
or appropriate to enhance protections contained in the following laws. 
o The Americans with Disabilities Act (ADA) 
o The Fair Housing Act (FHA) 
o The Violence Against Women Act (VAWA) 
o The Rehabilitation Act of 1973 (Section 504) 
o Any other State, Federal, or local law or program that protects tenants and that is identified 

by the IRS or the state HFA, as covered above. 
4. As households transfer. If a current income-qualified tenant moves to a different unit in the 

project, the unit to which the tenant moves has its imputed income designation changed to the 
limitation of the unit from which the tenant is moving; and the vacated unit takes on the prior 
limitation of the tenant’s new unit  

5. To address issues with the AIT-qualified groups. When the average is out of compliance with the 
minimum set-aside or the applicable fraction, redesignation may be allowed. This is limited to 
newly designated, or redesignated, units that are vacant or are occupied by a tenant that would 
satisfy new, lower imputed income limitation. 

The Average Income Test & The Applicable Fraction 
Compare and contrast: the minimum set aside v the applicable fraction(s) 

The minimum set aside… 

• …determines the MINIMUM requirements for claiming any credits at all.  

• …is determined across a project, including multiple buildings, if applicable.  

• …uses units without regard to unit size.  
 

The applicable fraction… 

• …determines the actual tax credits claimed for buildings.  

• …is determined for each building in a project.  

• …uses the lower of a unit and square footage calculation.  
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Groups of Qualified Units 
Treas. Reg. 1.42-19 (b)(3) 

Owners of LIHTC properties are required for each taxable year to select a qualified group of units to meet 

the minimum set aside and may also add units to include in a qualified group of units to include in the 

total count of tax credit units for the project. Both groups must average no more than 60%.  

This is different than the other minimum set asides in that the units that can be included in the qualified 

group for the minimum set aside must be explicitly selected. Selection of this group must be made 

carefully. A plan can minimize the impact if units in this group are lost to noncompliance. For instance, 

the owner will likely select more than 40% of the units to ensure that at least 40% remain in the sample if 

some need to be removed. Additionally, the units selected are likely to include as many of the units 

designated 60% or less. Thus, even if multiple units need to be removed, the average never exceeds 60%. 

The group of qualified units that can be included in the applicable fraction may also be affected by 

noncompliant units. Once the unit is removed, if the average exceeds 60%, additional units may also have 

to be removed, and credits not claimed on those units, to restore the average. 

Timing of Qualified Group Selection 
The groups for each year must be selected during or shortly after the taxable year, perhaps at the time of 

annual reporting to the state Agency. This allows for redesignation for any of the allowed reasons listed 

in the AIT regulation during the year.  

Treas. Reg. 1.42-19T 

If a problem is discovered in a later year with the designations, the regulation allows for correction and 

communication of the corrected designations to the state Agency if the correction is done within 180 days 

of the discovery of the issue by the owner or the state Agency.  

Note: This is on a case-by-case basis, so state Agency policy will be important here.  

The Effect of Noncompliance 
Using the above scenario, if the 40% unit in the first building is lost to noncompliance, the owner will do 

the following analyses. 

1. Minimum Set-Aside Analysis 

• 8 units remain in compliance in the minimum set aside qualified group. This is 40% of the total project 
units and meets this part of the test.  

• The average remains at or below 60%.                                 

[5x60%] + [1x40%] + [2x30%] ÷ 8 = 50%   OK 

NOTE | because all units selected for the minimum set aside were 60% or less, the percentage will 
always be compliant, if the first part of the test (the 40% minimum) is met.  
Conclusion | As at least 40% of the units in the project are in a group that averages no more than 60%, 
the project continues to be eligible to claim tax credits.  

2. Applicable Fraction Analysis 
The lost unit affects the average of the group selected for the qualified group to determine the applicable 
fractions.                                     

[4x80%] + [2x70%] + [5x60%] + [1x40%] + [2x30%] ÷ 14 = 61.4%   NOT OK 
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Conclusion | The lost unit puts the group that determines the applicable fraction units over the 60% 

average. A mitigation action may need to be taken, or additional units removed from the qualified group 

to restore the average to 60%.  

Possible corrective actions may include: 

1. Renting a vacant market unit to a 40% household restores the project qualified group average to 60% 
including the new LIHTC unit.     

[4x80%] + [2x70%] + [5x60%] + [2x40%] + [2x30%] ÷ 15 = 60%   OK 

NOTE | Doing so in the same building, if possible, also preserves the applicable fraction for that building.  
 

2. If any of the higher designated units are occupied by a household that is qualified for redesignation, 
this may restore the average. This could be because they qualified for the lower designation at move-
in, or they have had a decrease in income and now qualify. Because this project is less than 100% 
LIHTC, the owner will be aware of incomes based on annual recertifications.  

3. If the compliance issue was income qualification, and the noncompliant unit qualifies for a higher 
designation, redesignation may help address the matter. For example, if the noncompliant 
household in the 40% unit qualifies for a 50% designation, the average is as follows. 

        [4x80%] + [2x70%] + [5x60%] + [1x50%] + [1x40%] + [2x30%] ÷ 15 = 60.7% NOT OK 

However… 

NOTE | This does not fully restore the average, but it decreases the differential and may provide 
more options to address the problem as units are vacated or other households qualify for 
redesignation. 

4. As a last resort, taking an 80% unit out of the group of qualified units and not claiming credits on that 
unit restores the average to 60%.  

[3x80%] + [2x70%] + [5x60%] + [1x40%] + [2x30%] ÷ 13 = 60% OK 

NOTE | because no 80% units were chosen for the minimum set aside group of qualified units, this 
will not affect the minimum set aside. However, it will decrease the applicable fraction for the 
building the removed 80% unit is in.  
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The LIHTC Available Unit Rule (AUR) 

§42 (g)(2)(D), Treas. Reg. 1.42-15 & 8823 Guide 14-1 & 5 

 he Available Unit Rule is also known as the “ ext Available Unit Rule” ( AUR) or “   % Rule ”  he rule 

works in two different ways, depending on if the property is 100% tax credit or not. 

For 100% tax projects, owner/agents need to demonstrate due diligence when moving in all households 

to make sure that all available units are rented to qualified households. If an ineligible family is moved in 

and it cannot be demonstrated that due diligence measures were in place, the AUR is violated.  

For projects with non-tax credit units, if a household’s income increases at recertification to over    % 

of the current qualifying income limit, they become “over-income ”  he unit can continue to support tax 

credits if the next available unit of equal or smaller size that becomes available in the same building is 

rented to a qualified household. This must continue until the applicable fraction is restored, not counting 

the over-income household. In the meantime, all over-income units must remain rent-restricted until the 

applicable fraction is restored. If the rule is violated, all comparable or smaller over-income units fall out 

of the applicable fraction and the minimum set aside  A unit is no longer considered “available” for this 

rule if a legally binding agreement is in place, such as a reservation binder or lease. 

Knowledge Check  
Two Available Unit Rules 

        

 

                                 

 

 

 

 

 

 

 

 

 

 

 

The applicable fraction 75% 

The next unit should be rented to a ___________ household. 

The applicable fraction 72.22% 

The next unit should be rented to a ___________ household. 
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Knowledge Check Available Unit Rule at an AIT Project 

Fill in the blanks with the correct option. 

 

 

 

 

 

 

 

 

Knowledge Check AIT & The AUR Adapted from the new Treas. Reg. 1.42-15 

1. A one-building project where all units are the same size has the following designations assigned, 
including two market units. A 40% unit goes over income at recertification. Then a market unit 
becomes vacant. 

 

 

 

 

 

 

 

 

 

2. Later an 80% unit goes over income at recertification. Then the other market unit becomes vacant. 

The vacant tax credit unit should be rented to a 

_____________ household. 

The vacant market unit should be rented to a 

_____________ household. 

The vacant unit should be rented to a 

_____________ household. 

  

 edesi  ate va a t   it to            

  ve  I  ome  is      of the            limit
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