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HIGHLIGHTS: Oversight of the Low-Income Housing Tax Credit Program Can Be Improved

Final Audit Report issued on January 26, 2022

Report Number 2022-30-012

Why TIGTA Did This Audit

This audit was initiated
because the previous
Chairman, U.S. Senate
Committee on the Budget,
requested information about
the Low-Income Housing Tax
Credit (LIHTC) program as part
of the committee’s evaluation
of the economy, efficiency, and
effectiveness of Federal
housing assistance programs.
The IRS has primary oversight
responsibility of the LIHTC
program. This review assessed
IRS processes and procedures
to ensure housing credit
agency (HCA), building owner,
and taxpayer compliance with
the provisions.

Impact on Taxpayers

The LIHTC program was
created as a tax incentive to
encourage the development
and rehabilitation of affordable
rental housing. In general, the
program provides credits to
building owners to offset
construction costs in exchange
for building owners agreeing
to reserve a certain portion of
rent-restricted units for lower
income households. Buildings
must meet low-income
housing requirements over a
15-year compliance period for
building owners to claim the
credits over a 10-year credit
period.

The Joint Committee on
Taxation estimated that the tax
expenditures for the LIHTC
were approximately $7.1 billion
for Fiscal Year 2014 and will
increase to $11.6 billion for
Fiscal Year 2024.

What TIGTA Found

Forms submitted for the LIHTC program had significant issues with data
reliability, reconciliation discrepancies, and missing first-year elections that
increased the risk of undetected errors and noncompliance. In addition,
TIGTA found nonprofit set-asides below the minimum requirement,
certification discrepancies, and inconsistent reporting of building
noncompliance and dispositions.

There were potentially large dollar amounts of questionable LIHTC claims
based on information from key forms and schedules submitted to the IRS.
For example, approximately 67,000 LIHTC claims for Tax Years 2015 through
2019 totaling almost $15.6 billion lacked or did not match supporting
documentation due to potential reporting errors or noncompliance.

Recent IRS examination activity has not identified significant
noncompliance. Only a small number of tax returns claiming the LIHTC are
selected each year for examination, and one-third were closed before an
examination was conducted. For those examined, most resulted in no
additional tax assessment (no-change). This examination no-change rate is
significantly higher than the average for examinations of similar taxpayers.

Average No-Change Percentage for Examinations
Closed During Fiscal Years 2016 Through 2019

LIHTC Examinations 56%
All Examinations of Similar Taxpayers 11%

For Calendar Years 2003 through 2019, the IRS conducted compliance
monitoring reviews for only eight of the 56 HCAs that have LIHTC program
administrative responsibilities. Due to Coronavirus Disease 2019 pandemic
limitations, no reviews were conducted in Calendar Year 2020 or planned
for Calendar Year 2021.

What TIGTA Recommended

TIGTA made seven recommendations that included additional system
validity checks are implemented to improve the accuracy and reliability of
the information in the LIHTC database; establishing an examination
selection process for questionable LIHTC claims; and allocating additional
resources, when available, to allow for increased compliance monitoring
reviews of the HCAs.

The IRS agreed with five of the seven recommendations. However, the IRS
disagreed with TIGTA's recommendation to develop an action plan to
identify possible causes and correct reporting errors on LIHTC documents,
stating that these reporting errors are corrected through existing processes.
However, TIGTA identified approximately 67,000 LIHTC claims totaling
almost $15.6 billion that lacked or did not match supporting documents.
Therefore, TIGTA continues to recommend that the IRS make additional
efforts to determine the causes of these errors. The IRS also disagreed to
allocate additional resources, when available, to increase HCA compliance
monitoring reviews. However, TIGTA found that 25 HCAs were identified for
contact, which could take many years based on past resource commitments.
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This report presents the results of our review to assess the Internal Revenue Service's processes
and procedures to ensure housing credit agency, building owner, and taxpayer compliance with
Low-Income Housing Tax Credit provisions. Before retiring in January 2021, Senator Michael
Enzi, Chairman of the U.S. Senate Committee on the Budget, requested information about this
program as part of the committee’s evaluation of the economy, efficiency, and effectiveness of
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Plan and addresses the major management and performance challenge of Reducing Fraudulent
Claims and Improper Payments.
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Oversight of the Low-Income Housing Tax Credit Program Can Be Improved

Background

The Low-Income Housing Tax Credit (LIHTC) program was created as part of the Tax Reform Act
of 1986 as a tax incentive to encourage the development and rehabilitation of affordable rental
housing.” In general, the program provides LIHTCs to building owners to offset construction
costs in exchange for building owners agreeing to reserve a certain portion of rent-restricted
units for lower income households. Buildings must meet low-income housing requirements
over a 15-year compliance period for building owners to claim LIHTCs over a 10-year credit
period. Before retiring in January 2021, Senator Michael Enzi, Chairman of the U.S. Senate
Committee on the Budget, requested information about this program as part of the committee’s
evaluation of the economy, efficiency, and effectiveness of Federal housing assistance programs.

The Joint Committee on Taxation estimated that the tax expenditures for the LIHTC were
approximately $7.1 billion for Fiscal Year
(FY) 2014 and will increase to $11.6 billion for 63% expected increase in LIHTC tax
FY 2024.2 As a comparison, FY 2024 tax expenditures from FY 2014 to FY 2024
expenditure estimates are $74.1 billion for the
Earned Income Tax Credit, $19.2 billion for the
research credit, $6.0 billion for the energy
credit, and $0.6 billion for the plug-in electric
vehicle credit.

FY2014 [$7.1 billion

>
P12 $11.6 billion

The specific requirements for the LIHTC program are primarily governed by Internal Revenue
Code (I.R.C.) § 42, which gives program oversight responsibility to the Internal Revenue Service
(IRS) and certain administrative responsibilities to housing credit agencies (HCA), sometimes
called a housing finance agency.? There are four primary areas of the LIHTC program:
allocation, certification, claiming credits, and monitoring.”

Allocation

A calendar year allocation amount is authorized by statute to each HCA within a State, the
District of Columbia, and the U.S. possessions of Puerto Rico, Virgin Islands, Guam, American
Samoa, and Northern Mariana Islands (henceforth collectively referred to as States for
simplicity). The allocation amount is composed of a population amount and, if applicable, any
carryover amount, returned amount, and national pool amount. The population amount is
based on the larger of the current statutory rate multiplied by the State’s population or a

" Pub. L. No. 99-514, 100 Stat. 2085 (codified in scattered sections of 26 U.S.C.).

% The Joint Committee on Taxation defines tax expenditures as revenue losses to the Federal Government attributed
to special tax provisions. For the FY 2014 estimate, see JCX-97-14, Estimates of Federal Tax Expenditures for Fiscal
Years 2074-2018 August 5, 2014, based on Federal tax law enacted through June 30, 2014. For the FY 2024 estimate,
see JCX-23-20, Estimates of Federal Tax Expenditures for Fiscal Years 2020-2024, November 5, 2020, based on Federal
tax law enacted through September 30, 2020.

*In response to the Coronavirus Disease 2019 pandemic, the IRS issued Notice 2020-53 on July 1, 2020, to provide
temporary relief from certain requirements under L.R.C. § 42. On February 8, 2021, the IRS issued Notice 2021-12 to
extend the temporary relief and to provide temporary relief from additional I.R.C. § 42 requirements.

4 See Appendix Il for a general illustration of the LIHTC program.
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Oversight of the Low-Income Housing Tax Credit Program Can Be Improved

statutory minimum amount with an annual cost-of-living adjustment.> The HCA has two years
to use the allocation amount; any unused amount is assigned to a national pool that the IRS
redistributes to the HCAs requesting an additional allocation.

Each HCA is required by statute to develop a qualified allocation plan approved by the State’s
governmental unit through a public process that sets out the State’s priorities and selection
criteria for awarding the LIHTCs. The HCAs evaluate proposals from building owners to
determine which should receive an award, although the award is not finalized until the building
is placed in service. Because a building could require more time beyond the end of the calendar
year allocation to be placed in service, a building owner can receive a carryover allocation from
the HCA as long as development of the building meets specific deadlines. The HCAs use
Schedule A (Form 8610, Annual Low-Income Housing Credit Agencies Report), Carryover
Allocation of Low-Income Housing Credit, to record the carryover allocation. If the building is
not placed in service in the award calendar year or after a carryover allocation, the HCA award is
revoked and the amount returned by the owner is available for reallocation to other qualified
projects. After a qualified building is placed in service, the HCA completes Part | of Form 8609,
Low-Income Housing Credit Allocation and Certification, to finalize the award by identifying the
HCA, building, building owner, and other LIHTC information required by the IRS. The original
Form 8609 completed by the HCA is sent to the building owner as authorization for receiving
the LIHTCs.

The HCAs report calendar year activity to the IRS by submitting Form 8610.° Copies of Forms
8609 and Schedules A completed by the HCA for the calendar year should be attached to Form
8610. The HCA conducts a reconciliation of the attachments by completing Part | of Form 8610
and a reconciliation of the calendar year allocation (authorized and award amounts) by
completing Part Il of Form 8610. The HCAs send Form 8610 with attachments to the IRS LIHTC
Unit located at the IRS campus in Philadelphia, Pennsylvania.” Figure 1 illustrates the general
allocation process of the program.

> There is an additional statutory 1.125 increase to the population amount for Calendar Years (CY) 2018 through 2021.
The IRS issues an annual revenue procedure for the population rate and minimum amount. See Revenue Procedure
2019-44 as an example for the CY 2020 rate of $2.8125 and minimum amount of $3,217,500. In addition, the IRS
issues an annual notice for State populations. See Notice 2020-10 as an example for CY 2020 State populations.

® Form 8610 is due by the end of February after the applicable calendar year. The $100 information return penalty
under I.R.C. § 6652(j) applies to any failure to file the form when due.

7 See Appendix Il for images of forms sent to the LIHTC Unit by the HCAs and building owners.
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<

Annual LIHTC amount is
authorized by I.R.C. § 42
and allocated to 56 HCAs

AL
o
Each HCA develops a
qualified allocation plan
with required monitoring
procedures, priorities,
and selection criteria for
awarding LIHTC within
jurisdiction

Figure 1: Overview of the LIHTC Allocation Process
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IRS LIHTC Unit with
attached Schedules A and
copies of Forms 8609
Part1 to reconcile annual
allocation

Source: Treasury Inspector General for Tax Administration’s (TIGTA) analysis of the LIHTC program.

Certification

Both the HCAs and building owners are required to submit certifications to the IRS. The HCAs
submit an annual certification of meeting the low-income housing requirements by completing
Part Ill of Form 8610 that is sent to the LIHTC Unit.® Each HCA certifies that its qualified
allocation plan has the required compliance monitoring procedures and complies with
notification of noncompliance responsibilities. Prior to Calendar Year (CY) 2020, the HCAs
certified the number of buildings subject to monitoring that were within their jurisdiction and
the number of buildings monitored within the last three years. However, IRS officials stated
these two certification items were removed from Form 8610 due to HCA confusion with
reporting and replaced by an LIHTC analyst review.

Building owners report the first-year and annual certifications to the IRS for each building
authorized to receive the LIHTCs. The building owner's first-year certification is sent to the
LIHTC Unit after completing Part Il of Form 8609 provided by the authorizing HCA.? Building
owners certify the first year of the credit period, the building’s placed-in-service date, the
qualified building cost basis, and make irrevocable elections, including if the credit period is to
begin in the first year after the building is placed in service and the minimum set-aside
requirement (rent restriction and tenant income limits) for low-income housing. In addition,
for each tax year of the 15-year compliance period, building owners are required to submit
Form 8609-A, Annual Statement for Low-Income Housing Credit to the IRS with their income

8 As mentioned in the previous allocation section, the HCAs complete Parts | and Il of Form 8610 for reconciliation of
annual allocation activity.

° As mentioned in the previous allocation section, the HCAs complete Part | of Form 8609 and send originals to
building owners as authorization for receiving the LIHTCs with copies sent to the IRS attached to Form 8610. After
building owners complete Part Il, Form 8609 is due to the IRS LIHTC Unit no later than the due date of, but not with,
the building owner’s first income tax return or pass-through return claiming the credit for the first tax year.
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tax return or pass-through return when claiming credits.’® Building owners complete Part | of
Form 8609-A to identify the building-authorized LIHTCs, if the building basis changed, and
certify the building still qualifies as low-income housing for the tax year.

On October 30, 2020, the IRS published proposed regulations for changes to the average
income test, which is one of the first-year irrevocable elections to determine if a building is
meeting low-income housing occupancy requirements and therefore still eligible for the
LIHTCs."" Under the average income test, the building will meet the minimum set-aside
requirement if 40 percent or more of residential units are both rent-restricted and occupied by
individuals whose income does not exceed the income limit designated for the unit. The
average of the income limits for individuals occupying the low-income unit cannot exceed

60 percent of the area median gross income. The proposed regulations would allow for
mitigation of noncompliance with the 60 percent income limitation. Some industry
representatives suggested that the uncertainty brought on by revisiting the income limitation
may reduce investor interest in the LIHTC program. IRS officials stated that regulations are
being finalized while considering public comment letters and testimony presented at a public
hearing on March 24, 2021. Figure 2 illustrates the general certification process of the program.

Figure 2: Overview of the LIHTC Certification Process

CERTIHCATION

P & o
i\:gf [ V-] [ V-]
HCA certifies compliance with Building Owner sends Form 8609 Building Owner submits Form 8609-A
qualified allocation plan to IRS LIHTC Unit after with annual retumn to IRS Submission
requirements on Form 8610 completing Part Il for first-year Processing during each tax year of the
Part lll sent certification and irrevocable 15-year compliance period to certify on
to IRS LIHTC Unit elections for specific building Part | that specific building still qualifies

as low-income housing
Source: TIGTA's analysis of the LIHTC program.

Claiming credits

As mentioned in the certification section, building owners report annual building compliance on
Part | of Form 8609-A for the 15-year compliance period. However, the LIHTC building amount
for the tax year, as calculated on Part Il of Form 8609-A, is claimed over a 10-year period,
starting in the tax year the building is placed in service or in the following tax year, if the
building owner makes an irrevocable election on Form 8609. If the LIHTC was authorized for a
building owner that is an individual or corporation, Form 8609-A is attached to an income tax
return (e.g., Form 1040, U.S. Individual Income Tax Returr, Form 1040-NR, U.S. Nonresident
Alien Income Tax Returr;, Form 1120, U.S. Corporation Income Tax Return, or Form 1120-F, U.S.
Income Tax Return of a Foreign Corporation). If the LIHTC was authorized for a pass-through
building owner (e.g., investors organized in an estate/trust, partnership, or S corporation),

Form 8609-A is attached to a pass-through return (e.g., Form 1041, U.S. Income Tax Return for
Estates and Trusts, Form 1065, U.S. Return of Partnership Income, or Form 1120-S, U.S. Income
Tax Return for an S Corporation). In general, pass-through entities do not have income tax

1% See next section for the claiming credits process and Appendix IV for images of forms and schedules used to claim
the LIHTC by taxpayers or pass-through entities.

185 Fed. Reg. 211 (Oct. 30, 2020).
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liabilities and use Schedules K-1 to distribute income, deductions, credits, and other information
to recipients (e.g., beneficiaries, partners, shareholders, or another pass-through entity) that
enter the information on their income tax returns or pass-through returns.’

The LIHTC amount for a building from Form 8609-A, Part I, is then entered by the building
owner on Form 8586, Low-/ncome Housing Credit, and, if applicable, combined with LIHTC
amounts from other buildings. If the building was placed in service before CY 2008 (pre-2008),
the amount is entered on Form 8586, Line 3; otherwise, the post-2007 building amount is
entered on Form 8586, Line 10. This distinction is because post-2007 LIHTC amounts are not
limited by the alternative minimum tax rules. Pass-through building owners distribute the
applicable Form 8586 LIHTC amounts on Schedule K-1 information returns issued to recipients
that report pre-2008 LIHTCs on Line 4 and post-2007 LIHTCs on Line 11 on their Form 8586. If
the pass-through recipient is also a pass-through entity, Schedules K-1 with distributed LIHTC
amounts are issued to their recipients and the process repeats until the recipient is no longer a
pass-through entity.

All taxpayers (/.e, building owners and recipients that calculate an income tax liability) report the
applicable Form 8586 amounts on Form 3800, General Business Credit. Form 3800 is attached
to a taxpayer's income tax return for claiming various business-related credits, including the
LIHTC. One Form 3800 is submitted with a single Part | to summarize credit amounts not
allowed against tentative minimum tax and a single Part Il to determine credit application
against current tax year income tax liability, but could have multiple Parts Ill to list the various
credits being claimed. A separate Part Ill is required to designate credits received from passive
activity, non-passive activity, carryforwards, or carrybacks. In addition, if a specific credit is
received from one or more pass-through entities, each pass-through entity’s Employer
Identification Number (EIN) is required on a separate Part lll, column (b), with the applicable
pass-through amount. Further, a consolidated Part Ill is needed when more than one Part lll is
completed for passive or non-passive activity. Specifically for the LIHTC, Part Il has two possible
lines depending when a building was placed in service: the LIHTC amount is entered on Part Ill,
column (c), Line 1d for a pre-2008 building or Line 4d for a post-2007 building. Figure 3
illustrates the general claiming credits process of the program.

'2 The Schedule K-1 series report a beneficiary’s, partner’s, or shareholder's share of income, deductions, credits, etc.
A trust or decedent’s estate is a pass-through entity that could have an income tax liability calculated using the LIHTC
and then will distribute any remaining LIHTC to benéeficiaries.
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Figure 3: Overview of the LIHTC Claiming Credit Process
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Source: TIGTA's analysis of the LIHTC program.

Monitoring

After authorizing the LIHTCs to building owners, the HCAs have a statutory requirement to
monitor buildings during the 15-year compliance period and notify the IRS of any building
disposition (e.g., sale, foreclosure, destruction) or building noncompliance with LIHTC provisions
(e.g. failing to meet minimum set-aside election). This also includes reviewing habitability
standards through on-site inspections by the end of the second year following the
placed-in-service date of the building and at least once every three years thereafter during the
15-year compliance period. Noncompliance with LIHTC requirements may result in the IRS
denying taxpayer LIHTC claims in the current tax year or recapturing (taking back) the LIHTCs
claimed in prior tax years. Taxpayers can also self-report recaptures by attaching Form 8611,
Recapture of Low-Income Housing Credit, to their income tax return. The HCAs use Form 8823,
Low-Income Housing Credit Agencies Report of Noncompliance or Building Disposition, to
notify the IRS of any building disposition or noncompliance with LIHTC provisions, with
explanation required for some reasons. Form 8823 must be sent to the LIHTC Unit no later than
45 days after either the building’s disposal or the end of the allotted time for the building owner
to correct the noncompliant condition.

The IRS's oversight of the LIHTC program includes providing internal and external guidance,
reviewing annual allocation reconciliations and certifications, and monitoring HCA and taxpayer
compliance through operation reviews and tax return audits. The IRS Office of Chief Counsel,
with assistance from the U.S. Department of the Treasury Office of Tax Policy, develops and
publishes regulations and guidance based on requirements in I.R.C. § 42. An Examination
analyst within the Small Business/Self-Employed (SB/SE) Division develops an annual
examination plan, primarily using Forms 8823 submitted by the HCAs, to select tax returns
claiming the LIHTC for Examination employees to audit. An LIHTC analyst within the SB/SE
Division provides technical assistance to the HCAs, the LIHTC Unit, and Examination employees.
In addition, the LIHTC analyst updates internal and external written guidance in coordination
with the IRS Office of Chief Counsel, provides outreach to the HCAs and stakeholders about
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LIHTC compliance issues and best practices at industry conferences, addresses questions
submitted to an LIHTC e-mail box, and conducts reviews of HCA operations. Figure 4 illustrates
the general monitoring process of the program.

Figure 4: Overview of the LIHTC Monitoring Process

HCA monitors building HCA reports building IRS LIHTC Analyst IRS Exam selects income
compliance including disposition or conducts reviews of HCA tax retuns/pass-through
habitability standards noncompliance to IRS operations returns to audit for LIHTC
through on-site LIHTC Unit on Form 8823 claim compliance
inspections

Source: TIGTA's analysis of the LIHTC program.

Results of Review

We reviewed the IRS's processes and procedures to ensure HCA, building owner, and taxpayer
compliance with LIHTC provisions and found significant issues with data reliability that increase
the risk of undetected errors and noncompliance. We also identified potentially large dollar
amounts of noncompliance by building owners and taxpayers based on information contained
on key forms and schedules. However, current SB/SE Division examination plans include only a
small number of income tax returns claiming the LIHTC each year. In addition, the no-change
rates for most of these examinations are significantly higher than the average no-change rates
for examinations of similar taxpayers.

The Reliability of the Low-Income Housing Tax Credit Database Could Be
Improved

In response to a 2015 Government Accountability Office recommendation, the LIHTC Unit
started transcription and review of submitted HCA and building owner forms using a new
database in September 2017, part of the SB/SE Division's Compliance Data Environment system,
which was intended to improve security, data entry checks, and reconciliation checks.” Tax Year
(TY) 2017 was the first complete tax year using the new database, with some information
transferred from the previous database. We obtained data extracts as of March 10, 2020, for the
HCA- and building owner-submitted LIHTC forms and schedules recorded in this database.

Our review of the LIHTC database found numerous errors and questionable entries for HCA and
building owner information that indicate a lack of effective system checks to ensure that the IRS
has sufficiently complete and accurate information for oversight of HCA activity. We also found
reconciliation discrepancies and missing first-year elections that increase the risk of undetected
errors or noncompliance, as well as nonprofit set-asides below the minimum requirement.
Further, we identified certification discrepancies and inconsistent HCA reporting of building

'3 Government Accountability Office, GAO-15-330, Low-Income Housing Tax Credit: Joint IRS-HUD Administration
Could Help Address Weaknesses in Oversight (July 15, 2015).
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noncompliance and dispositions. Lastly, we found questionable data related to LIHTC claims
with dollar amounts in the hundreds of millions.

Unreliable controls and processing delays for HCA forms resulted in undetected errors
and noncompliance

Our review of HCA forms processed by the LIHTC Unit found unreliable or missing data for
several forms, as well as other issues. These increase the risk of the IRS failing to detect errors
and identify noncompliance.

Recording forms submitted by the HCAs

Although HCA forms received and processed by the LIHTC Unit are information returns, it does
not use the method employed by IRS Submission Processing to receive, control, check,
transcribe, and store other information returns. IRS officials stated this was due to the low
volume of LIHTC forms, but they are exploring the possibility of electronic submission of forms
by the HCAs to the LIHTC Unit.

Our review of HCA-submitted forms and schedules found data errors, unreliable inventory
control, and processing delays that increase the risk for lost forms, untimely action, and
undetected errors or noncompliance that may affect the IRS's ability to provide adequate
oversight of the LIHTC program. In addition, trending of errors is not conducted to identify
areas requiring corrective action, employee training, or HCA outreach. Figure 5 summarizes the
HCA-submitted LIHTC forms and schedules recorded in our March 10, 2020, database extract.

Figure 5: Number of HCA Forms and Schedules
Recorded in the LIHTC Database as of March 10, 2020

Forms 8610 303
Forms 8609 Part | attached to Forms 8610 44,831
Schedules A attached to Forms 8610 2,496
Forms 8823 57,719

Source: TIGTA data extracts from the LIHTC database.

Our analysis of forms submitted by the HCAs identified questionable database entries that could
be HCA submission errors or LIHTC Unit transcription errors, which impair the IRS's ability to
provide adequate oversight of the LIHTC program. Although the LIHTC database includes some
system checks for data accuracy, it does not consistently check for missing entries or logical
errors, such as received dates, which prevents the LIHTC Unit from determining if the HCA
submitted the form by the required due date or incorrectly used future dates. Examples of
questionable database entries found in our review include the following:
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e Form 8610: 184 forms did not have a received date. In addition, _
Y . hich s ot valid because this

type of allocation was not applicable that tax year for any HCA.™

e Form 8609 Part |, attached to Form 8610: 13,498 forms did not have received dates and
five had future received dates. In addition, seven forms had system-entered dates
before received dates, 33 forms did not have the building’s ZIP Code, and 28 forms did
not have a placed-in-service date.

e Schedule A attached to Form 8610: 39 schedules did not have a received date and five
had future received dates. In addition, six schedules had system-entered dates before
received dates, nine schedules had future carryover allocation dates, and six schedules
had a carryover allocation amount of $0.

e Form 8823: 2,337 forms did not have received dates. In addition, 238 forms had
system-entered dates before received dates, 649 forms had received dates before
building noncompliance date or received dates before building corrected dates, and
160 forms did not have building disposition or building noncompliance dates.

In addition, our analysis of LIHTC Unit inventory reports for HCA-submitted forms and schedules
identified unreliable inventory control and processing delays, which impairs the IRS’s ability to
provide adequate oversight of the LIHTC program. Observations from our review of the
inventory reports are:

e The LIHTC Unit conducted a physical inventory count of forms and schedules waiting to
be processed at the beginning of FYs 2019, 2020, and 2021 that found significant
discrepancies with the prior fiscal year ending LIHTC Unit inventory reports. For
example, the FY 2020 LIHTC Unit's ending inventory report showed 7,099 Forms 8609
Part | waiting to be processed, but the FY 2021 beginning inventory after physical count
found 214 waiting to be processed. This indicates the LIHTC Unit inventory report is not
reasonably reflecting casework, which increases the risk for lost forms and schedules.

e The LIHTC Unit inventory report showed a processing backlog at the end of FY 2019 for
HCA-submitted Forms 8609 (2,671 waiting to be processed).”” Backlogs increased for all
HCA-submitted forms and schedules by the end of FY 2020, including Form 8823
(9,234 waiting to be processed), which were processed with help from outside the LIHTC
Unit. We understand that processing was affected by changing IRS working conditions
due to the Coronavirus Disease 2019 pandemic, but the FY 2020 inventory report
showed a significant decrease in receipts of forms from the HCAs and the backlogs
continued. As of May 13, 2021, only Form 8823 no longer had a processing backlog.

e LIHTC Unit inventory reports do not provide aging information to assist with
identification of processing delays or potentially lost forms. For example, if forms are
processed using the first-in/first-out methodology, the age of the oldest unprocessed

—
1> TIGTA classified a backlog as either receipts being greater than closures for a year (i.e, increased inventory to be

processed) or ending inventory being a large percentage of closures for the year (i.e, a year of closures with few or no
receipts may not bring inventory to zero within a year).
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receipt could indicate that the large inventory level is due to an unusual event like a
surge in recent receipts, but could also signal an issue involving processing delays or
lost work that requires immediate action.

Timeliness for HCA reporting

We identified eight HCAs that were not penalized for late filing of Forms 8610. The

$100 information return penalty under I.R.C. § 6652(j) applies to any failure to file an information
return form when due. However, reasonable cause can be used to abate the penalty.

Form 8610 is due from the HCAs by the end of February after the applicable calendar year.
Assessing such penalties would alert HCA decision makers of a late-filing problem. However,
not enforcing reporting requirements erodes compliance, decreases public confidence in a fair
tax system, and affects the IRS's ability to provide adequate oversight of the LIHTC program. IRS

officials stated The IRS's justification

was that it was
Reconciliation of HCA allocation

We identified various reconciliation discrepancies in the LIHTC database, such as not including
attachments and not always updating for corrections, which increases the risk of undetected
errors or noncompliance. For example, the number of attachments shown on Form 8610 do not
always match attachments entered into the system. Forms 8610 for TYs 2014 to 2018 indicated
that 71,373 Forms 8609, Part |, were attached, but only 43,357 were entered into the system. In
addition, 5,432 Schedules A were indicated as attached to the Forms 8610, but only 2,244 were
entered into the system. Most discrepancies involved tax years before the current database
system was established, but 14 Forms 8610 for TY 2017 had discrepancies and 11 Forms 8610
for TY 2018 had discrepancies, with some having too few attachments entered into system and
others having too many attachments. IRS officials stated that the effort to correct form count
discrepancies is not justified by the benefit when dollars reconcile. We disagree because if these
attachments are not properly entered, the Forms 8609 and Schedules A cannot be reconciled to
the Forms 8610. Although Forms 8610 with discrepancies can be identified and resolutions
noted by the LIHTC Unit, we found the database is not always adjusted to reflect the resolutions.

The Form 8610 reconciliation also checks compliance with the nonprofit set-aside requirement.
The HCAs are required by statute to award at least 10 percent of their calendar year allocation to
buildings owned by qualified nonprofit organizations (10 percent minimum nonprofit set-aside).
We identified seven HCAs that submitted 14 Forms 8610 with nonprofit set-aside below the

10 percent minimum requirement. Not enforcing requirements erodes compliance and
decreases public confidence in the tax system. IRS officials stated the LIHTC analyst identifies
and contacts the HCA by letter asking for an explanation for not meeting the nonprofit
set-aside. The IRS found most involved timing issues of credits returned late in the calendar
year and the HCA did not have time to reallocate, and the HCA made a nonprofit set-aside
correction in the subsequent calendar year.

HCA certification

The HCAs annually certify compliance with low-income housing requirements by completing
questions on Part Il of the Form 8610 submitted to the LIHTC Unit. We reviewed Forms 8610
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entered into the current database and identified HCAs that either self-reported noncompliance
or did not provide responses for FYs 2014 through 2018. The following are our observations:

- N .zl fie! allocation plan

includes required compliance monitoring procedures including monitoring for
habitability standards through regular site visits.

e Three HCAs replied “No” and three other HCAs did not reply if they complied with
compliance monitoring procedures in their qualified allocation plan.

e Five HCAs replied “No” and five other HCAs did not reply if they complied with the
requirements of their monitoring procedures to fulfill their notification of
noncompliance responsibilities.

Although we recognize that the LIHTC Unit could have made transcription errors in the
database, the HCAs self-reporting noncompliance or not certifying compliance with low-income
housing requirements erodes compliance, decreases public confidence in the tax system, and
increases risk for undetected errors or noncompliance, which affects the IRS's ability to provide
adequate oversight of the LIHTC program. IRS officials stated that HCA self-reporting of
noncompliance or missing responses for certification were mostly before TY 2018, when the
current database was fully implemented and the staff was trained. They also stated that the
HCAs are identified and contacted by the LIHTC analyst when self-reporting noncompliance.

HCA reporting of building disposition and noncompliance

Per our data extract, there were 746 Forms 8823 received for CYs 2015 through March 10, 2020,
with received dates and building disposed dates. These include 730 original Forms 8823 and
16 amended Forms 8823. We identified 598 of 730 Forms 8823 originally submitted by the
HCAs that reported a building disposition (e.g, sale, foreclosure, destruction) were not received
by the LIHTC Unit within the required 45 days after the event. All 16 of the amended

Forms 8823 were received between 701 to 1,645 days after building disposition. The original
Forms 8823 were not in the LIHTC database to determine when the Form 8823 was first
received.

We also reviewed Forms 8823 submitted by the HCAs to report building noncompliance, which
are required to be submitted within 45 days after the time allowed by the HCA for building
owners to correct noncompliance. However, the timeliness of these submissions cannot be
determined because Form 8823 only requires the noncompliance date and correction date, if
applicable, and not the date established by the HCA for the correction to be completed. There
were 6,983 original Forms 8823 and 205 amended Forms 8823 with received and building
noncompliance dates but no building correction date. Using the noncompliance date when no
correction date was provided, we identified 2,901 of 6,983 original and 100 of 205 amended
Forms 8823 that were received over one year from the noncompliance date. For those forms
that provided the correction date, we identified 1,851 of 46,355 original and 37 of 207 amended
Forms 8823 that were received over one year from the correction date.

A review of the HCAs submitting Form 8823 found only 16 of 56 HCAs reported any building
dispositions during TYs 2014 through 2018." In addition, Form 8823 reporting for building

'8 There are 56 HCAs: one for each State, the District of Columbia, and the U.S. possessions of Puerto Rico,
Virgin Islands, Guam, American Samoa, and Northern Mariana Islands.
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noncompliance varied greatly between the HCAs. For example, three HCAs have never reported
building noncompliance, and six HCAs have years-long gaps between reports of building
noncompliance.

Untimely and inconsistent HCA reporting erodes compliance, decreases public confidence in the
tax system, and increases risk for undetected errors, which affects the IRS's ability to provide
adequate oversight of the LIHTC program. IRS officials stated that the HCAs do not report
building dispositions timely because the HCAs are reliant upon building owners to report a
disposition or the HCAs are notified of a disposition when scheduling a building compliance
visit. In addition, the IRS has no enforcement power against the HCAs for submitting untimely
Forms 8823 and can only encourage timely reporting. The IRS believes that the administrative
burden on the HCAs and the IRS to monitor timeliness is prohibitive. IRS officials stated that all
building dispositions and noncompliance should be consistently reported on Form 8823.
However, many HCAs are understaffed and report only the egregious dispositions and
noncompliance. The IRS can encourage reporting, but there are no consequences if the HCAs
do not report.

Unreliable and missing building owner data resulted in undetected errors and
noncompliance

Our review of the LIHTC database found unreliable or missing data for several forms submitted
by building owners, as well as other issues. These increase the risk of the IRS failing to detect
errors and identify noncompliance. Our review also found that the questionable data related to
LIHTC claims with dollar amounts in the hundreds of millions.

Building owner-submitted Form 8609 database accuracy

As previously discussed, the HCAs and building owners use Form 8609 to report LIHTC
allocations to the IRS. When a qualified building is placed in service, the HCA completes Part |
of Form 8609 with agency, building owner, and building information that includes addresses,
names, Taxpayer Identification Numbers (TIN), Building Identification Number (BIN), allocation
date, maximum allowable credit amount, maximum allowable credit percentage, maximum
qualified basis, placed-in-service date, and allocation type with/without Federal subsidy

(e.g., newly constructed, existing building, rehabilitation expenditure). A paper copy of

Form 8609, with Part | completed by the HCA, is sent to the LIHTC Unit as an attachment to
Form 8610, which is due at the end of February following the allocation calendar year. The IRS
can assess a penalty for not filing these forms, which are considered information returns. Once
completed by the HCA, the original paper Form 8609, Part |, is sent to the building owner.

The building owner completes Form 8609, Part Il, for the first-year certification to provide
eligible building basis, qualified building basis, and various irrevocable elections (e.g., beginning
of the credit period, minimum set-aside requirement). After completion, the original paper
Form 86009 is sent to the LIHTC Unit. Form 8609 is a one-time submission due no later than the
due date, including extensions, of the building owner’s first tax return claiming the LIHTC. There
is no statutory penalty for the building owner failing to file Form 8609, and the form is not
required to be attached to the building owner’s tax return. The HCA may require the building
owner to provide a copy of the completed Form 8609 to the HCA.

The LIHTC Unit transcribes the HCA and building owner-submitted Forms 8609 into separate
database files. The accuracy of the current LIHTC database, discussed in the previous section on
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HCA compliance, also applies to building owner-submitted Forms 8609. We obtained data
extracts of 44,831 HCA- and 68,178 building owner-submitted Forms 8609 entered into the new
database system as of March 10, 2020. Although there are some system checks in the database
file for the Forms 8609, Part Il, submitted by building owners, questionable data entries were
identified and could be building owner submission errors or LIHTC Unit transcription errors.
Some examples of the questionable entries on the 68,178 building owner-submitted Forms 8609
include:

e 31,342 records without a received date (2,023 entered after the current system was in
place), which prevents the IRS from determining if the building owner timely submitted
required information.

e 2,307 records without a street, city, State, and ZIP Code for building address (Line A),
which limits the IRS's ability to locate the building and verify its existence.

e 3,384 records received between January 1, 2018, and March 10, 2020 (current system in
place), without a name and date for HCA signature, which raises question of whether the
HCA made allocations.

e 4,175 records without a building owner name and six with “"NO NAME" for building
owner name (Line C), which raises questions about the identity of the building owner.

e 2,617 records received between January 1, 2018, and March 10, 2020 (current system in
place), without a street, city, State, and ZIP Code for building owner address (Line C) that
limits the ability to locate the building owner.

e 1,287 records have building owner signature dates after the form received date,

including future dates (e.g., February 21, 2047, May 9, 2061). _

While reviewing the Form 8609, Part Il, data for 68,178 forms submitted by building owners, we
also noted the following:

e 12,510 records had a signature TIN in the building owner’s signature section that was
different than the building owner’s TIN (already in Line C) and 55,668 records had an
building owner’s signature TIN the same as the building owner’s TIN. Form 8609
instructions do not indicate if signature TIN should be the person signing the form or
the building owner’s TIN.

e No building owner-submitted Forms 8609 included the tax year. When Form 8609,
Part |, is submitted by the HCA, the system requires entry of tax year associated with the
Form 8610, but

e 28,462 records without an entry for “F8609 Match Indicator” (system field indicating that
matching HCA-submitted Form 8609 is present) for forms entered in the previous
database (entered into system between April 16, 2014, and August 8, 2017).
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12,493 records with an entry for “F8609 Match Indicator” showing no HCA-submitted
Form 8609 in the system.

LIHTC Unit Form 8609 inventory management

Similar to the issues discussed in the earlier section on HCA compliance, we found inventory
weaknesses for Forms 8609 submitted by building owners. The LIHTC Unit's physical inventory
counts showed significant discrepancies between the ending count from the previous fiscal
year's inventory report and the beginning count for the next fiscal year. There was also a
significant decrease in recorded receipts and closures in FY 2020, as well as a backlog for
transcribing forms into the system.” The LIHTC Unit's inventory report does not provide aging
information to assist with identification of processing delays or potential lost forms. Unreliable
inventory reports and processing delays, including recording the receipt of forms, increases the
risk for lost forms and untimely action to correct errors or address noncompliance that may
affect the IRS’s ability to provide adequate oversight of the LIHTC program.

First-year elections not always made on building owner-submitted Forms 8609

Building owners are required to make certain first-year irrevocable elections for treatment of the
LIHTC on Form 8609, Part II. In addition, a "no” or “not applicable” response is not an option for
some elections. Unclear elections could complicate future compliance action that may affect the
IRS's ability to provide adequate oversight of the LIHTC program.

Election to treat building as multiple building project (Line 8b): 59,867 records checked
"yes,” 4,217 records checked “no,” and 4,094 records with nothing checked.

If box 6a or box 6d is checked for a newly constructed building, an election should be
made to reduce eligible basis (Line 9a): 177 records checked “yes,” 15,275 records
checked “no,"” 20,239 records did not answer, and 11,837 records answered when not
required.

Election to reduce eligible basis by disproportionate cost (Line 9b): 1,016 records
checked "yes,” 6,271 records checked “no,” and 60,891 records with nothing checked.

Election to begin credit period the year after placed-in-service date (Line 10a):
16,172 records checked "yes,” 30,954 records checked “no,” and 21,052 records with
nothing checked.

Election not to treat large partnership as taxpayer (Line 10b): 872 records checked "yes”
and 67,306 records with nothing checked, possibly due to “no” not being an option on
the form.

Election for minimum set-aside requirement (Line 10c): 396 records checked “20-50,"
66,456 records checked "40-60,"” 888 records checked “25-60,” 201 records checked
“Average Income,” and 237 records with nothing checked.

" TIGTA classified a backlog as either receipts being greater than closures for a year (i.e, increased inventory to be
processed) or ending inventory being a large percentage of closures for the year (i.e, a year of closures with few or no
receipts may not bring inventory to zero within year).
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e Election for deep-rent-skewed project (Line 10d): 81 records checked “15-40" and
68,097 records with nothing checked, possibly due to “"no” not being an option on the
form.

Errors in Form 8609 data are not identified, analyzed, or corrected

The LIHTC Unit manager evaluates work for individual employee performance reviews, but an
overall review of the number and types of errors made while processing forms is not conducted.
In addition, the number and types of errors made by building owners submitting Forms 8609 are
not identified, corrected, or summarized for analysis. Trending common errors can be used to
improve employee training as well as identify areas for building owner outreach to minimize
unreliable data, which could reduce IRS resources used to make corrections, increase timeliness
of reliable data entry into the system, and improve the IRS's ability to provide adequate
oversight of the LIHTC program.

LIHTC forms, including building owner-submitted Form 8609, Part II, are tax information returns
used for oversight of program requirements and enforcement of tax compliance. However, the
LIHTC forms are not received, controlled, checked for errors, transcribed, and stored using the
methods employed by Submission Processing for other tax information returns.

Potential Form 8609-A compliance issues

Form 8609-A is submitted with the building owner’s tax return to report annual compliance with
LIHTC provisions (Part 1) and calculate the specific tax year LIHTC allocation amount for a
building (Part Il). Although the LIHTC is claimed over a 10-year period, Form 8609-A is required
to be filed for the 15-year compliance period, with just Part | completed for compliance
information for the final five years. If applicable, each Form 8609-A amount is combined with
the LIHTCs from other building allocations on Form 8586. If the building owner is also the
taxpayer claiming the LIHTC (/e, corporation, individual), Form 8586 information is entered on
Form 3800 to claim the credit. If the building owner is a pass-through entity (ie, partnership,
S-corporation, estate/trust), Form 8586 information is distributed using Schedule K-1 for the
recipients (/.e, partner, shareholder, beneficiary, other pass-through entity) to record the LIHTC
and include on their tax return, if applicable.

Ultimately, a valid LIHTC claim amount should trace back to a building owner-submitted

Form 8609-A that is supported by an HCA/building owner-submitted Form 8609. We obtained
extracts of tax data for electronically filed (e-filed) income tax returns with Forms 8609-A
attached for TYs 2014 through 2019 (as of May 29, 2020, for business taxpayers and July 8, 2020,
for individual taxpayers), as shown in Figure 6.
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Figure 6: Total Number and Dollar Amount of
Processed Forms 8609-A for TYs 2014 Through 2019

Business Taxpayers I Individual Taxpayers
Count LIHTC Amount I Count LIHTC Amount
2014 218,047 $7,946,036,070 60 $160,365
2015 224,881 $8,423,573,118 50 $917,759
2016 232,432 $8,852,322,604 73 $222,158
2017 232,711 $9,196,816,042 46 $53,839
2018 229,437 $9,264,513,406 45 $589,710
2019 102,555 $4,058,128,349 20 $30,164
TOTALS 1,240,063 $47,741,389,589 294 $1,973,995

Source: TIGTA analysis of IRS return processing data. Not all Forms 8609-A claimed
an LIHTC amount: see Figure 7 for forms claiming a positive amount.

We compared Forms 8609 (awarded credits submitted to LIHTC Unit) with Forms 8609-A
(claimed credits submitted on building owner’s return) to identify 4,283 Forms 8609 submitted
for TYs 2014 through 2018 that did not have a corresponding Form 8609-A. In some instances,
there was a TIN or BIN mismatch between Form 8609 and Form 8609-A, but in other instances,
there was no Form 8609-A attached to the building owner’s return. We would expect building
owners that were awarded the LIHTCs to claim the credits, so if there was no corresponding
Form 8609-A, the building could have been sold and the new building owner has not been
identified.

Our review of the building owner-submitted Forms 8609-A identified the following potential
compliance items for business or individual tax returns submitted for TYs 2014 to 2019. Some
taxpayers could be included in more than one of the following issue groups.

e For 143,128 business taxpayer and 187 individual taxpayer Forms 8609-A, the taxpayers
entered unlikely BINs on Line A (e.g., missing State code, missing numeric digits, listed
as "APPLIED,” “DIDNOTP,” “HOME,"” or "N/A") that would contradict the entry on Line C
that the taxpayer has original/copy of Form 8609, which shows the HCA assigned BIN.

e For 4,487 business taxpayer Forms 8609-A, the taxpayers marked on Line D that the
building did not qualify as a part of a qualified low-income housing project and meet
the requirements of I.R.C. § 42 as of the end of the tax year, yet claimed $287,014,285 of
the LIHTCs. Per instructions for Form 8609-A, if the building does not qualify for the
LIHTC, the taxpayer should see Form 8611 for possible LIHTC recapture.

e For 72 business taxpayer Forms 8609-A, the taxpayers claimed a negative LIHTC amount,
for a total negative LIHTC amount of $473,660. The taxpayers may be indicating a credit
recapture that should be reported using Form 8611.

Of the total Forms 8609-A submitted by building owners shown in Figure 6 (1,240,063 for
business taxpayers and 294 for individual taxpayers), Figure 7 shows that 846,432 business
taxpayer and 110 individual taxpayer Forms 8609-A claimed a positive LIHTC amount. The
difference between the two figures is due to the taxpayer either claiming a negative LIHTC
amount, as discussed in the previous bullet, or not claiming any LIHTC (applicable if submitting
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for the last five of the 15-year compliance period). The remaining items in this section discuss
only Forms 8609-A that claimed a positive LIHTC amount.

Figure 7: Forms 8609-A With Positive LIHTC
Amount Claimed for TYs 2014 Through 2019

Business Taxpayer

Count

LIHTC Amount

I Individual Taxpayer

Count

LIHTC Amount

2014 158,099 $7,946,339,292 21 $160,365
2015 160,124 $8,423,575,548 14 $917,759
2016 160,263 $8,852,458,767 37 $222,158
2017 156,350 $9,196,829,167 12 $53,839
2018 147,502 $9,264,515,893 20 $589,710
2019 64,094 $4,058,144,582 6 $30,164
TOTALS 846,432 $47,741,863,249 110 $1,973,995

Source: TIGTA analysis of IRS return processing data.

Figure 8 shows a total of 40,862 business taxpayer and 33 individual taxpayer Forms 8609-A
claiming a positive LIHTC amount have questionable entries on Lines 1, 2, 3, 5, 6, or 15. This

raises questions about the accuracy of over $851 million in claimed LIHTC. Examples of

questionable entries include $0 for Line 1 eligible basis, $0 for Line 3 qualified basis, missing
Line 5 credit percentage, or $0 for Line 15 building credit.

Figure 8: Forms 8609-A With Questionable

Entries for TYs 2014 Through 2019

Business Taxpayer

Count

LIHTC Amount

Individual Taxpayer

LIHTC Amount

I Count

2014 8,145 $144,151,675

2015 7,384 $142,322,698

2016 7,518 $153,654,472

2017 7,778 $174,471,389 0

2018 7,830 $183,836,774 0 $0

2019 2,207 $52,787,271 ] I
TOTALS 40,862 $851,224,279 33 $193,875

Source: TIGTA analysis of IRS return processing data.

Figure 9 shows 13,369 business taxpayer and 51 individual taxpayer Forms 8609-A claiming
more than $989 million in the LIHTCs in TYs 2014 through 2019 did not have a corresponding
Form 8609 to support the LIHTC claim. These taxpayers did not provide a BIN or entered a BIN
indicating the LIHTCs were awarded in TYs 2014 through 2019 on Form 8609-A. This could be
caused by Form 8609 not being submitted/incorrectly submitted (HCA error), Form 8609 not

entered/incorrectly entered in the IRS system (LIHTC Unit error), Form 8609-A incorrectly

submitted (taxpayer error), or Form 8609-A falsely claiming the LIHTC (taxpayer noncompliance).
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Figure 9: Positive LIHTC Claimed on Form 8609-A Without
Supporting Form 8609 for TYs 2014 Through 2019

Business Taxpayer Individual Taxpayer
Count LIHTC Amount I Count LIHTC Amount
2014 173 $20,622,610 11 $32,056
2015 370 $33,374,498 9 $869,031
2016 1,234 $79,221,111 10 $50,767
2017 2,833 $175,064,045 9 $30,147
2018 5,055 $402,615,874 8 $113,018
2019 3,704 $277,304,528 4 $27,982
TOTALS 13,369 $988,202,666 51 $1,123,001

Source: TIGTA analysis of IRS return processing data.

Figure 10 shows a total of 36,367 Forms 8609-A submitted by businesses claiming a positive
LIHTC amount with a qualified building basis (Line 3) greater than corresponding HCA

Form 8609 maximum qualified basis (Line 3a). This increased $13.3 billion basis amount on
Form 8609-A could cause an inappropriate amount of LIHTC to be claimed above the allocated
LIHTC amount on Form 8609. However, we found some differences that could be due to
processing errors because digit(s) appeared to be missing from the Form 8609 amount (HCA
submission error or LIHTC Unit transcription error) or digit(s) appeared to be added to the
Form 8609-A amount (taxpayer error). In addition, we found no Forms 8609-A submitted by
individuals that could be matched with a corresponding HCA Form 8609 to make this
comparison.

Figure 10: Forms 8609-A Submitted by Businesses
With Building Basis Exceeding Amount Shown on
Form 8609 for TYs 2014 Through 2019

TY Count Qualified Basis Difference

2014 895 $256,830,740
2015 2,022 $732,887,697
2016 5,100 $1,782,222,125
2017 9,166 $3,410,272,077
2018 12,706 $4,915,363,978
2019 6,478 $2,232,838,853
TOTALS 36,367 $13,330,415,470

Source: TIGTA analysis of IRS return processing data.

In addition, we found 846 Forms 8609-A submitted by businesses that claimed a positive LIHTC
amount with credit percentages (Line 5) greater than the corresponding HCA maximum
allowable credit percentage on Form 8609 Line 2. The increased percentage on Form 8609-A
could cause an inappropriate amount of the LIHTC to be claimed above the LIHTC amount
allocated on Form 8609. However, we found some differences could be due to processing
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errors because of a zero credit percentage on Form 8609 (HCA submission error or LIHTC Unit
transcription error) or greater than 20 percent on Form 8609-A (taxpayer error).'

Figure 11 shows that we found 4,212 Forms 8609-A submitted by businesses that claimed a
positive LIHTC amount with a tax year building credit amount (Line 15) greater than the
corresponding HCA Form 8609 maximum allowable credit amount (Line 1b). The approximate
$73.4 million increased amount on Form 8609-A could allow taxpayers to claim an inappropriate
amount of the LIHTC above the allocated LIHTC amount on Form 8609. However, we found
some differences could be due to processing errors because digit(s) appear to be missing from
the Form 8609 amount (HCA submission error or LIHTC Unit transcription error) or digit(s)
appear to have been added to the Form 8609-A amount (taxpayer error).

Figure 11: Forms 8609-A Submitted
by Businesses With Building Credit
Amount Exceeding Amount Shown on
Form 8609 for TYs 2014 Through 2019

TY Count Building Credit Difference
2014 173 $3,859,712
2015 378 $7,476,057
2016 595 $9,559,546
2017 967 $16,838,225
2018 1,414 $24,512,761
2019 685 $11,131,389

TOTALS 4,212 $73,377,690

Source: TIGTA analysis of IRS return processing data.

Specific outreach to building owners is not conducted

The IRS does not design specific outreach for building owners because of potential differences
due to building locations. Instead, the IRS relies on the HCAs to provide specific guidance to
building owners in their qualified allocation plans that could vary to meet location requirements.
The IRS does general outreach discussing LIHTC requirements, processes, and procedures
including presentations made at industry conferences and through webinars. There are also
hyperlinks on IRS.gov that refer to form instructions, technical guidance, and other general
outreach items. In addition, building owners can submit questions to an LIHTC e-mail box for
clarification of issues, and if necessary, the questions will be discussed with IRS Counsel before
answers are provided.

'8 The credit percentage is determined by |.R.C. § 42(b) that considers the type of building and when the building is
placed in service. Because it can vary by month, the percentage is published monthly by the IRS in the Internal
Revenue Bulletin. This percentage is multiplied by the qualified building basis to determine the LIHTC amount. A
zero credit percentage on Form 8609 is a likely error because this would result in a $0 allocation by the HCA.
Typically, the maximum credit percentage is approximately 9 percent. We used 20 percent or more, which is more
than twice the maximum expected percentage, to show likely taxpayer errors on Form 8609-A.
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The Commissioner, SB/SE Division, should:

Recommendation 1: Ensure that additional system validity checks are implemented to improve
the accuracy and reliability of the information in HCA and building owner portions of the LIHTC
database.

Management’s Response: The IRS agreed with this recommendation. IRS management
stated that a system change request was submitted to enhance data input validity checks
for Form 8609. The additional validity checks will result in improved accuracy and
completeness of the reports used for program monitoring. However, IRS management
did not agree to ensure that the additional validity checks for other forms will be
implemented due to budget constraints, competing priorities, and resource allocations.

Office of Audit Comment: IRS management did not provide with their response
an estimate of the cost of implementing additional validity checks for the other
HCA and building owner forms with errors and questionable entries noted in our
report. Failure to address the accuracy and reliability of the information in the
LIHTC database for the other HCA and building owner forms may affect the IRS's
ability to provide adequate oversight of the LIHTC program.

Recommendation 2: Establish an effective quality review system for the processing of LIHTC
forms received from the HCAs and building owners to identify areas requiring corrective action,
employee training, or outreach.

Management’s Response: The IRS agreed with this recommendation. IRS management
stated that additional training will be conducted for forms processing. In addition,
patterns of submission errors and areas in need of quality improvement will be
communicated to the LIHTC analyst.

Office of Audit Comment: TIGTA agrees that training employees and tracking
errors are important considerations for improving quality. However, TIGTA
believes that the IRS should also establish a formal quality review system for the
processing of LIHTC forms received from the HCAs and building owners by the
LIHTC Unit. Currently, the only reviews conducted by the LIHTC Unit for these
forms are managerial reviews of a portion of their employees’ work for evaluation
purposes.

Recommendation 3: Establish an examination selection process for business owners
submitting questionable Forms 8609-A that do not correspond to Forms 8609.

Management’s Response: The IRS agreed with this recommendation. IRS management
stated that they will develop a process to compare Forms 8609-A with Forms 8609.

Significant Taxpayer Compliance Issues Should Be Addressed

The IRS examines a small number of income tax returns claiming the LIHTC each year. These
examinations are closed with a no-change rate much higher than the overall average for
examinations.” Our review of e-filed Forms 3800 found approximately 20,200 questionable

YA no-change is an audit that was conducted and the examiner closes the audit with no recommended tax change.
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LIHTC claims for TYs 2018 and 2019 totaling $491.5 million for buildings placed in service before
CY 2008. These LIHTC claims are questionable because the 10-year credit period has expired.
We also found approximately 67,000 e-filed LIHTC claims that lacked support for claimed LIHTC
amounts of almost $15.6 billion.

Recent LIHTC audits have not identified significant noncompliance

The IRS uses a variety of sources to select returns for examination that are likely to include areas
of noncompliance and will result in recommended changes to one or more items reported on
the return. The SB/SE Division Examination plan calls for approximately 100 tax returns claiming
the LIHTC to be selected annually for audit under its Other Priority Programs strategy, which
contains specific work streams and important projects that are specifically coded and do not fit
into the other strategies. If the taxpayer is outside of the SB/SE Division, a referral is sent to the
appropriate business unit (e.g., Large Business and International or Tax Exempt and Government
Entities Divisions).

Form 8823 is the primary source of LIHTC casework for SB/SE Division Examination classification.
This source document identifies building owners who received an LIHTC allocation and that the
HCA has found either the building was disposed or potential building noncompliance that could
lead to credit recapture. Previously, the SB/SE Division Examination analyst considered five
potential items on Form 8823 that could lead to credit recapture. Recently, the SB/SE Division
Examination analyst began analyzing Forms 8823 beyond the five items to find the most
egregious cases to improve case productivity. In addition, SB/SE Division Examination recently
started preventing LIHTC case closures until the LIHTC analyst has been contacted to ensure that
LIHTC issues were addressed.

We requested LIHTC examination closure statistics and obtained data extracts from the Audit
Information Management System, as well as reviewed examination statistics from the IRS
Data Books for FYs 2016 through 2019.*° Our analysis, summarized in Figure 12, determined
that recent LIHTC examination casework has not identified significant noncompliance for the
resources invested and may have increased taxpayer burden due to unnecessary examinations.
Of the 260 LIHTC returns involving individuals, corporations, S-corporations, and partnerships
selected for examination, 85 (33 percent) were closed by survey before an examination was
conducted.”’ The remaining 175 LIHTC returns examined required 49,248 examiner hours and
resulted in 98 no-changes (56 percent) and $58.9 million in additional tax assessments.?> The
LIHTC examination no-change rates for FYs 2016 through 2019 are significantly higher than
the average no-change rates for most examinations, including individuals (65 percent versus
10 percent), and partnerships (66 percent versus 41 percent).

%0 The Audit Information Management System is a computer system used by IRS Examination functions to control
returns, input assessments/adjustments to the Master File, and provide management reports.

TA survey is a tax return selected for audit but closed before an audit was conducted.

%2 There were also approximately $5 million in adjustments that did not result in additional tax assessments to the
return being examined.
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Figure 12: Results of Closed LIHTC
Examination Cases for FYs 2016 Through 2019

Examination Results

No Change
LIHTC Returns 23 i
Selected (260) Percentage Assessments Adjustments

LIHTC All

Ta%r;sg’ef Survey  Examined Hours Exams Average
Individual 0 26 136 65% 10% $163,581 $6,292 $0 $0
Corporation | 12 35 (42,924 26% 30% | $58,759,882 | $1,678,854 $0 $0
S Corp 3 6 153 17% 30% $0 $0 $42,151 | $7,025
Partnership | 70 108 6,035 66% 41% $0 $0 | $4,942528 | $45,764
Totals 85 175  |49,248 56% 11% | $58923,463 $336,706 | $4,984,679 | $28,484

Source: TIGTA analysis of data from the IRS Audit Information Management System.

IRS management stated that the relatively high no-change rates were due to the scope of
reported noncompliance issues and that the five issues on Form 8823 used for examination
return selection were not the most productive ones. Although IRS management informed us of
plans to expand the number of issues to be considered on Form 8823, this form includes
information only on building owners that are not necessarily the taxpayers ultimately claiming
the LIHTC. Using Form 8823 as the primary source to select LIHTC returns for examination
appears to be ineffective for identifying noncompliance, as shown by the high no-change rate
for most classes of LIHTC examinations. This method limits the population of taxpayers to be
selected for LIHTC examination to potentially noncompliant building owners that received an
LIHTC allocation. Given the noncompliance issues subsequently discussed in this section that
pertain to all taxpayers claiming the LIHTC, using Form 8823 as the primary source to select
LIHTC returns for examination is not the best method to identify noncompliant taxpayers.

Another source for LIHTC examination casework are referrals from whistleblowers received by
the IRS Whistleblower Office. We reviewed Whistleblower Office data and found 89 claims since
FY 2015 that had an indication of an alleged issue involving low-income housing. Of these,

33 claims contained allegations related to the LIHTC, with 24 involving building owners or
recipients of the LIHTC and nine involving tenants living in LIHTC buildings.

LIHTC data are limited for computerized document matching for noncompliance

Ultimately, the LIHTC amount reported on a taxpayer’s Form 3800 LIHTC should match to the
amount shown on a building owner’s Form 8609-A (or indirectly via a pass-through entity) and
be supported by the HCA/building owner’'s Form 8609 used to report the LIHTC allocation. The
IRS could check whether LIHTC claims are supported by conducting computerized document
matching, as it does in its underreporter program for other items on individual and business tax
returns (e.g., wages, dividends, mortgage interest). However, the underreporter program is
limited for matching LIHTC claims. Effective document matching requires accurate, complete,
and available data to indicate problems with LIHTC claims for the IRS to check. We noted in
previous sections of this report the problems with the data for Form 8609 and Form 8609-A
submitted by the HCAs and building owners. In addition, LIHTC data are limited for computer

23 Assessment amounts do not include a significant amount of abatements that totaled approximately $1.3 billion.
We plan to evaluate the cause of those abatements, including whether they are specifically related to the LIHTC.
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matching because IRS Submission Processing does not transcribe all LIHTC data from Forms
3800, Forms 8609-A, and pass-through Schedules K-1 submitted on paper forms.** Due to
these data limitations, we analyzed only LIHTC claims made on e-filed individual and business
tax returns. Our analysis considered current year claims, excluding carryforward or carryback
claims, for TYs 2015 through 2019.% In addition, the analysis did not consider the LIHTC
movement between multiple pass-through entities before the final claim on a taxpayer tax
return.

Significant amounts of the LIHTC appear to be claimed beyond the allowed 10-year
period

Our analysis identified 20,175 LIHTC claims totaling about $491.5 million on TYs 2018 and 2019
Forms 3800, Part Ill, Line 1d, for pre-2008 buildings, as shown in Figure 13. These claims are
immediately questionable due to the 10-year period allowed for claiming LIHTC. For example, if
a building was placed in service during CY 2007 (/e, the final year to place a pre-2008 building
in service) and the building owner elected the 10-year credit period to begin the next year

(e, CY 2008), then the expected end of the credit period would be CY 2017. Any claim made
afterwards (e, TY 2018) on Line 1d is questionable as noncompliance or a taxpayer reporting
error.

%4 TIGTA and the Government Accountability Office have previously recommended increasing the use of Schedule K-1
data to identify taxpayer noncompliance. TIGTA, Report No. 2019-30-078, The Use of Schedule K-1 Data to Address
Taxpayer Noncompliance Can Be Improved (Sept. 2019) and Government Accountability Office, GAO-21-102, 7ax
Administration: Better Coordination Could Improve IRS’s Use of Third-Party Information Reporting to Help Reduce
the Tax Gap (Dec. 15, 2020).

2 TIGTA previously recommended improvements to the IRS compliance process for General Business Credit
carryforward/carryback claims, see TIGTA, Report No. 2019-40-044, Billions of Dollars of Potentially Erroneous
Carryforward Claims Are Still Not Being Addressed (Aug. 2019).
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Figure 13: Potentially Questionable LIHTCs for Pre-2008 Buildings
Claimed on E-Filed Forms 3800, Part lil, Line 1d for TYs 2018 and 2019

No. of
TY Claims Amount of Claims

Return Type

2018 9,757 $21,025,099
Form 1040
2019 7,127 $25,418,066
2018 8 $222
Form 1040-NR
2019 4 $26,265
2018 242 $163,623
Form 1041
2019 195 $731,344
2018 512 $20,062,141
Non-Consolidated Form 1120
2019 320 $3,998,883
Consolidated Form 1120 2018 1,384 2 0EE R0
(parent/subsidiary reportlng) 2019 619 $152,002,098
2018 4 $193
Form 1120-F
2019 3 $12
2018 11,907 $309,317,880
TOTAL OF FORMS
2019 8,268 $182,176,668
GRAND TOTALS 20,175 $491,494,548

Source: TIGTA analysis of data extracts for e-filed Forms 3800 submitted during

Processing Years 2015 through 2020.

Significant numbers of LIHTC claims were not supported by return information

We were unable to reconcile all taxpayer LIHTC claims back to LIHTC allocations, but were

able to check if current year claims (not carryforward or carryback claims) had support from
a Form 8609-A or a pass-through Schedule K-1. Figure 14 shows that approximately
67,000 e-filed LIHTC claims (32 percent) totaling almost $15.6 billion (36 percent of total claimed
amount) lacked or did not match (over or under claim) support from Form 8609-A or a

pass-through Schedule K-1. Most questionable LIHTC claims (45,617) were submitted by

individuals, but the largest questionable LIHTC amounts (approximately $15.4 billion) were

submitted by corporations.

Because the IRS does not transcribe much of the data from information returns that are filed

on paper, we were

In addition, due to

the timing of our data extract of Processing Year 2020 Forms 8609-A, we were unable to check
106 LIHTC claims for $200,366,625 when the taxpayer indicated that the credit came from a

Form 8609-A.
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Figure 14: Potentially Questionable LIHTCs for TYs 2015 Through 2019
Due to Lack of Support From Form 8609-A or Pass-Through Schedule K-1

E-filed Form 3800 LIHTC Claims Questionable LIHTC Claims
No. of No. of Amount of No. of No. of Amount of
Return Type Returns Claims Claims Returns Claims Claims
Form 1040 89,852 144,286 $539,502,171 33,018 45,617 $194,145,036
Form 1040-NR 42 57 $34,233 24 26 $30,601
Form 1041 2,428 3,561 $35,572,526 967 1,268 $8,402,645
NEm Sl leriLeo 16,094 23,911 $3,659,718,282 2,057 4,926 $2,809,668,650
Form 1120
Consolidated Form
S0 4,643 39,568 $38,993,205,160 1,870 15,156 $12,570,480,404
(parent/subsidiary
reporting)
Form 1120-F 42 65 $9,999,172 10 12 ($22,412)
TOTAL OF FORMS 113,101 211,448 $43,238,031,544 37,946 67,005 $15,582,704,924

Source: TIGTA analysis of data extracts for e-file Forms 3800 submitted during Processing Years 2015
through 2020.

The general reasons for the questionable LIHTC claims are categorized in Figure 15. Most
questionable claims involved taxpayer returns that indicated the LIHTC came from a
pass-through entity, but no supporting documentation could be found in IRS databases.
Included in the potentially questionable claims are 40 business tax returns (total claimed amount
of $1,215,000) and 2,339 individual tax returns (total claimed amount of $14,890,103) received
during TYs 2015 through 2019 that appear to be a fraudulent preparer tax scheme. We referred
these returns to the IRS for consideration.

Figure 15: Selected Reasons for Potentially
Questionable LIHTC Claims for TYs 2015 Through 2019

Reason for Potentially Number of Potentially
Questionable Claim Claims Claimed Amount Questionable Amount

No Form 8609-A support or amount
mismatch with Form 8609-A 829 $954,808,615 $953,109,681
A_mount mismatch with passjthrough K-1 14,341 $11.586,811,557 $823.300,808
(includes under and over-claims)
No pass-through K-1 support 41,166 $4,282,070,308 $4,282,070,308
Pass-through .I|sted for gla|m is also the 535 $1.540,508,143 $1.540,508,143
taxpayer making the claim
Pass-through has not filed 10,134 $7,983,715,984 $7,983,715,984

TOTALS 67,005 $26,347,914,607 $15,582,704,924

Source: TIGTA analysis of data extracts for e-filed Forms 3800, Forms 8609-A, and Schedules K-1
submitted during Processing Years 2015 through 2020.

Since identification by computer document matching, research of tax data, and possibly
taxpayer contact is necessary before a questionable claim can be confirmed as a reporting error
or noncompliance, we researched a judgmental sample of 127 claims for the different taxpayer
types listed in Figure 14, using the Employee User Portal for return data and the Integrated Data
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Retrieval System for tax data.”® The following are some examples to illustrate different types of
questionable LIHTC claims that would require contact with the taxpayer to determine LIHTC
noncompliance. No examination activity was found for any of these examples.

Our judgmental sample review also identified potential taxpayer and pass-through reporting
issues that complicate compliance checking. The following are examples illustrating different
situations that, if clarified, could prevent unnecessary examinations of LIHTC claims and
streamline the identification of taxpayers to consider for potential noncompliance.

% The Employee User Portal is the internal IRS portal that allows employees to access IRS data and systems, such as
tax administration processing systems and financial information systems, in a secure, authenticated session. The
Integrated Data Retrieval System is an IRS computer system capable of retrieving or updating stored information. It
works in conjunction with a taxpayer’s account records. A judgmental sample is a nonprobability sample, the results
of which cannot be used to project to the population.

Page 26



Oversight of the Low-Income Housing Tax Credit Program Can Be Improved




Oversight of the Low-Income Housing Tax Credit Program Can Be Improved

The Commissioner, SB/SE Division, should:

Recommendation 4: Evaluate possible revisions to Form 3800, Form 8586, and Form 8609-A to
remove the option to make a current-year LIHTC claim for a pre-2008 building.

Management’s Response: The IRS agreed with this recommendation. IRS management
stated that changes will be initiated for Form 3800, Form 8586, and Form 8609-A to
eliminate current-year LIHTC claims for pre-2008 buildings.

Recommendation 5: Determine the feasibility of establishing an examination selection process
for taxpayers submitting questionable LIHTC claims on Forms 3800 that do not correspond to
supporting Forms 8609-A or pass-through Schedules K-1.

Management’s Response: The IRS agreed with this recommendation. IRS management
stated that data will be reviewed to make recommendations for a selection process to
compare LIHTC claims on Forms 3800 with Forms 8609-A and Schedules K-1.

Recommendation 6: Develop an action plan to identify possible causes and correct reporting
errors on LIHTC documents.

Management’s Response: The IRS disagreed with this recommendation. IRS
management stated that reporting errors on LIHTC documents are corrected through
existing processes and provided examples of errors addressed by the LIHTC Unit while
processing HCA- and owner-submitted LIHTC documents.

Office of Audit Comment: Although the IRS has some processes to address
reporting errors, our report identified approximately 67,000 e-filed LIHTC claims
totaling almost $15.6 billion that lacked or did not match support from

Form 8609-A or a pass-through Schedule K-1. Therefore, TIGTA continues to
recommend that the IRS make additional efforts to determine the causes of these
reporting errors to streamline the identification of taxpayers to consider for
potential noncompliance.
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The IRS Has Provided Guidance to Housing Credit Agencies but Has Made
Few Compliance Monitoring Reviews

The IRS has provided the HCAs with guidance, presentations, online reference materials, and a
designated e-mail box for questions. In addition, the IRS conducts reviews of LIHTC allocation
practices and compliance monitoring processes of the HCAs. If this continues on a consistent
basis, it could be helpful in educating the HCAs about LIHTC requirements, processes, and
procedures. However, we found that few HCA reviews were conducted because only one analyst
is currently assigned to this program.

For CYs 2003 through 2018, only . of the 56 HCAs had a compliance monitoring review by the
IRS. Starting in CY 2018, the IRS updated its framework and plans for conducting reviews of
HCA LIHTC allocation practices and compliance monitoring processes. The framework includes
factors to select an HCA for review and a template with references and questions to consider.
Using this framework, along with conducting a survey of the HCAs and researching past
reporting, the IRS identified 25 HCAs for contact. This included the HCAs that should have

immediate contact, contingent on the availability of IRS staff and travel funds.
were conducted in CY 2019, including

. Due to Coronavirus Disease 2019 pandemic limitations, no reviews were
conducted in CY 2020 or have been planned for CY 2021.

Because few HCA reviews have been conducted by the IRS, undetected errors or noncompliance
can continue for years, even decades, which decreases public confidence in a fair tax system and
decreases public perception that the LIHTC program is an equitable business opportunity. For
example, IRS reviews of the HCAs include the HCA's qualified allocation plan. I.R.C. § 42(m) lists
the criteria that the HCAs should use to award credits, such as tenant income, length of time
that the projects are obligated to serve low-income tenants, and whether the projects contribute
to a community revitalization plan. However, improper awards of the LIHTCs by the HCAs could
continue unaddressed until the IRS has resources to provide education, guidance, and
compliance reviews.

Recommendation 7: The Commissioner, SB/SE Division, should allocate additional resources,
when available, to allow for increased HCA compliance monitoring reviews.

Management’s Response: The IRS disagreed with this recommendation. IRS
management stated that they recognize an oversight responsibility to review the credit
allocation practices and compliance monitoring processes. However, they do not plan to
commit additional resources to HCA compliance monitoring reviews due to competing
resource needs.

Office of Audit Comment: Acknowledging oversight responsibility without
taking adequate action does not reduce the risk of HCA noncompliance. Only
eight of 56 HCAs have been reviewed in the past 19 years. The IRS has identified
25 HCAs for contact, with some needing immediate contact, which could take
many years to review based on past action and resource commitments. Failure to
provide additional resources to HCA compliance may decrease the public’'s
confidence in a fair tax system and the perception that the LIHTC program is an
equitable business opportunity.
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Appendix |
Detailed Objective, Scope, and Methodology

The overall objective of this review was to assess the IRS’s processes and procedures to ensure
HCA, building owner, and taxpayer compliance with LIHTC provisions. To accomplish our
objective, we:

e Determined requirements, guidance, processes, procedures, and forms for the LIHTC
program. In addition, we reviewed prior reports and whistleblower allegations involving
the LIHTC program.

e Assessed the IRS's processes and procedures to ensure HCA compliance with LIHTC
provisions by reviewing allocation, certification, and monitoring activity. This included
reviewing a computer extract from the LIHTC database for HCA-submitted Forms 8610,
Schedules A, Forms 8609 Part |, and Forms 8823; reviewing LIHTC Unit inventory reports;
discussing with IRS officials the quality review conducted for the LIHTC Unit's
transcription of submitted forms/schedules; and reviewing IRS compliance monitoring
and outreach conducted for the HCAs.

e Assessed the IRS's processes and procedures to ensure building owner compliance
with LIHTC provisions by reviewing certification, elections, and credit computation
activity. This included reviewing a computer extract from the LIHTC database for
building owner-submitted Forms 8609, Part Il; reviewing a computer extract from tax
return information for building owner-submitted Forms 8609-A; and reviewing IRS
outreach conducted for building owners.

e Assessed the IRS's processes and procedures to ensure taxpayer compliance with LIHTC
provisions by reviewing taxpayer reporting and examination activity. This included
reviewing computer extracts from tax return information for submission of Forms 3800;
reviewing a judgmental sample of 127 LIHTC claims on Form 3800;" reviewing statistics
for examination results; and reviewing IRS outreach conducted for taxpayers claiming the
LIHTCs.

Performance of This Review

This review was performed with information obtained from the SB/SE Division and
Whistleblower Office during the period January 2020 through July 2021. We conducted this
performance audit in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain sufficient, appropriate
evidence to provide a reasonable basis for our findings and conclusions based on our audit
objective. We believe that the evidence obtained provides a reasonable basis for our findings
and conclusions based on our audit objective.

Major contributors to the report were Matthew A. Weir, Assistant Inspector General for Audit
(Compliance and Enforcement Operations); Linna Hung, Director; Robert Jenness, Audit
Manager; Aaron Foote, Lead Auditor; Kenneth Krause, Auditor; John Park, Auditor; Karen Brown,

! A judgmental sample is a nonprobability sample, the results of which cannot be used to project to the population.
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Applied Research and Technology Analyst; Hong Cao, Applied Research and Technology
Analyst; Aric Kalynchuk, Applied Research and Technology Analyst; and Julia Woods, Applied
Research and Technology Analyst.

Validity and Reliability of Data From Computer-Based Systems

During this review, we obtained computer extracts of Forms 8610, Schedules A, Forms 8609, and
Forms 8823 submitted by the HCAs or building owners that were available on the current LIHTC
database as of March 10, 2020. We evaluated the data by 1) performing electronic testing of
required data elements, 2) reviewing existing information about the data and the system that
produced them, and 3) interviewing agency officials knowledgeable about the data. We
determined that the data were sufficiently reliable for purposes of this report.

Additionally, we obtained electronic tax return information for submission of Forms 3800,
Forms 8609-A, and Schedules K-1 from the Business and Individual Master Files for TYs 2015
through 2019. We evaluated the data by 1) performing electronic testing of required data
elements, 2) reviewing existing information about the data and the system that produced them,
and 3) reviewing selected judgmental samples to validate against IRS source data using the
Employee User Portal. We determined that the data were sufficiently reliable for purposes of
this report.

Internal Controls Methodology

Internal controls relate to management’s plans, methods, and procedures used to meet their
mission, goals, and objectives. Internal controls include the processes and procedures for
planning, organizing, directing, and controlling program operations. They include the systems
for measuring, reporting, and monitoring program performance. We determined that the
following internal controls were relevant to our audit objective: procedures to review and
process LIHTC forms submitted by the HCAs and building owners. We evaluated these controls
by reviewing the LIHTC Unit desk guide and form instructions, conducting a walkthrough of the
process, and interviewing and corresponding with key personnel.
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Appendix Il

General lllustration of the LIHTC Program

ALLOCATION

1\66
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I.R.C. § 42 and allocated to 56 HCAs
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=
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plan with required monitoring procedures,
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| |
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Appendix IlI
Forms Sent to the LIHTC Unit by the HCAs and Building Owners

Form 8609: Used to authorize the LIHTC for a specific building. The HCA completes Part | and

sends to the building owner (copy sent to the IRS) who completes Part Il and sends completed
form to the IRS.

asng Low-Income Housing Credlt Allocatlon
Feem and Certification
(Fiov. My 2B} ‘OME No. 15830088
Dapartmant of tha Trassry » Go to wwwirs. gov/Form 8608 for instructions and the latest information.
Informal Rovonus Sardos
AN Aliccation of Credit
check it. ] Addition to Qualied Basts ] Amended Form
A Address of buollding jdo rot wsa PO boo jsea instrcions) B HMame ord scdress of howsing ored® sgaency
C Mama, address, and TIN of bullding cwner reoaving alooson O Empicyer idantfcason numbar of agarcy

E  Bulding iantcation numbar (55

TIH &=

1a Date of allocation = b Maximum housing credit dollar smount allowable . ib

2  Mawomum applicable credit percentage allowsble (zes instructions) . . . . . . . . . . 2 %
da Mawimum qualifiedbasis . . . . . . . . . L L L L L oL L L o L L L L L. 3a

b Check here e [] if the eligible basis used in the computation of line 3a was increasad under

the high-cost area provisions of section 42{d){SHE). Enter the percentage to which the eligible

basis was increased (see instructions) . . . . . . . . . . . L oL oL L oL oL L. 3b 1 _ %
4  Percentage of the aggregate basis financed by tax-axempt bonds. (f zero, enter -0-) . . . 4 [
&  Date building placedinservice . . . . . . . . . . . . . . . . >
& Check the boxes that describe the allocation for the building (check those that apply):

a [ Newly constructed and federally subsidized b [] Mewly constructed and not federally subsidized ¢ [] Existing building
d [] Sec. 42(g) rehabilitation axpenditures federally subsidized & [] Sec. 42(g) rehabilitation expenditures not federaly subsidized
f [0 Aiocation subject to nonprofit set-aside under sec. 424h)5)

Signature of Authorized Housing Credit Agency Official — Completed by Housing Cradit Agancy Only

Undsr penalties of penury, | oeclar: hat the alocation made i N compliance with tha requIrements of section 42 of the intemal Revenue Code, and
that | heve examined this form and to the best of my knowienge and bellet, the Information Is trus, comect, Bnd complete.

" Signature of muthorzed ool " e ] " Dz
‘ear —Completed by Building Uwmers with respect o the First ¥ ear of the Credns Penod
T Eligible basis of building (see instructions) . . . . . . . . . . . . . . . . . . T
Ba Original qualified basis of the building at closs of first year of creditperiod . . . . . . . Ba
b Are you treating this building as part of & multiple building project for purposes of section 42
(see instructions)? . . . . . . . . oL ..o Lo oL oL L L L L O Yes [ Mo
Ba i box 6a or box 8d is checkad, do you elect to reduce eligible basis under section 42[2NE)7 O Yes O Mo
b For market-rate units sbove the average quality standards of low-income units in the building, do you elect

to reduce eligible basis by disproporfionate costs of non-low-income units under sacfion A2{HFENE? . * [ Yes
10 Check the sppropriate box for each election.
Caution: Once made, the following elections are imevocable.

|
g

a Elect to begin credit period the first year after the building is placed in service {saction 42{f)(1)) » [ Yes O Mo
b Elect not fo treat large parinership as tempayer (secion 420§s)) - . . . - . . . - . = [ Yes
¢ HBlect minimum set-aside requirement (section 42(g)) (see instructions):
O 2o0-s0 O a0-&0 O Average income O 25-60[M.Y.C. only)
d Elect deap rent skewed project (section 142[d){4)B)) (see instructions) . . . . . . . . . [ 15-40

Undar panalties of perury, | oaclare that | have examined this form and accompanying Stachments, and to the best of my knowledge and ballet, they

are true, comact, end complete.

" Signahra " Taxpeyar idantification ruminer " Dais

" Mama jpicass typa or print " First yaar af the cradi pariod

For Privacy Act and Paparwork Reduction Act Motice, see separate Instructions. Cai. Mo, B3R L MMW.M'&MB]
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Oversight of the Low-Income Housing Tax Credit Program Can Be Improved

Form 8610: Used by the HCA to reconcile annual allocation, certify compliance with
requirements, and transmit allocation support documents to the IRS. Lines 14 and 15 were
removed starting in TY 2020.

m%" n Annual Low-Income Housing Credit Agencles Report | owencissoom

o = Under section 42[)3] of the Internal Revenue Code. 2@19
.ﬂmmmh ¥ GO to ww i govFormBE10 for the latest information.
Mame of housing oradk aganoy Empicyer idenification number of sgenoy
Addrass of housing oredit agency Check box if amended
report . . . . . . = [
FOR 1IR3 USE ONLY

I  Feconciliafion of Affached Forms and Schedules
1 Enter the mumber of attached Fooms BE0S used to allocate
creddim2M9 . . . . . . . . . . . . . . .. 1

2a Enter the total number of attached Forms 86049 for crediis
{1} allocated prior to 2019 and {2) atibutsble under section
4Hh)4) to projects financed by tax-exemptbonds . . . . 2a

b Enter the total dollar amount of credits attributable to projects
financed by fax-exempt bonds as described i 28(2) sbove

5
3 Enter the number of attached Schedules A (Form 884105

reporting 2049 cammyover allocebions. . . . . . . . . . a3
4 Total number of attached forms and schedules. Add lines 1,

- T T 4

Feconciliation of Credit Ceilings and Allocations (5e2 insfructions)

ba Enter the larger of $2 75625 multiplied by the state’s population or $3,166875 . . . . . . . . &a
b Enter the amount of credit ceiling refumed in 2049 from allocations prior to 2019, See instructions . | 5b
¢ Enter the amount (if any) allocated fo the state from the 2049 Mafional Pood . . . . . . . . . be
d Addlimes 58, Sb,and5c . . . . . . . . L L L L L L L L L L. L. L. L &d
@ Enterthe unused state housing credit cailing (i any) from the 2018 Form 8610, line® . . . . . . [
f Total state housing credit ceiling for 2HO. Add ines Sdand5e . . . . . . . . . . . . &
g Enter the total amount included on line Sf that was alloceted during 2019 to qualified nonprofit

onganizations under section 42(hj5). See instuctions - 5

Ga Enter the total dollar amount of credits from Forms 8600 used to allocate
creditim28 . . . . . L . .. oL L L. L L. Ba
b Emter the total dollar amount of credits from Schedules A (Form 8510, line 5 [
¢ Total credits allocated during 28, Add lines &3 and 6b (can’t excead linesf) . . . . . . . G
T Enterthe smalleroflineSeorlinedc. . . . . . . . . . . . . . L L L L. ... 7
8 Subtractlinevfromlinedc . . . . . . . . . oL oL L. L Lo L Lo g
8 State’s unused housing credit ceiling carmyover to 2020. Subfract line 8 from line 5d. if zero or less,
anfer-0- . . . L L L L L o L i e e e e e e e e e e e 9
10 Unused 218 carryover assigned to 2020 Mational Pool. Subtract line 7 from linese . . . . . 10

] Compliance With Low-Income Housing Requirements [see insfrucfions]

11 Dwoes the stete’s qualified allocation plan in effect for 2049 include compliance monidonng procedures as

required in section 42m){1{B)i) and Regulations section 1.42-5(a)%2), including monitoring for habitability

standards through regular site visits? (f *Mo,” attach an explanation) . . . . . . . . . . . . . [ Yes []Ho
12  Haes the housing credit agency, for 2019 (or its most recent 12-month operating period), complied with all

applicable requirements under the complisnce monitoring procedwes in its qualified allocation plan? (if

“Mo,” attach anexplanation) . . . . . . . . . L L oL L L L L L L. L ... L [0 Yes []Ho
13  Haes the housing credit agency, for 2019 [or s most recent 12-month operating period), complied with

the requirements of ite monitoring procedures. to fulfill #= notification of noncompliance responsibilities

under Regulations section 1.42-5{g)7 (f *Mo,” attach an explanation) . . . . . . . . . . . . . [ Yes [JHo
14  Mumber of buildings subject fomonitoring . . . . . . . . L L L L L oL L L L L L. 14
16 Mumber of buildings for which compliance monitoring was completed . . . . . . . . . . . 156

Urnider penaitios of parjury, | declars that | have ccamingd s repor ond acoomparying foma, schedules, binding agreements, and slection simaments, and offer
atnchmants, and to the bost of mvy knowiedge and balial, they ara frue, comect, and compiaia.

) Bigratura of Authorizing OMclal " Print Narma and THG ) Data
For Paparwork Reduction Act Motice, see Instructions. Cat. Mo D3083F Form BE10 poo




Oversight of the Low-Income Housing Tax Credit Program Can Be Improved

Schedule A (Form 8610): Used by the HCA to report specific building carryover allocations to

the IRS.
SCHED#:.EA Carryover Allocatlon of
(Form 8610) Low-Income Housing Credit oM N, 1545-0000
i 2me) ¥ pttach to Form BE1D.
Deparimant of the Tressry -
Intarmal Rovanus Sandos ¥ Information about Schedule A (Fonm B810) and Its Instructions Is &t www s, poviTommBs 10
Hama of housing crodit agenay Empioyar kdanification numbar of sgenay
Asdress of housing cradit sganoy Chack box if housing credit Check box if amended
agency granted camyover camyover allocation . . . [
allocation refisf under Rev. FOR IRS LISE DMLY
Proc 2014-40 . . . e []
1a  Homa of buliding cwner recaiving campover aliocation EL icantification rumioer
dnsh or dashas)
1b  Audrces of Buliding OWNGr IEosNG GaTyCar AlOGaScn
da Checkif the camyover allocation is: =[] buikding based or » [] project based
b Hﬂ'ﬂcmyuua’aﬂucﬂhnnma.bﬁdtuﬂmnﬂmmﬂmtmﬂa
under saction 42(h)5), you must check “Yes.” Otherwisa, you
mustcheck*Mo™ . . . . . . . . . . . . . . . O ves Mo
4 Date of camyover allocation »
5  Amount of carmyover gllocation . . . . . . L L L L o L L L oo L L L L L L. 5
& K a binding agreement {see instructions) was enterad into, enter the maximum applicable credit
percentage for
a Acquisittionecost. . . . . L . L L L L L L L L L Lo e ] H
b Rehabiltationexpenses . . . . . . . . . . . L . . . . . e e e e e .. b %
¢ Mewconstruclion @Xpenses . . . . . . . . .. i e e . BC b

General Instructions

Baction references are to the Intemal
Revenue Code unless othenwise noted.

BE10) for projects receiving approval of
the camyover allocation relief snce the
agency last filed Form BE10. The
information from these icular

Lines Ga, b, and ¢
Compilets these lines only i both of the
following apphy.

Schedules A (Form 8610 is not included = There is a binding agreement betwaean
Purpose of Form on any line in Part | or Part Il of Form the housing credit agency and the
State credit agencies use BE10. owner for a specific housing
Schedule A (Form BE10) to report credit dollar amaournt.
cammyover allocations. EpE-DIﬂc Instructions « An elaction is made to use an
Major Disaster Declarations Line 4 m?hm in mmwzmmmhnﬂ:'
If & housing credit agency has granted Entar the date of allocation. This is the placed in service.
any project relief for camyover cor ﬂﬂmm“‘ﬁ'igtﬂftﬂ Ses Regulstions sections 1.42-8 and
allocations discussed in section YOLIEN) BRancy signa 1.42-8 for irements that must be
Rev_ Proc. 2014-49, 2014-37 |IRB_ 535 camyover allocation document. ot Y e
the agency must attach to Form 8610 a -
mpyulll'ﬂﬁdﬂd.l&.ﬁ.{FumBEm}fut Line 5 ) $ﬂmmwﬂmm
for which it has Enter the amount of allocation. t Hnr rlu 1}is
attached copies If you checked the *buiding based” bax 1ot federally subsidized and (2) s placed
Scmdtiaﬁ.[FormBBm}mmtl'ﬂwtm on line 3a, enter the amount of credit in service aiter July 30, 2008
box checked that indicates the hausing allocated to the building under section saction 42b)2) and Notice 2008-108,
cradit ranted camyover 42(h1NE). I you checked the “project 2008-49 |.RE. 1230
m&mmm_m on line 3a, enter the amount
201 4-49. The housing credit agancy of credit allocated to all the buildings in
should only include Schedules A (Fom the project under section 42(h1§F).

For Paperwork Reduction Act Motice, see the instructions for Form 8810,

‘Cal. No. 30006T

Schodula A [Form BE10) R, 1-2010)
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Oversight of the Low-Income Housing Tax Credit Program Can Be Improved

Form 8823: Used by the HCA to notify the IRS of specific building disposition or
noncompliance with LIHTC provisions.

- 8823

{Rov. Docamior SCHOY

Dopartment of tha Trasury
Intomal Fovens Sanvios

Low-Income Houslng Credit Agencles
Report of Noncompllance or Bullding Disposition

* Flla & soparnta Form BE23 for aach buliding that is dsposad of or goes out of complanca.
- 50 T W irs. QoviFOrmEEES for tha latest Information.

OMB Mo, 15851204

Chack hars H This s an
amarded ratum e [

1 Bulkdng name {f emy). Check I ine 1 differs from Form saca e [ IRE Usa Only
Street eddress
City or town, stats, and ZIP code
2 Bulldng identmcation number (SN
3 Cwner's name. Check H line 3 difters from Fom geos . . = []
Street eddress
City or town, stats, and ZIP code
4 Owmer's taxpayer identification number
| Oew [Ossw

6 Totecreditaliocatedtotis BIM . . . . . . . . . . . . . . . oo .. ..o .. )

&  Iftnis buliding ls part of @ multiple bullding project, enter the number of buldings Inthe project . . . . . . . . . >
Ta Totd numberof residentalunits mthis bullding . . . . . . . . . . . . . . . . oo ... ... >
b Totg numberof iow-ncome Wnits ntisbuldng . . . . . . . . . . . . . oL .. .o >
©  Totel number of residantial uiits In this bulliding determined to have noncomplence lssues (see Instructions) . . . . . >
d Tote number of Units reviewsd by agency (sesinstruclions) . . . . . . . . . . . . . . . oL . .. >
8  Date bulding ceased to comply with the low-income housing credit provisions (see Instructions) (MMODYYYY] . .

9  Date noncompllance comactad [f applicable) (see Instructions) (MMDDYYYY) . . . . . . . . . . . .

10 Check this box It you are fling only to show comection of & praviously reported noncompllance problem. . & [

11 Check tha boges) et epplles: mu;:m comacta
a Housenoid Income above Ncome it upon Inital ocoupaney © . . . . . . . . . . . . . . . . O O
b Cvwmer talied to comectly complets of docUment tenant's annusl Income recertMcation . . . . . . . . . O O
© Wicletion(s) of the UPCS or local Inspaction stendarts including casusity Iosses fses instructions) (attach expenatior) [ O
d  Cwner talisd to provide annual certications o provided Incompists of INaccurate certficaions . . . . . . O O
@ Changes In Elgible Besis or the Applicable Percentage jsee Instructions) . . . . . . . . . . . . . O O
1 Project fallesd to mest minkmum set-aside requirement (20VEQ, 4000, averages Income fesf) (seainstruciions) . . . [ |
g GrmsrentEewceedsWMME . . . . . . . . . L oL L Lo O O
h  Project nat avallable to the ganersl pubilc (see INstructions) (stiach explanationy . . . . . . . . . . O O
| Wioiation(s) of the Avallable Urit Rule under section 420gN2¥0W0 - - - - . . - . . . . . . . . . O |
| Vioistion(s) of the Vacant Lnit Fule under e, 142-BENG . . - . . . . . . . . . - . . . . O O
K Crwmer talied to exEcue and record axtandedd-Uss BOTEEMEnt within tme prescribed by secton 4afmyey . . . . O O
| Lowdncoms units occcupled by nonqualfed ful-time students . . . . . . . . . . . . . L . . . O |
m Cwmer did not propesty calculate utllty slowanee . . . . . . . . . . . . . . . . . . .. O O
n  Cwmer has taked 10 respond to agency requests for monitonng reviews . . . . . . . . . . . . O O
0 Lowdncoma units used on a trenslent basis (sttach explanationy . . . . . . . . . . . . . . . . O O
p Bulldng ks no lenger In compllance nor paricdipating In the section 42 program. (Aftach explanation)) . . . . O
q Ofher noncompllance lssues (atach explanaion) . . . . . . . . . . . . . . . - . . . . O O

12 Addiionel Information for any Ine ebove. Atach explenafion and checkboe . . . . . . . . . . » ]

138 Bulangaispestionby  [1Sse [0 Forecioswre [ Destruction [ other (attach espianation)

b Dateofdisposiion (MMODYYYY) . . . . . . . . . . . . . . . . . o .. ...
©  MEw OWNer's name d  New owner's fExpayer idantfcation numiber
| Oem Ossn
Street eddress 14  Name of contact parson

City or town, siate, and ZIP code

16

Talaphone nuMber of contect parson

Ext.

Ureder panaitias of parjury, | declare fhat | have examined this report, Including sccompanying sistements and schedules, and, o the: best of mry knowledgs and bolled, i is
finum, cormect, and compiata.

" ‘Eignature of authorizing cficil

} Frini rame and e

"mmmﬂ'}

For Paperwork Reduction Act Motice, see instructions.

Cat. Ma. 123080

Form BBZ23 Fov. 12201
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Appendix IV

Forms and Schedules Used to Claim the LIHTC on

Income Tax Returns or Pass-Through Returns

Form 3800: Used by taxpayers to claim general business credits. Minimum three-page form
with the LIHTCs entered on Part lll Line 1d for pre-2008 buildings or Line 4d for post-2007

buildings.
OME Ne. 15850805
o 33{"] General Buslness Credit 5610
o ol tha T » GO to wwwrire. goviFnNm3800 for Instructions and the latest iInformation. . h
Famajs) Shown on rEum Tderntitying numibar
Current Year Credit for Gredits Not Allowed Against Tentative Minimum Tax (TMT]
(S2e instructions and complate Part(s) Il bafore Parts 1 and IL)
1 General business credit from line 2 of all Parts Il with box Achecked . . . . . . . . . . . 1
2  Passive activity credits from line 2 of all Parts Il with box Bchecked . . . | 2 |
3 Enterthe applicable passive activity credits allowed for 2019, See instructions . . . . . . . . 3
4  Camyforward of general business credit to 2018, Enter the amount from line 2 of Part lll with bax C
checked. See instructions for statement toattech . . . . . . . . . . . . . . L L. 4
5 Camyback of general business credit from 2020, Enter the amount from line 2 of Part 1l with box D
checked. Sesinstructions . . . . . . . . . . . . L. L L L L L L L L L L L. 5
6 Addhnesi,3. 4, and5 . . . . . . . . . L L L L.l [
5- 4]} Allowable Credit
T  Regulsr tax before credits:
= Individuals. Enter the sum of the amounts from Form 1040 or 1040-5R, line 12a, and
Schedule 2 (Form 1040 or 1040-5R), line 2, or the sum of the amounts from Form
1040-MR, nes 42and 44 . . . . . . . . L L L oL L L oL L L L L.
= Corporations. Enfer the amount from Form 1120, Schedule J, Part |, line 2; or the
applicable fine of yourretum . . . . . . . . . . L L L L L L L L. | 7]
+ Estates and trusts. Enter the sum of the amounts from Form 1041, Schedule G,
lines 1a and 1b; or the amount from the applicable ine of your rebum . . . . .
B Alemative minimum tec
= Individuals. Enter the amount from Form 6251, ime 11 . . . . . . . . . .
= Corporations. Enter -0-. . . . . . . . L . L L L L L L L L. .. ] B
= Estates and trusts. Enter the amount from Schedule | [Form 1044), line 54 .
B Addlines7andB8 . . . . . . . . . L L L L L L oL o a9
10a Forsigntmecredit . . . . . . . . . . . . L. |1na
b Certain sllowable credits (see instructions) . . . . . . . . . . . . 10b
¢ Addlines10aand10b . . . . . . . . . . L L ... .. .. L. 1
11 Metincome tax. Subtract line 10c from line 9. If zero, skip lines 12 through 15 and enter -0- on line 16 | 11
12  Met regular tax. Subtract line 10c from line 7. if zero or less, enter 0- . . . 12
13  Enter 25% (0.25) of the excess, if any, of line 12 over $25,000. Se=
mstructionss . . . . . . . . . L L L L L L L L L L L L. 13
14 Tentative minimum tac
= Individuals. Enter the amount from Form 6251, ine® . . . . . .
s Comporations. Enter 0- . . . . . . . . . . . . . . . . 14
'E:Eléezaaidlnﬂta. Enter the amount from Schedule | (Form 1041),
16  Enter the greater of ine 13 orline14 . . . . . . . . . . . . L . L L L. L L L L. 15
16 Subtract line 15 from line 11. K zero or lees, enfer -0- . . . . . . . . . . . . . . . . 16
1T Enterthe smallercflineGorline16 . . . . . . . . . . . . . . . . . L L . L. | 17 |
C corporations: See the line 17 instructions if there has been an ownership change, acquisition, or
o
For Paperwork Reduction Act Motice, see separate instructions. Cal. M. 12362F rorm J800 zog



Oversight of the Low-Income Housing Tax Credit Program Can Be Improved

Form 300 (2011) Page &
%41} Allowable Credit |Continued)
Note: If you are not required to report any amounts on line 22 or 24 below, skip ines 18 through 25 and enter -0- on line 26.
18 Multiply line 14 by 75% (0L75). Sesinstuctions . . . . . . . . . L L L oL L L L L. 18
10 Enterthe greater of ine13orline8 . . . . . . . . .. L L oL Lo L L L | 19 |
20 Subtract lina 19 from line 11. ¥ zero or lees, enber 0- . . . . . . . L L Lo L L L L. 20
A Subtract ne 17 from line 20. f zero or besg, enter 0- . . . . . . L L L L L L L L L H
22 Combine the amounts from ine 3 of all Parts ll with box A, C,orDchecked . . . . . . . . . 2
23 Passive activity crecit from fine 3 of all Parts Il withbox B checked . . . | 23 |
24 Enter the applicable passive activity credit allowed for 2018, See instrucions . . . . . . . . | 24 |
26 Addlines 22and 4 . . . L L L L oL L L L L e 25
268 Empowerment zone and renewal community employment credit allowed. Enter the smaller of line 241

orline25 . . L. L L L L L e e e e e e e 2
27  Subiract line 13 from ine 11. Hzero or less, enber 0- . . . . . . . . . L L L L L L. i
28 Addlinesq7and28 . . . . . . L L L L. L L L L it
20 Subiract line 28 from line 27. f zero or less, enber 0- . . . . . L L oL L L L L L L L. | 28 |
30  Enter the genaral business credit from line 5 of all Parts Il with box Achecked . . . . . . . . a0
M Resewad . . . . L L oL oL L L L Kl
32  Passive activity credits from ine 5 of all Parts Il with box B checked . . . | 32|

Enter the applicable passive activity credits sllowed for 2019, See ingtructions . . . . . . . . 3
34 Camylorwerd of business credit to 2019, Enter the amount from line 5 of Part Il with box C checked

and line & of Part Il with box G checked. See instructions for statement toattach . . . . . . . M
35 Camyback of business credit from 2020 Enter the amount from line 5 of Part Il with box D checked.

Semimstrucions. . . . . . . . . oL L. oL L 35
36 Addlines 30,33, 3 and35. . . . . . . L. L. L. oL L oLl 36
a7  Enterthesmallerofline 2B orlined8 . . . . . . . . . L L. oL L. L L. a1
38  Credit allowed for the current year. Add lines 28 and 37.

Report the amount from line 38 (if smaller than the sum of Part |, line &, and Part Il lines 25 and 38,

sea instructions) a3 indicated below or on the applicable line of your retum.

* Individuals. Schedule 3 (Form 1040 or 1040-5R), line 6, or Form 1040-MR, line 51

= Corporations. Form 1120, Schedule J, PartLlinese . . . . . . . . . . . .

= Estates and trusts. Form 1041, Schedule G, ine2b . . . . . . . . . . . . a8

Form 9000 [2014)
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Form 3800 (2] Fage 3
amojs) showm on ratum Idenifying numibar

EIA]  General Business Credits or Eligible Small Business Gredits [see insiruciions)
Compleie a separate Part Il for each box checked below. See insfructions.
A [] Genersl Business Credit From a Non-Passive Activity E [ Reserved

B [ General Business Credit From a Passive Activity F [0 Resarved
¢ [ General Business Credit Camyforwards G [0 Eligble Small Business Credit Camyforwards
D [J General Business Cradit Camybacks H [ Resarved
I If you &re filing more than one Part [l with box A or B checked, complete and sttach first an additional Part Il combining amounts from

&ll Parts |l with box A or B checked. Check here f this & the consolidated Part Il . . . . . . . . . . . . . .. =[]

{a) Description of credit Lr::m[nhcm. i

Mote: On any line where the credtt ks from more than one source, 3 saparate Part Il 13 needed for each *"“”"”55‘ appropriate
pass-through antity. entity, entsr the amaunt

1a  Investment {Form 3488, Part Nl only) (attech Form 3468) . . . . . . . . . 1a

b Resewed . . . . . . . . L . L. L. Ll ..o ib

¢ Increasing research activiies (Form &765) . . . . . . . . . . . L . ic

d Low-income housing (Form 8586, Partlonly) . . . . . . . . . . . . id

&  Disabled access (Form BB2E) (see instructions for imitation) . . . . . . . e

f  Renswable slectricity, refined coal, and Indian coal production (Form 883s) . . [ 1f

g Indianemployment Form BB45) . . . . . . . . . . . oL L L L L. 1g

h  wphandreg(FormBB20) . . . . . . . . . . L . . . L L L. ih

i Mewmerkets (Fom BBTS4) . . . . . . . . . L oL oL oL L. L L L. 1i

i  Small employer pension plan startup costs (Form 8881 (see instructions for limitation) | 1j

k  Employer-provided child cere facilities and senvices (Form BBEZ) (see instructions

forlimitafion) . . . . . . . . oL .. oL oL oL L. L L L L. ik

|  Biodiessl and renewable diessl fuels (atach Forme8e4) . . . . . . . . . 1l

m  Low sulfur diesel fusl production (Foom BBBE) . . . . . . . . . . . . im

n  Distilled spirits (Form 8808 . . . . . . . . . . . . . . . . L. in

o  MHonconventional sowrce fuel [camdorwardonlyy . . . . . . . . . L . 1o

p  Energy efficient home (Form 8808y . . . . . . . . . . . . . . L . ip

q  Energy efficient appliance (camforwardonby) . . . . . . . L L L L. ig

r  Alemative motor vehicle (Form 8840y . . . . . . . . . . L L L L. ir

8  Alemative fuel vehicle refusling property (Form 8844) . . . . . . . . . is

t  Enhanced cil recovery credit (Form 885300 . . . . . . . . . . . . . . 1t

u  Mine rescue team training (Form 8823 . . . . . . . . . . L L L. fu

v Agricultural chemicals security jcamformard only) . . . . . . . L L L L 1w

w  Employer differential wage payments (Foom 8832 . . . . . . . . . . . 1w

x  Carbon owde sequestrafion (Form 88333) . . . . . . . . . L oL L L. ix

¥y  Oualified plug-in electric drive motor vehicle Form 8838) . . . . . . . . 1y

z  (Oualified plug-in electric vehicle (camyforwardonly) . . . . . . . . . . iz

aa Employes retention (Form sBB4-84) . . . . . . . . . . . L L L L. 1aa

bb General credits from an electing large parinership (camyforward only) . . . . [ibb

zz (Other. Oil and gas production from marginal wells {Form 8304) and certain other

credits fssenstructions) . . . . . . . . oL oL oL L L L L L L L. 1=

2  Add lines 1a through 1zz and enter hare and on the applicabls line of Part | 2

a Enter the amount from Form 8844 here and on the applicabils line of Part I 3

4a  Investment (Form 3488, Part Wl (attach Form 3488) . . . . . . . . . . 4a

b Work opportunity (Form 5BB4) . . . . . . . . . . . .. oL L L. 4b

¢ Biofuel producer (Form 8478} . . . . . . . . . . L L oL L L L. dc

d Low-income housing (Form 8586, Partll) . . . . . . . . . . . . . . 4d

&  Renswable slectricity, refined coal, and Indian coal production (Form 8835) . . [ de

f  Employer social eacurity and Medicars tewes paid on certein employes tips [Form BA4E) | 4F

g Oualified raikoad track maintenance (Form 8800} . . . . . . . . . . . 4g

h  Small employer health insurance premiums (Form8841) . . . . . . . . . 4h

i Increasing research activities (Form &765) . . . . . . . . . . . . . 4

i  Employer credit for paid family and medical leave (Form 8884} . . . . . . . 4

z Oher . . oL L L L oL oL Lo oL iz

& Add lines 4a through 4z and enter here and on the applicabls line of Part 1l 5

& Add lines 2, 33, and 5 and eniar here and on the applicable line of Part Il 3
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Form 8586: Used to summarize LIHTC claims from pre-2008 buildings or post-2007 buildings.
Taxpayers, not pass-through entities, whose only source of credit is from pass-through entities
are not required to complete this form and can instead report credit directly on Form 3800.

Fomm 8586 Low-Income Houslng CredIt

Rt 0o I Aftach to your tax retur.
mn,::;'mﬁm P informetion about Form B586 and its Instructions ks &t www. irs. goviformBsas.

(OME No. 1585-0084

&cpﬂuﬂu.aﬁﬂ

Mamafs) shown on ratum

iantfying numbar

mwmmﬂmmmm

Mumber of Forms 8809-A attached for buildings placed in service before

Hes there been a decreass in the qualified basis of any buildings accounted for on line 1 since
the close of the preceding tax year? [ Yes O Mo If *Yes,” anter the building
identification numbers (BIMg) of the buildings that had a decreased basie. If you nead more
space, attach a achedule.

] (i i (v}

Current year cradit from aftached Formis) 8609-A for buildings placed in service before 2008
jseeimstruchons) . . . . . . L ... L. L. L

Low-income housing credit for buildings placed in service before 2008 from parinerships, 5
coporations, estates, andtrusts . . . . . L L L L oL oL oL Lo L L L L L L

Add lines 3 and 4. Estates and tnusts, go to line 6. Parnerships and 5 corporations, stop here
and report this amount on Schedule K. Al others, stop here and report this amount on
Form 3800, Partll, ne 4d, cobemnifc) . . . . . . . . . ..o Lo L L

Amount allocated to bensficianies of the estate or trust (see instructions) . . . . . . . .
EEIEIEE mmmmm&ﬁmlimiﬁapmﬁEanmwFu‘mﬂﬂm Part lIl, ling 1d,

thdn&mmﬁm

11

12

13
14

HurrIJarl:ti'nmm-Ammedlurhuﬂ:i'ga placed in sarvice after

Haa there baen a decraass in the qualified basis of any buildings accounted for on line B since
the close of the preceding tax year? [ Yes O Mo fi “¥es,” anter the building
identification numbers (BIMs) of the buildings that had a decreased basis. If you need more
space, attach a schedule.

i (i i) i)

Current year credit from attached Formis) 8608-A for buildings placed in sarvice after 2007
jseeinstructions) . . . . . . . . . . L oL L L L. L. L.

Low-income housing credit for buildings placed in senice after 2007 from partnerships,

Add lines 10 and 11. Estates and frusts, go to line 13. Parinarships and 5 corporations, stop
hera and report this amount on Schedule K. All others, siop here and report this amount on
Form 3800, Part I, line dd, cobemn(c) . . . . . . . . . . . .. oL L L.

Amount allocated to beneficianies of the estate o frust (see instructions) . . . . . . . .

Esfates and trusts, subtract line 13 from line 12. Raport this amount on Form 3800, Part (I,
fneddcolumnie) . . . . . . oL L L L Lo

10

11

12

13

14

For Paperwork Reduction Act Hotice, see General Instructions. Cal Mo BROETI

Form B5B6 Fav. 122010
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Form 8609-A: Used by building owners who received HCA-authorized LIHTCs (not from a
pass-through entity) to report compliance with LIHTC provisions and calculate the credit amount
for a specific building.

Fom asng'n Annual Statement for Low-Income Housing Credit | ™ ™™

{Rx. Docamber 2008 ¥ Flie with owner's federal income tax retum. Attachmart
e o b Ty ¥ 566 saparate Nstructions Sauanc Ho. 36
Wamss) shown on retum dantifying mumbsr

14} Compliance Information

Yes| Mo

A Building identification number [BIN)
B This Fomm 8508-A is for (chack the box) ®  a newly constructed o axisting building []

section 42(g rehabilitation enpenditures []
€ Do you have in your recards the original Form 8609 (or a copy thereof) signed and issued by the housing credit

I "No,” see the instructions and stop here—do not go to Part Il

D Did the building in A qualify as a part of a qualified low-income housing project and meet the requirements of
section 42 as of the end of the tax year forwhich this formis being filed? . . . . . . . . . . . .
If "No,” see the instructions and stop here—do not go to Part 1.

E Was there a decrease in the qualified basis of the building in A for the tax year for which this form is being
=
If *Yas,” see the instructions. if "No,” and the enfire credit has been claimead in prior tax years, stop here—do
not go to Part I,

] Computation of Credit

{ Figblbesisofbuldng . . . . .. ... .. ............ i |

2 Low-income portion (smaller of unit fraction o floor space fraction) (i first year of the credit
period, see instructions)

3 Qualified basis of low-income building. Multiply fine 1 by line 2 (see instructions for excaptions)
4 Part-year adjustment for disposition or acquisition during the fax year . _ . . . . . .
b Credipercentage . . . . . . . . . . . . . . . . . .. ... ..
6 Multiply ine 3 or line 4 by the percentage onlfine 5 . . . . . . . . L L L L L.
1
B

Additions o qualified basis, fany . . . . . . . . .. ... .. ... ..

Part-year adjustment for disposition or acquisition duing the tax year . . . . . . . .
8 Credit percantage. Enter one-third of the percentageonlfine s . . . . . . . . . . 8
10 Multiply e 7 or fine 8 by the percentage onfine @ . . . . . . . . . . . .. 10
11 Section 42{{3)B) modification . . . . . . . . . . . . .. .. ... .. il
12 Addlimes10andi1. . . . . .. ... ... 12
13 Credit for buiding before line 14 reduction. Subiract fine 12 from e . . . . . . . 13
14 Disallowed credit due to federsl grants (see instructions) . . . . . . . . . . . . 14
15 Credit allowed for building for tax year. Subtract fine 14 from line 12, but do not enter more than

the amourt shown on Form 8600, Part L lineth . . . . . . . . . . .. . .. 15
16 Taxpayer's proportionate share of credit for the yeer (see instructions) 16

17 Adjustments for defemed first-year credit (see instructions) . . . . . . . . . . . 11

18 Taxpayar's credit. Combine lines 16 and 17. Enfer here and on Form 858 fsee instnuctions) | 18
For Papsmork Reduction Act Notios, oo soparats Instructions. Cat Mo, 288417 Form BB00-A [Rov. 12-2008)

B | =l | | S | e | D | P
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Form 8611: Used to report recapture of the LIHTC for a specific building.

8611 Recapture uli.uw-lgucume Houslng Credit F——
Aftach to your retum.

e ¥ G0 10 WWWIrs.gov/FONmBET1 for Instructions and the latest Information. actacremant

inlymal Ravans Sanics | Note: Compilete 5 separate Form 8811 for each bullding to which recapturs applies. Saquanca tio. 90

A Namajs) showr o rotum B idontifying numbor

€ Address of bullding jus. shown on Form BO0G) D Bulding entification E Dofte pincad In sarvics firom

numbar [BI) Fom B0

F I buliding s firancad Inwihoia or part with tax-cxampt bonds, o0 Instructions and fumisic (3} Daiol s

{1} Issuar's rame

B Nama ol lsss 4 CUSF numbar

MNote: Skip ines 1-7 and go to line & if recapture is passed through from a flow-through entity (partnership, 5 corporation, estate, or
trust). However, section 42(j)5) parinarships must complete lines 1 through 7.

1 Enter iotal credits reported on Form 8586 in prior years forthisbuilding . . . . . . . . . 1
2 Credits inchuded on line 1 attributable to additions to qualified basis (see instructions) . . . . | 2 |
3 Credits subject to recapture. Subfractine 2 fromlined1. . . . . . . . . . . . . .. | 9 |
4 Credit recapiure percentage (see instrocions) . . . . . . . . . . L. L oL L L. 4
5 Accelerated portion of credit. Multiply line 3bylined . . . . . . . . . . . . . .. | 5 |
6 Pementage decreass in qualified basis. Express as a decimal amount camied out to &t least 3
places fseeinstructions) . . . . . . . . . L L L L L L L L ... & .

T Amount of accelerated portion recapturad (see instructions if prior recapturs on building). Multiphy
Iine 5 by line 6. Saction 42(J){5) partnerships, go to line 16. All other flow-through entities antar the
result hers end enter each recipient's share in the appropriate bow of Scheduls K-1. Generally,
flow-through entities will stop here. (Mote: An estate or trust enters on line 8 only its shars of

recapiure amount attributeble to the credit amount reported onits Form 8586 . . . . . . . T
8  Enter recapburs amount from flow-through entity (see Mote abowe) . . . . . . . . . . . | B |
8  Enter the unusad portion of the accelersted amount from fine 7 (see instructions) . . . . . . | B
10 Mst recapture. Subtract line O from line 7 or line 8. If less than zero, enter 0~ . . . . . . . 10
11 Enter intersat on the line 10 recapture amount jsee instructions) . . . . . . . . . . . . |11 ]
12 Total smount subject to recapture. Add lines 10and11 . . . . . . . . . . . . L . | 12 |
13 Unused credits attributable to this builkding reduced by the accelerated portion incleded on fine 9

feeeimstuctions) . . . . . . . . L L L L L L. Lo 13

14  Recapiure tax. Subfract line 13 from line 12. If zero or less, enter -0-. Enter the result here and on
the approprate fine of your tax retum (see instructions). f more than one Form 8611 s filed, add

the line 14 amounts from &ll formes and enter the total on the appropriate line of yourredum . . . [ 14
15  Camyforward of the low-income housing credit atiributable to this building. Subtract line 12
from ine 13. f zero or less, enfer -0- (sesinstructions) . . . . . . . . . . . L L L. 15

Only Section 42(1){5) parinerships need to complets lines 16 and 17.

16  Enter interest on the ine 7 recapturs amount (see instructions) . . . . . . . . . . L . 16
1T Total recapture. Add lines 7 and 16 [seeinstructions) . . . . . . . . . . . . . . . 17
For Paperwork Reduction Act Notics, ses Instructions. Cat Mo, 030830 Form B 11 o, 1220
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Oversight of the Low-Income Housing Tax Credit Program Can Be Improved

Schedule K-1 (Form 1041): Used by an estate/trust to report a beneficiary's share of income,
deductions, and credits. The LIHTC would be listed on Line 13 using code C.

Schedula K-1
{Form 1041) i@[?i!)
Daparimant of T Treasry For calendar yaar 301D, or bax yeor

— g
Beneficlary’'s Share of Income, Deductlons,
Credlts, etc. I+ 5 hack of form and Insincions.

EE1117

DFI'HKJ Dmﬂﬂlﬁ-'l OB Fip. 15450002

| IEEIAN  Information About the Estate or Trust

A  Esinie's or insTs amployar idaniflostion numibar

B Esinic's or trust's nama

g | ‘Dther portfolic and

C  Fduokery's rama, addross, oty, sinlg, and ZF oode

Dl:l Chack if Fom 1044-T was fled and antar tha deta & was flad

E D Chiack i this s e firal Form #1041 for the astale or trust

EEE”H Beneficiary’s Share of Current Year Incoma,
Deductions, Credits, and Othar ltems

[ 1 Imarstimoome | 11 | Fnolyesr deduchons |

ah | W rmmgan | 12 | Milamaive minimes B aojsime |

[ 19 | Cradis ond oradE recapbae |

Information About the Baneficiary

10 | Esimia im deduction

F  EBanaliclary's idontifying rumibar

@ Benaficlary s nams, aodnass, city, s, and ZIF code

14 | Orthar Information

“See attached statemnent for additional information.
Mote: A stalement must be attached showing the
beneficiany’s share of income and directly apportioned
deductions from each business, rental real estate, and

=
[ =
O
o
3
i}
T
HD Domastic banalclary D Foreign beraliciarny i
For Papsrwork Reduction Act Hotice, sa0 the Imstructions for Form 1041, mosw.ine gowiForm 1041 Cat Mo 113800 Schedula K-1 [Form 1041) 2019
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Schedule K-1 (Form 1065): Used by a partnership to report a partner's share of income,
deductions, and credits. The LIHTC would be listed on Line 15 using code A, B, C, or D.

L5L119
Sc K1 [ Fanat 11 [ amandod -1 OME Ho. 15460123
hedula K- IE | Partner's Share of Current Year Income,
(Form 1065) 2019 Deductions, Credits, and Other ltems
Deaparimernt of e Treasry 1 | Droinary busnoss Nooma oss) 15 | Cradis
Intarmal Fevaris Sarica Faor cafandar yeor 204, or o yer
nq;m-g anding ! [ 2 | Natrantal real estata Incoma (oss)
Partner's Share of Income, Deductions,
Credits, etc. » 500 back of form and separaie Instractiana. | | o e o) 18 | Farcign imnsacticns
TN Tnformation About The Parmership o Cummariond papts or s
A  Parncrship’s Gmployor idamificason numbar
4b | Cumramacd pagmants for captal
B Parinership's nama, addrass, city, stats, and ZF coda
4c | Totnl guomnicad paymants
5 | Inerast ncome
C RS Contorwhar parinarship fed retm s
0 [ crck i this is n publicly traod partnorship TR 8a | Ordinarny dividands
Partner
E  Parinor's 3N or TIN [Do not usa TIN of a dissgarod antity. Soe nst) B | Cunlfied dvidands
F Moo, addross, ciy, stat, and B coda for partnar sntored In E. S meructiors, | B0 | ividend equbmisnis 1T | Afemathes minimum fx (AW Bams
7 | Roynltics
@ [ Geneal partnar or LLG [0 umtted partrer or cter LLC 8 | Nail shor-tam capital gain floss)
i b -manager mamibar
#1 [] Domestic parrer O Forsign partnar Ba | Nat long-lerm caplal gain (oss) 18 | Tax-coempt noome and
H2 [ i tha parner is o dsragarmiad ertity [DE). antor the parners: PEPSCLEING s
TN Mame Bt | Colactbias [28%) gain (ioss)
M What fyps of antity Is this parner?
12 Wihis parirer is & rofromant plan [RASEFKaoghiato ), chack hara [ Bo | Umremapiured seotion 1260 gain
4 Porinar's shars of profl, loss, ond capital (sea Insructiors |
Beginning Ending 0 | Mat soction 1231 gain floss)
Frofk % 5 10 | Distrioutions
Loss % ™ | Dther Incoms (loss)
Capitnl L] ]
Cheok f decraasa is dus bo saie or euchanga of partnarship et~ [
20 | Orthar Information
K Parinar's shara of lebilties 12 | Eoction 170 deduction
Baginning Ending
Monrcoourss . . ] 13 | Other deductions:
Cunifiad rorracounss:
frercig . . . & 3
Raowsa . . . & 3
| L1 ook this oo i fom K iniudas Rstity amounts from lows: Sor parirarshics
L Partnar's Capital Acoount Anahysis
4 | Solf-employment samings foss|
Baginning capiiol accowt - . . §
Capial contributed durng theyear =~ §
Curmard yoar nat ncoma fjoss) - - - §
OHhar norama jdaormss [attech sxplanation] &, 21 [] hono than ana activity for at-risk purposcs”
Witrcrowss & detiboions - . . §) 1| 22 [ Moo than ona activity for passhe activity purposcs”
Ending copfinl acoount . . . . & "Sea attached statement for additional information.
o=
M Did tha parines corirituie proparty with & ulli-in gain o loss? 5
[0 vas [ wo  171=¥ea stinch stalomant. Sea nsructions. g
] Partnars Shans of Mot Unrecognizad Seotion T04{c) Gain o [Loss) @
Baghnig - - - - - - - - g E
Erding - - - - - - - - - ]
For Papsrwork Reduction Act Kotics, sca Instructions for Form 1085, www.irs.gowFom 1005 Cat. No. 11347 Schodula K-1 [Form 1065 2019
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Schedule K-1 (Form 1120-S): Used by an S-corporation to report a shareholder's share of
income, deductions, and credits. The LIHTC would be listed on Line 13 using code A, B, C, or D.

k71119
[ Fanat .1 (1 amancca 11 OMB Mo, 15450123
Schedulo K-1 & ] Sharcholder's Share of Current Year Income,
{Form 1120-5) 2@1 9 Deductions, Credits, and Other ltems
Depariment of e Treasay 1 DLSINGas NCome TF [ Cradms
For colandar year 2044, or I year Crcinary foms)
S s [ o | I e
Shareholder's Share of Income, Deductions, 3| i it vt Tvoormea [oss]
Credits, etc. » 500 back of form and sspanstc Instrucsons.
3 | ool boome |
3] Information About the Corporation
A Copormicr’s smpicyer iontthoation rumbsr Ga. | Crclinery chvidands
B Coporation’s name, addrass, oy, stabo, and ZIF coos 50 | Cumifiad chviconds W Fordg mneactons |
§ |Foylios
T | N shori-tem capital gain joss)
€ IRS Conar whar oorporation ficd rehum 8a |INas long-farm capital gain foss
R B | Colecibhs (267
] Information About the Shareholder FE =
D Sramsholdars kantitying number B | Tiranspirad sacfion 1250 gan |
E Srarcholdar's nama, addrss, city, siig, and ZF code @ | Mat sartion 1231 gain [oes)
T [ Dthar Income oss) 15 [Atamasve mirimm S T Bers|
F Eranchoidar's parceninga of shock
ownarship fortmoyear . . . . . . . %
1| Goction 170 deduction 18 | itams afiecting sharanokdor hasis
T | Cihar cocuctions:
=
[=
[
o
g T Githar Informaiion
=
g
L] More tran ona activity for ai-risk purposcs”
18 [] Mo than ona activity for passhe activity purposes”
* See atteched staternent for additional information.

[For Papanwork Aoduction Act Notico, soo tha Instructions for Form 1120-8.  wew.rs.gowForm 1 1208 Cal Mo 116200 ‘Bchedula K-1 [Form 11:20-5) 2019
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Appendix V

Management’s Response to the Draft Report

DEPARTMENT OF THE TREASURY
INTERNAL REVENUE SERVICE
WASHINGTON, D.C. 20224

COMMISSIONER
SMALL BUSINESS/SELF-EMPLOYED DIVISION

December 15, 2021

MEMORANDUM FOR MICHAEL E. MCKENNEY
DEPUTY INSPECTOR GENERAL FOR AUDIT

FROM: De Lon Harris =~ Debebasi_ szt sic s o
Commissioner, Small Business/Self-Employed, Examination

SUBJECT: Draft Audit Report — Oversight of the Low-Income Housing Tax
Credit Program Can Be Improved (Audit # 202030014)

Thank you for the opportunity to review and comment on the draft report, Oversight of
the Low-Income Housing Tax Credit Program Can Be Improved (Audit # 202030014).
Internal Revenue Code § 42 Low-Income Housing Tax Credit (LIHTC) was enacted by
Congress as part of the Tax Reform Act of 1986. The purpose of the law is to
encourage new construction and rehabilitation of existing buildings for use as low-
income rental housing for households with income at or below specified income levels.
It also provides incentives for taxpayers to make equity investments and, in exchange,
receive tax credits and other tax benefits associated with ownership of the development.

The program is jointly administered by the IRS and state Housing Credit Agencies
(HCAs). The HCAs are responsible for allocating annual credit ceiling amounts to
specific buildings in their state. As such, the IRS does not have authority over the
allocation process. Additionally, the IRS relies on HCAs to conduct compliance
monitoring activities, including tenant file reviews and physical compliance inspections.
The IRS continues to oversee the LIHTC program related to HCAs as well as taxpayers
claiming the credit.

Recently we have implemented significant improvements to the LIHTC program that
increase efficiency, improve data reliability, and reduce taxpayer burden. These
improvements include implementing a new LIHTC database, increasing
communications with HCAs, and updating internal processes and procedures.
Additionally, we have developed new training courses and expanded quality reviews.
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We agree there are opportunities to further improve administration of the LIHTC
program however, TIGTA's report significantly overstates the extent of current
concerns. TIGTA’s analysis includes records dating back to 2014 which is prior to our
October 2017 implementation of the new LIHTC database and significant improvements
were realized.

For instance, the report indicates a nearly 46% error rate on Form 8609s submitted by
building owners, but only 3% occurred after the new database was implemented. When
looking at Forms 8609 submitted by HCAs, TIGTA identified 13,498 errors, none of
which occurred after the new database was in place. And when reviewing Form 8823
submissions, TIGTA reported 2,337 errors, however only 4% happened after the new
database had been implemented.

In general, the error rates referenced throughout the report do not reflect many
improvements already made within the LIHTC program. As noted, improvement
opportunities remain which we will continue to pursue, but not nearly to the extent
implied in this report.

Attached is our detailed response to your recommendations. If you have any questions,
please contact me or Scott Irick, Director, Examination Operations, SB/SE Division.

Attachment
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Attachment

RECOMMENDATION 1:

Ensure that additional system validity checks are implemented to improve the accuracy
and reliability of the information in the HCA and building owner portions of the LIHTC
database.

PLANNED CORRECTIVE ACTION:

A Compliance Data Environment (CDE) LIHTC database Change Request was
submitted on 8/9/21 and approved on 9/21/21 that will enhance the Form 8609 data
input validity checks. These additional validity checks will result in improved accuracy
and completeness of the reports used for program monitoring. \WWe cannot agree to
ensure the additional system validity checks are implemented because that is subject to
budget constraints, competing priorities, and resource allocations.

IMPLEMENTATION DATE:
N/A

RESPONSIBLE OFFICIAL:
N/A

CORRECTIVE ACTION MONITORING PLAN:
N/A

RECOMMENDATION 2:

Establish an effective quality review system for the processing of LIHTC forms received
from HCAs and building owners to identify areas requiring corrective action, employee
training, or outreach.

PLANNED CORRECTIVE ACTION:
We will conduct additional training for campus managers on reviewing reports and
additional training for employees inputting the forms.

IMPLEMENTATION DATE:
October 15, 2022

RESPONSIBLE OFFICIAL:
Director, Exam Quality and Technical Support

CORRECTIVE ACTION MONITORING PLAN:
IRS will monitor this corrective action as part of our internal management system of
controls
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PLANNED CORRECTIVE ACTION: We will communicate patterns of submission errors
and areas in need of quality improvement to the Exam Quality and Technical Support
(EQTS) LIHTC Senior Program Analyst.

IMPLEMENTATION DATE:
October 15, 2023

RESPONSIBLE OFFICIAL:
Director, Campus Exam and AUR, SB/SE

CORRECTIVE ACTION MONITORING PLAN:
IRS will monitor this corrective action as part of our internal management system of
controls.

RECOMMENDATION 3:
Establish an examination selection process for business owners submitting
questionable Forms 8609-A that do not correspond to Forms 8609.

PLANNED CORRECTIVE ACTION:
We will develop a process to compare LIHTC amounts from Forms 8609-A to their
allocated credit amounts on part 1 of Form 8609.

IMPLEMENTATION DATE:
February 15, 2023

RESPONSIBLE OFFICIAL:
Director, SB/SE, Exam Case Selection

CORRECTIVE ACTION MONITORING PLAN:
IRS will monitor this corrective action as part of our internal management system of
controls.

RECOMMENDATION 4:
Evaluate possible revisions to Form 3800, Form 8586, and Form 8609-A to remove the
option to make a current-year LIHTC claim for a pre-2008 building.

PLANNED CORRECTIVE ACTION:

We have evaluated possible revisions to the Form 8586 and have initiated changes for
Tax Year 2021 to eliminate Part |, related to reporting of LIHTC when a building is
placed in service date prior to 2008. We have evaluated possible revisions to the Form
3800 and have initiated changes for Tax Year 2021 that correspond with changes
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initiated for Form 8586. We have evaluated possible revisions to the Form 8609-A and
identified changes that will be appropriate for Tax Year 2023. These revisions will
eliminate the need to provide reporting on buildings placed in service prior to 2008.

IMPLEMENTATION DATE:
Implemented

RESPONSIBLE OFFICIAL:
N/A

CORRECTIVE ACTION MONITORING PLAN:
N/A

RECOMMENDATION §:

Determine the feasibility of establishing an examination selection process for taxpayers
submitting questionable LIHTC claims on Forms 3800 that do not correspond to
supporting Forms 8609-A or pass-through Schedules K-1.

PLANNED CORRECTIVE ACTION:

We will review available data necessary to compare LIHTC claimed on Forms 3800 to
Forms K-1 and 8609-A and make the appropriate recommendations for a selection
process.

IMPLEMENTATION DATE:
October 15, 2023

RESPONSIBLE OFFICIAL(S):
Director, SB/SE, Exam Case Selection

CORRECTIVE ACTION MONITORING PLAN:
IRS will monitor this corrective action as part of our internal management system of
controls.

RECOMMENDATION 6:
Develop an action plan to identify possible causes and correct reporting errors on
LIHTC documents.

PLANNED CORRECTIVE ACTION:

The reporting errors on LIHTC documents are corrected through existing processes. For
example, to address Form 8609 Part |l issues, the LIHTC Campus Unit returns the form
to taxpayers when they require corrections and appropriately follows up to address
taxpayers who do not comply. Forms 8610 are addressed through the
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LIHTC Database Reconciliation Process which identifies issues for tax examiners to
communicate to the HCA directly and solicit amended forms as needed.

IMPLEMENTATION DATE:
N/A

RESPONSIBLE OFFICIAL:
N/A

CORRECTIVE ACTION MONITORING PLAN:
N/A

RECOMMENDATION 7:
The Commissioner, SB/SE Division, should allocate additional resources, when
available, to allow for increased HCA compliance monitoring reviews.

PLANNED CORRECTIVE ACTION:
The IRS recognizes that we have an oversight responsibility to review the credit

allocation practices and compliance monitoring processes. However, due to a significant
number of competing resource needs (e.g. more productive inventory and training), we
do not plan to commit additional resources to the HCA compliance monitoring reviews.

IMPLEMENTATION DATE:
N/A

RESPONSIBLE OFFICIAL:
N/A

CORRECTIVE ACTION MONITORING PLAN:
N/A
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BIN
cY
e-filed; e-filing
EIN
FY
HCA
l.R.C.
IRS
LIHTC
SB/SE
TIGTA
TIN
TY

Appendix VI

Abbreviations

Building Identification Number
Calendar Year

Electronically Filed; Electronic Filing
Employer Identification Number
Fiscal Year

Housing Credit Agency

Internal Revenue Code

Internal Revenue Service
Low-Income Housing Tax Credit
Small Business/Self-Employed
Treasury Inspector General for Tax Administration
Taxpayer Identification Number

Tax Year
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To report fraud, waste, or abuse,
call our toll-free hotline at:

(800) 366-4484

By Web:

www.treasury.gov/tigta/

Or Write:
Treasury Inspector General for Tax Administration
P.O. Box 589
Ben Franklin Station
Washington, D.C. 20044-0589

Information you provide is confidential, and you may remain anonymous.


http://www.treasury.gov/tigta/
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