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Tennessee Governor Announces New
Housing Tax Credit Program

By Alex Ruiz, Staff Writer, Novogradac & Company LLP

Gov. Phil Bredesen announced a new housing initiative at the 2005 Governor's Housing Summit on October
11. The Community Investment Tax Credit (CITC) is a new credit that will be administered by the Tennessee Hous-
ing Development Agency (THDA) in cooperation with the Tennessee Department of Revenue. The program allows
any financial institution a credit against both its franchise and excise tax obligations when investing in at least one
of several eligible low-income housing activities.

"Affordable housing is essential to the future economic growth and stability of our cities, our counties and
our state," Bredesen said. "l am committed to doing everything possible to encourage its development.”

Janice Myrick, executive director of THDA, says she is excited about the new tax credit initiative that was
designed in partnership with the state's Department of Revenue to help create affordable housing opportunities for
more people across the state. THDA administers more than $450 million in funding each year for single and multi-
family housing programs across the state.

"Governor Bredesen has always provided programs for the creation of affordable housing," said THDA's
board chairman, Eddie Latimer. "The Franchise Tax Credit program that his administration created is an excellent
funding program to aid in meeting the housing needs of Tennessee's workforce and lowest income citizens."

On June 22, 2005, Bredesen signed into law S.B. 2310, which allows a tax credit equal to 5 percent of a qual-
ified loan or qualified long-term investment or an amount equal to 10 percent of a qualified low-rate loan, grant or
contribution. The Department of Revenue will award the tax credits to the financial institutions. The eligible hous-
ing entity will be required to maintain records as requested by THDA to ensure that affordable housing opportuni-
ties are being provided.

Eligible activities include:

1. Activities that create or preserve affordable housing for low-income Tennesseans. Low-income Ten-
nesseans are defined as those who are at or below 80 percent of the area median income (AMI) adjust-
ed for family size.

2. Activities that assist low-income Tennesseans in obtaining safe and affordable housing.

3. Activities that build the capacity of an eligible not-for-profit organization to provide housing opportu-
nities for low-income Tennesseans.

4. Any other low-income housing related activity approved by the THDA executive director and the com-
missioner of revenue.
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Identified eligible housing entities include:

1. Tennessee based not-for-profit organizations with an Internal
Revenue Code 501 (c)(3) status

2. Public housing authorities (PHAS)

3. Development districts

4. The Tennessee Housing Development Agency (TDHA)

Participating financial institutions will receive tax credits for
extending the following to eligible housing entities:

1. Qualified loans defined as a loan at least 2 percent below the
prime rate

2. Qualified low-rate loans defined as a loan at least 4 percent
below the prime rate

3. Qualified long term investments extending for a period of
more than fives years

4. Grants or contributions

Tax credits may be available to financial institutions retroactive-
ly for funds extended to eligible housing organizations for eligible activ-
ities from the date the bill was signed into law, June 22, 2005. The law
allows any unused credit to be carried forward 15 years after the tax year
in which the credit originated.

Certification and Review Process

THDA will certify the financial institution's contribution as being
eligible for the tax credit by confirming that the receiving organization
along with the housing related activities being funded are in compliance
with those identified in legislation. An initial review of the housing relat-
ed activity will be conducted upon submission of the application packet.
THDA says the vast majority of subsequent reviews will be done via desk
audits of scheduled progress reports submitted to THDA by the recipient
agency. THDA will conduct the reviews until the housing related activity
is completed.

Upon receipt of the certification of contribution from THDA, the
state Department of Revenue will calculate the tax credits to be awarded
to the financial institution. In the event that the recipient agency does not
accomplish the funded activity, the financial institution will bear no fault
and will retain the awarded tax credits. THDA has established decertifi-
cation criteria for agencies failing to accomplish funded activities.

Decertification

Failure to comply with the terms of the CITC program will cause
the qualifying organization to be deemed ineligible to participate in the
Community Investment Tax Credit Program for up to 36 months from the
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date of non-compliance. The qualifying organization will be granted an
opportunity to cure findings prior to decertification.

For more information regarding THDA and this new program,
visit www.state.tn.us/thda. $
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Notice pursuant to IRS regulations: Any U.S. federal tax advice contained in this article
is not intended to be used, and cannot be used, by any taxpayer for the purpose of avoid-
ing penalties under the Internal Revenue Code; nor is any such advice intended to be used
to support the promotion or marketing of a transaction. Any advice expressed in this arti-
cle is limited to the federal tax issues addressed in it. Additional issues may exist outside
the limited scope of any advice provided - any such advice does not consider or provide a
conclusion with respect to any additional issues. Taxpayers contemplating undertaking
a transaction should seek advice based on their particular circumstances.

This editorial material is for informational purposes only and should not be construed oth-
erwise. Advice and interpretation regarding property compliance or any other material
covered in this article can only be obtained from your tax advisor. For further information
visit www.taxcredithousing.com.
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