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Purpose of Roundtable

e Overview of Cost Certification Requirements and
Process

* Not a full training

e Generate ldeas for Improvement




Why is there Cost Certification?

* Internal Revenue Code Section 42(m)(2)(C)(i)(lI1)

e Credit allocated not to exceed amount necessary to assure
project feasibility

 Determination is made when credit amount is applied for and
when placed in service

e Section 10.402(j) of Chapter 10, Subchapter E of Texas
Administrative Code (TAC)




Other Considerations

e Chapter 2306 of Texas Government Code

e Underwriting/Feasibility Requirements
e Amendment Requirements (Section 2306.6712)
e Ownership Transfers (Section 2306.6713)

e 10 TAC Chapter 11, Subchapter D

e Underwriting Rules and Guidelines (§11.302)

e 10 TAC §10.404 — Reserve Requirements




Asset Management Resources & Information

e The Post Award Activities Manual & all of the Asset Management Forms are located on the Asset
Management website: https://www.tdhca.state.tx.us/asset-management/pca-manual.htm. The
manual will walk through the processing and forms for each activity under the Asset Management
Division Rules.
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Asset Management Resources & Information

* Asset Managers are split up over 13 State Service Regions and can be found from the Assignments &
Contact List on our Asset Management Website, where you will be able to search for your Asset
Manager by the County in which your development is located.
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Cost Certification (§10.402(j)) — 4% and 9% HTC Awards
Only

[ ] [ ] [ ]
Cost Certification is due by January 15th of the year following the first year of the Credit
Period for the Development. Should the deadline date fall on a weekend or holiday, the cost
certification documentation is due the following business day. If the deadline cannot be met,
a request for extension must be submitted and must include infermation related to why such
extension is necessary.

Cost Certification Application — March 2020 (XLSM)

e Due January 15 of the year following the first year of the elected
credit period (4% and 9% HTCs)

e Requires submission of:
e A PDF of the cost certification package (with all forms and attachments), and

* An Excel copy of the cost certification package (20 sections — some items are applicable to only 4% or
9% Developments) found on the TDHCA Asset Management website at:
https://www.tdhca.state.tx.us/asset-management/pca-manual.htm

* Process:
e Staff will attempt to review the full cost certification within 45 days of submission and re-reviews within 30 days of receipt

e (Cost Certifications will (on average) receive 1-3 Requests for Information (RFIs) from staff and will receive 8609s within 6 months
* Typically, Final Inspections and open compliance findings MUST be completed and cleared prior to release of 8609s
Due to COVID-19 pandemic, inspection requirements can be waived by the Executive Director for the release of 8609s

Staff will communicate with development owners regarding the status, and if warranted, waivers will be processed internally
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Approval Chain for 8609s

* Asset Manager

e Director of Asset Management

 Compliance Division

* Deputy Executive Director
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Cost Certification

e Cost Certification includes™:

Owner’s Certification

Owner Summary & Organizational Charts

Carryover or Determination Notice (w/ Election Statement if any)
Evidence of Nonprofit or HUB Participation (9% HTCs only)
Development Team List

Development Summary with Architect’s Certification

As Built Survey

Closing Statement

Title Policy & Policy Update

Placement in Service Form

Evidence of Placement in Service (generally COs)

Auditor’s Report

Auditor’s Report of Bond Financing (for 4% HTC)

Development Cost Schedule

Final Contractor Application for Payment (AIA G702/3)
Documentation of Offsite Costs

Rent Schedule, UAs, Annual Operating Expenses, and Pro Forma

*See directions in the Post Award Activities Manual
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e Most Common Mistakes

Changes to the Development or Application that will require an amendment (e.g., configuration of units,
buildings, common space, or unit square footages — particularly items requiring Board Approval)

Inconsistency across exhibits (e.g., Placement in Service exhibit, Rent Schedule, Development Summary, and
Rent Roll NRA, etc.)

Parking & charged amenities (Not removing costs from eligible basis and Part Il of the 8609s)
Accessible unit changes between LURA origination and construction completion

Outdated rents & utility allowances

Not having requested final inspection at the time cost certification is submitted

Projected Debt Coverage Ratio (DCR) outside of underwriting guidelines of 1.15 to 1.50

Reserves not supported or not allowed by rules

Application of the Contractor fee (generally 14%) limit and the Developer fee (generally 15%) limits

e Miscellaneous and FF&E cost line items that contain additional fees and may reduce basis (particularly for 4% HTC)

» Change Orders and temporary construction costs on the G702/3 that should be added to contractor fees and may
reduce basis (particularly for 4% HTC)

e Related Party Construction Management Fees & Developer Fee Definitions




Other Trending Items

* |IRS Audit Technique Guide

* Tenant Relocation Costs
e Excluded from eligible basis

e Bond Issuance Costs
e Excluded from eligible basis




Credit Determination

e Recommended Credit Amount is Lesser of:

e Originally Approved Amount (9% HTC)
 Eligible Basis Amount

* Financing Gap Amount
 Amount of funds needed to fill the gap created by Total Housing Development Cost less
total non-Department-sourced funds or Housing Tax Credits
* Net of cost adjustments
e 1.50 maximum Debt Coverage Ratio (DCR)
* Sometimes can be solved by amortizing deferred Developer Fee




Common Cost Adjustments

e Acquisition Value
e Allocation between land and buildings for acquisition/rehab deals
 |dentity of interest
e Excess land

e Contractor Fees

e Misclassification of Overhead/General Requirements
e Related Parties or Prime Subcontractors

e Developer/Consulting Fees
e Developer Services
 Developer G&A (travel, meals, lodging, etc.)

* Reserves
e Operating Reserve — not required to be held for at least 5 years
e Lease-up Reserve — not supported by actual operating deficits

e Other Reserves not allowed by rules

e capitalized asset management fees, guaranty reserves, tenant services reserves or other similar
costs




Cost Certification

 Fixing Financing Gap Issues (Options):

e The QAP (in its Underwriting & Loan Policy Section, 11.302(e)(11) and 11.302(e)(12)) allows the following
as a means to help Owners who are unable to achieve their projected credit amount following cost
certification review:

» Special Reserve Account (at or after submission of cost certification, a deposit of up to $2,500/unit into a Special
Reserve Account can be added as a Development cost)
* Special Reserve must be kept separate from Replacement Reserves and is designated for assisting tenants with items like

emergency rental and utility help —the Owner will need to determine how funds will be disbursed to tenants and must
execute a written agreement with TDHCA (see the Asset Management Rules §10.404(d))

e Additional Tenant Amenities (After submission of cost certification, additional building and site amenities up to
1.5% of the originally underwritten hard costs can be added)

e Consider timing (for amenity completion and inspection of any new items) and Owner willingness to add and maintain
additional amenities and to have these amenities included in the LURA




Questions?

Rosalio Banuelos
rosalio.banuelos@tdhca.state.tx.us
(512) 475-3357
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