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The Low-Income Housing Tax Credit Program is a program created under the Tax 

Reform Act of 1986 that the Internal Revenue Service uses as an incentive to the private 
business sector for the development of affordable housing for low-income Americans. 
The Mississippi Home Corporation (MHC) administers and oversees the state’s Low-
Income Housing Tax Credit Program utilizing federal guidelines. 
 

PEER found that while MHC complies with the Internal Revenue Service’s 
requirements regarding public review and gubernatorial approval of its annual Qualified 
Allocation Plan (QAP), language in the QAP allows the corporation to amend the plan 
without a public review and comment period prior to implementation of changes.  Also, 
in administering the Low-Income Housing Tax Credit Program, MHC has:  

 
• allowed developers to exceed maximum cost per unit guidelines, which is 

contrary to program goals; 
 
• provided an advantage to developers who have a record of noncompliance; and, 

 
• failed to monitor developers’ compliance with debt service ratio requirements 

throughout the fifteen-year compliance period. 
 

Through the incorporation of strong incentives into its QAP, MHC has had 
success in encouraging developers to serve the state’s lowest income tenants located 
within qualified census tracts.  However, there are still needy areas of the state that the 
Low-Income Housing Tax Credit Program has not served. 

Also, MHC does not specifically seek feedback from tenants residing in low-
income units when developing the QAP, but specifically seeks feedback from the 
developers and syndicators.  This creates the image that the MHC is more concerned 
with the needs of those involved in the administration of low-income housing units than 
those for whom the units are constructed. 
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A Review of the Mississippi Home 
Corporation’s Low-Income Housing 
Tax Credit Program  
 

Executive Summary 
 

Introduction 
The purpose of this review is to follow up on findings 
contained in PEER’s 1998 report entitled A Compliance 
Review of the Mississippi Home Corporation’s Tax Credit 
Program and to address specific concerns over the Low-
Income Housing Tax Credit Program that were expressed 
by a complainant. 

 

Background 
A tax credit is a federally authorized dollar-for-dollar 
reduction in tax liability. The federal government generally 
uses tax credits as an incentive for businesses to become 
involved in activities that might not otherwise be 
considered profitable.  The Low-Income Housing Tax 
Credit (LIHTC) Program is a tax credit program created 
under the Tax Reform Act of 1986 that the Internal 
Revenue Service uses as an incentive to the private 
business sector in exchange for the development of 
affordable housing for low-income Americans.   

The Mississippi Legislature established the Mississippi 
Home Corporation in 1989 to serve as a government 
instrumentality, separate and apart from the state, to 
finance the acquisition, construction, and rehabilitation of 
single and multifamily housing for persons of low to 
moderate income.  In 1990, former Governor Ray Mabus 
selected the Mississippi Home Corporation to administer 
and oversee the Low-Income Housing Tax Credit Program 
utilizing federally established guidelines.  The corporation 
receives no state funding for the implementation of the tax 
credit program. 

Following are brief descriptions of the MHC’s three major 
roles in administering the Low-Income Housing Tax Credit 
Program:   
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• creating and implementing the Qualified Allocation 
Plan--As specified by Internal Revenue Service 
regulations, MHC develops an annual Qualified 
Allocation Plan (QAP) that sets forth the criteria to 
determine housing priorities appropriate to local 
conditions within the state and establishes the 
application process for potential developers. The 
QAP also provides a procedure for compliance 
monitoring.  The QAP must be developed and 
approved annually through a process that includes 
committee input, investor feedback, board 
approval, public review, and gubernatorial 
approval. 

• allocating tax credits--Once the annual QAP has 
been approved, the MHC uses it, in combination 
with IRS regulations, to review the application of 
each developer who wants to build low-income 
housing units. MHC checks applications for 
compliance with federal regulations and the annual 
plan, ranks each applicant, and then determines 
the amount of tax credit the applicant would need 
for a feasible development. The MHC Board 
determines which developments should receive an 
allocation of tax credits. 

• monitoring for compliance—During the fifteen-year 
compliance period, the MHC must monitor 
developments for compliance through tenant file 
audits and physical inspections.  The MHC must 
report instances of major noncompliance to the 
Internal Revenue Service. 

 

Conclusions:  Follow-Up on PEER’s 1998 Report on MHC’s Low-Income Housing 

Tax Credit Program 

With respect to the follow-up on findings contained in 
PEER’s 1998 report entitled A Compliance Review of the 
Mississippi Home Corporation’s Tax Credit Program, PEER 
sought to determine the following: 

• Does the Mississippi Home Corporation (MHC) 
incorporate public review and comment into 
the Qualified Allocation Plan? 

 
• Does MHC’s administration of the program 

promote the best use of tax credits to provide 
low-income housing? 

 
• Has MHC distributed tax credits to ensure 

benefit to areas of need throughout the state? 
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PEER presents these questions below, with 
summary answers. 

 
 

Does the Mississippi Home Corporation incorporate public review 
and comment into the Qualified Allocation Plan? 

While MHC complies with IRS requirements regarding public review and 
gubernatorial approval of its annual Qualified Allocation Plan, language in the QAP 
allows the corporation to amend the plan without a public review and comment 
period prior to implementation of changes. 

The Internal Revenue Service requires MHC to subject its 
QAP to public review and then have the plan signed by the 
governor.  However, as noted in its 1998 report on MHC’s 
Low-Income Housing Tax Credit Program, MHC has 
amended the annually approved QAP several times during 
the program’s existence without obtaining public review 
and comment prior to implementation of the amendment.  
This practice has the potential to create the appearance of 
impropriety and could have a negative impact on the 
perception of fairness of administration of the program. 

 

Does MHC’s administration of the program promote the best use of 
tax credits to provide low-income housing? 

PEER found that in administering the Low-Income Housing Tax Credit Program, 
MHC has:  

• allowed developers to exceed maximum cost per unit guidelines, which is 
contrary to program goals; 

• provided an advantage to developers who have a record of noncompliance; 
and, 

• failed to monitor developers’ compliance with debt service ratio 
requirements throughout the fifteen-year compliance period. 

MHC annually establishes a maximum cost per unit for 
low-income housing developments by examining variations 
in construction and land costs and statistical cost data on 
completed developments.  The maximum cost per unit 
guideline should help maximize the number of housing 
units that can be built to serve areas and tenants of 
greatest need.  However, PEER found that during calendar 
years 2004 and 2005, MHC allowed 81% of the program’s 
approved developments to exceed its own maximum cost 
per unit guidelines.  If MHC had enforced the guidelines, 
based on the average cost per unit, the corporation could 
have funded the construction of an additional 648 units 
for low-income residents.  
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In selecting developers to build low-income housing units, 
MHC utilizes a point system that incorporates the 
selection criteria in that year’s QAP.  PEER found that MHC 
has awarded “developer experience” points during the 
application process to numerous developers who have 
failed to comply with program requirements in their 
previous MHC developments.  This practice rewards poor 
performance and could result in a loss of tax credits 
should the IRS determine the pattern of noncompliance to 
be significant. 

The IRS requires that developers participating in the Low-
Income Housing Tax Credit Program stay within certain 
parameters of financial feasibility in order to receive an 
allocation of tax credits.  To oversee this financial 
feasibility, the IRS requires that MHC monitor for 
compliance with these parameters.  PEER found that MHC’s 
staff does not monitor developers’ compliance with debt 
service ratio requirements (one of the financial feasibility 
guidelines) throughout the fifteen-year compliance period.  
This creates the potential for developers that comply with 
the Low-Income Housing Tax Credit Program application’s 
financial requirements to come out of compliance and 
thus jeopardize tax credits.  

 

Has MHC distributed tax credits to ensure benefit to areas of need 
throughout the state? 

Through the incorporation of strong incentives into its QAP, MHC has had success 
in encouraging developers to serve the state’s lowest income tenants located within 
qualified census tracts.  However, there are still needy areas of the state that the 
Low-Income Housing Tax Credit Program has not served. 

The Corporation’s QAP provides incentives to encourage 
developers to build in low-income areas (i.e., qualified 
census tracts) and difficult development areas.   In 

calendar years 2003 through 2005, the majority of MHC’s 
low-income housing developments and units were placed 
in counties with the greatest number of substandard 
housing units as reported in the 2000 census (e.g., Hinds, 
Madison, Lauderdale, Harrison, Jackson, Forrest, 
Washington, Sunflower, Bolivar, Coahoma, Panola, 
Lowndes, and Lee).  Also, from calendar year 2003 through 
2005, MHC placed approximately 66% of the Low-Income 

                                         
 A Qualified Census Tract is an area in which, based on the most recent census data available, 

either fifty percent or more of the households have an income of less than sixty percent of the 
area median gross income or which has a poverty rate of at least twenty-five percent.  A Difficult 
Development Area has high construction, land, and utility costs relative to area median gross 
income. These designations are made by the U. S. Secretary of Housing and Urban Development.  
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Housing Tax Credit Program developments and units in 
qualified census tracts.  

However, some counties with a relatively large number of 
substandard housing units and qualified census tracts 
(e.g., Leflore, Yazoo, and Jones) and many counties with a 
significant percentage of qualified census tracts and a 
smaller number of substandard housing units (e.g., 
Noxubee, Leake, Holmes, Tallahatchie, Quitman, Wilkinson, 
and Adams) received no new MHC low-income housing 
units during this period.  Fifty-six counties with twelve or 
more substandard housing units (the minimum allowed 
size of an MHC low-income housing development) received 
no low-income housing units over the three-year period. 

 

Conclusions:  Status of Recent Complaints Regarding MHC’s Administration of the 

Tax Credit Program 

PEER also addressed the following questions regarding 
MHC’s administration of the Low-Income Housing Tax 
Credit Program based on issues that were raised by a 
complainant: 

• Does the MHC adequately inform citizens of 
proposed tax credit projects in their 
neighborhoods? 

 
• Does the MHC physically inspect the suitability 

of proposed sites for the tax credit 
developments prior to project approval? 

 
• Does the MHC repeatedly approve 

developments for and award tax credits to the 
same developers? 

 
• Because developers applying to receive low-

income housing tax credits contract for their 
own market studies, does this compromise the 
objectivity of the studies? 

 
• Does the MHC hold developers accountable for 

maintaining their tax credit developments? 
 

• Does the MHC obtain feedback from the target 
population of the Low-Income Housing Tax 
Credit Program? 

 

PEER presents these questions below, with summary 
answers. 
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Does the MHC adequately inform citizens of proposed tax credit 
projects in their neighborhoods? 

The MHC requires developers to inform the public of proposed tax credit 
developments in their area.  However, the MHC’s 2005 Citizen Participation 
Requirements Checklist and Certification does not require MHC to verify the 
presence of written comments obtained from the public hearing (i.e., evidence that 
MHC has actively solicited public input) as specified in the QAP.   

By MHC not including the written comment component on 
the checklist and certification form, there is no clear 
documentation available for MHC to verify the presence of 
any written comments from the public hearing, nor any 
written responses made by the developer to the attendees.  
Thus, the MHC may not actively solicit the viewpoints of 
concerned citizens within the target community of the 
proposed development. 

 

Does the MHC physically inspect the suitability of proposed sites for 
tax credit developments prior to project approval? 

Although the MHC physically inspects the suitability of proposed development site 
locations, one development MHC approved for a reservation of tax credits in 2003 
is currently considered not suitable for occupancy by local government standards 
based on poor physical site conditions regarding drainage and location issues.  
However, until MHC performs a final site inspection for the development, the issue 
must be dealt with through the local governmental authority and must conform to 
local standards before receiving an actual allocation of credits. 

MHC staff was not aware of the Certificate of Occupancy 
problem associated with this development until informed 
by PEER.  This can be attributed to the limited 
communication that occurs between the MHC and the local 
governmental authority after the initial application 
process.  

 

Does the MHC repeatedly approve developments for and award tax 
credits to the same developers? 

Yes, but although 69% of the developments approved by MHC from 2003 to 2005 
went to approximately 29% of the developers, these developers had submitted more 
applications and MHC followed established procedures in evaluating all of the 
applications.  

The applicant rating system set in the QAP provides point 
incentives to developers with prior experience in the 
program, but MHC uniformly awards these incentive 
points to all developer applicants who qualify for them. 
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Because developers applying to receive low-income housing tax 
credits contract for their own market studies, does this compromise 
the objectivity of the studies? 

No, because skewing a market study to overstate the market in a given area would 
not be in the developer’s best interest, since the development must remain 
profitable to continue to receive tax credits.  As a further check on an area’s ability 
to support a proposed Low-income Housing Tax Credit development, MHC reviews 
the market studies of all applications in a given area to make sure that approval of 
multiple proposed developments in the same area would not exceed the area’s 
market capacity. 

The Internal Revenue Service requires a comprehensive 
market study to be conducted at the developer’s expense 
before the MHC allocates credits.  The market study must 
be conducted by a disinterested individual or entity that is 
qualified to prepare such market study and approved by 
the MHC. Should the market study be altered to show the 
need of the proposed development in a market area not 
suitable, which could either be saturation of low-income 
units in the proposed area or a lack of potential tenants 
with the ability to afford the proposed units, then the 
development could not generate enough revenue to remain 
operable, and therefore cause a potential recapture of 
credits. 

 

Does the MHC hold developers accountable for maintaining their tax 
credit developments? 

The MHC holds developers accountable for maintaining their developments by 
checking records of applicants’ previous developments for patterns of 
noncompliance with Internal Revenue Service regulations, by auditing tenant files 
and conducting physical inspections at least once every three years, and by 
reporting major issues of noncompliance to the Internal Revenue Service. If 
developers fail to comply with Internal Revenue Service regulations, the IRS may 
recapture those developers’ tax credits.   

MHC also must ensure that developers comply with 
Internal Revenue Service regulations because repeated 
instances of developers’ noncompliance could lead to loss 
of the developer’s eligibility to participate in the Low-
Income Housing Tax Credit Program in the future. 

 

Does the MHC obtain feedback from the target population of the Low-
Income Housing Tax Credit Program? 

The Corporation does not specifically seek feedback from tenants residing in low-
income units when developing the Qualified Allocation Plan, but specifically seeks 
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feedback from the developers and syndicators.  This creates the image that the 
MHC is more concerned with the needs of those involved in the administration of 
low-income housing units rather than those for whom the units are constructed. 

Although the feedback from the tenants of low-income 
units may not always benefit the development of the 
annual plan or the allocation process, excluding this 
feedback could possibly limit the impact and effectiveness 
of the program if the program does not fulfill the needs of 
the target population. 

 

Recommendations 

 
1. The corporation should revise the Qualified 

Allocation Plan amendment process to include 
the use of public review and comment prior to 
the board adopting amendments. 

 
2. The MHC Tax Credit Committee’s approval of a 

request to exceed the maximum cost per unit 
should be the rare exception rather than 
common practice.  Before approving such a 
request, MHC should require detailed 
documentation of each cost component of the 
requested increase and why each requested 
increase in a cost component is necessary to the 
viability of the development. 

 
3. The Tax Credit Committee should maintain 

minutes or meeting notes regarding any 
decisions for approvals and denials of increased 
cost per unit requests.  MHC should keep these 
notes on file with the request letters and 
responses. 

 
4. The criteria of Developer Experience in the 

Applicant Rating System should be removed and 
the five points previously awarded for this 
category should be reallocated to increase the 
preference specified in IRC §42 if a development 
is located in a Qualified Census Tract and 
contributes to a concerted community 
revitalization plan. 

 
5. The MHC should ensure that its method of 

calculating the amount of tax credit to be 
awarded based on financial feasibility is 
accurate.  For example, the corporation should 
modify its automated spreadsheet used to 
calculate financial feasibility to add a field 
noting whether MHC approved an increase in the 
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cost per unit expenses, which would enable the 
spreadsheet to determine more accurately the 
amount of tax credit to be allocated.   

6. The MHC compliance monitoring staff should 
annually review trends in the debt service ratio 
for each development to ensure that the owners 
of developments trending out of compliance for 
the fifteen-year period adjust rents as necessary 
to ensure that the debt service ratio for the 
development falls within the required fifteen-
year average range of 1.15 to 1.30.   

7. The corporation should ensure the distribution 
of low-income housing units by annually 
monitoring the need for low-income housing 
throughout the state based on the annual 
assessments of the location of low-income 
developments constructed in comparison to the 
number of substandard housing units per 
county, rather than solely relying on the market 
studies to determine the number of low-income 
units an area can absorb.  In addition, the 
corporation could increase the total number of 
incentive points that developers may earn by 
adding incentive points for developments 
proposed in areas that have not received low-
income developments within the past two years. 

 
8. The MHC should increase communication with 

the local governments prior to placing tax credit 
developments.  The MHC should contact the city 
or other applicable entity during the physical 
site inspection at the fifty-percent completion 
phase of the development.  This would ensure 
that the development is in compliance with local 
codes and permits earlier in the process, 
reducing the chance for issues to arise between 
the local government and the developer at the 
final inspection. 

 
9. The corporation should revise the Qualified 

Allocation Plan to remove the option of allowing 
a developer to submit an American Institute of 
Architects certificate of substantial completion 
in jurisdictions that require a certificate of 
occupancy. 
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A Review of the Mississippi Home 
Corporation’s Low-Income Housing 
Tax Credit Program  

 

 

Introduction 

 

 

Authority  

In response to a legislative inquiry, the PEER Committee 
reviewed the Mississippi Home Corporation’s Low-Income 
Housing Tax Credit Program. PEER conducted the review 
pursuant to the authority granted by MISS. CODE ANN. 
Section 5-3-57 et seq. (1972).  

 

Scope and Purpose 

The purpose of this review is to follow up on findings 
contained in PEER’s 1998 report entitled A Compliance 
Review of the Mississippi Home Corporation’s Tax Credit 
Program and to address specific concerns expressed by a 
complainant about the tax credit program. 

With respect to the follow-up, PEER sought to determine 
the following: 

• Does the Mississippi Home Corporation (MHC) 
incorporate public review and comment into 
the Qualified Allocation Plan1? 

 
• Does MHC’s administration of the program 

promote the best use of tax credits to provide 
low-income housing? 

 

                                         
1 As specified within IRC §42, MHC must develop an annual Qualified Allocation Plan that sets 

forth the selection criteria to determine housing priorities appropriate to local conditions within 
the state and to establish the application process for potential developers to be utilized in the 
state. 
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• Has MHC distributed tax credits to ensure 
benefit to areas of need throughout the state? 

PEER also addressed the following questions regarding 
MHC’s administration of the Tax Credit Program based on 
issues that were raised by a complainant: 

• Does the MHC adequately inform citizens of 
proposed tax credit projects in their 
neighborhoods? 

 
• Does the MHC physically inspect the suitability 

of proposed sites for the tax credit 
developments prior to project approval? 

 
• Does the MHC repeatedly approve 

developments for and award tax credits to the 
same developers2? 

 
• Because developers applying to receive low-

income housing tax credits contract for their 
own market studies, does this compromise the 
objectivity of the studies? 

 
• Does the MHC hold developers accountable for 

maintaining their tax credit developments? 
 

• Does the MHC obtain feedback from the target 
population of the Low-Income Housing Tax 
Credit Program? 

In conducting this review, PEER examined MHC’s Low-
Income Housing Tax Credit Program application files for 
calendar years 2003 through 2005 and program 
compliance files for calendar years 2000 through 2005. 

During the course of PEER’s review, the federal 
government significantly increased the amount of low-
income housing tax credit awarded to Mississippi in an 
attempt to address the urgent need for housing created by 
Hurricane Katrina.  (See Appendix E, page 61.)  This report 
does not include a review of MHC’s handling of this 
additional tax credit authority because the corporation had 
not awarded any of these tax credits by the time that PEER 
concluded its fieldwork.   

                                         
2 Appendix C, page 52, includes definitions of terms such as developer that are related to the Low-

Income Housing Tax Credit Program.  The report italicizes the first occurrence of terms defined or 
explained in the appendix. 
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Method 

In conducting this review, PEER: 

• reviewed relevant sections of IRC §42 pertaining to 
policy and procedures for the establishment of the 
Qualified Allocation Plan, requirements regarding 
the administration of the program by the 
corporation, and requirements for the compliance 
monitoring of active developments;  

• reviewed the corporation’s 2005 Qualified 
Allocation Plan to determine its compliance status 
with IRC §42; 

• interviewed corporation staff from the Executive 
Division, Research and Development Division, 
Allocation Division, and the Compliance Division; 

• examined all allocation files from 2003 through 
2005 to determine the allocation of credits in 
accordance with federal regulations and the 
Qualified Allocation Plan, excluding only those 
financed in part by tax-exempt bonds that are 
overseen by the Mississippi Development 
Authority; 

• examined all active compliance files for 
developments in active status from 2000 to the 
present to determine whether the corporation 
conducts compliance monitoring in accordance 
with federal regulations and the Qualified 
Allocation Plan; and, 

• examined the forty-two tax credit allocation files 
from 2004 and 2005 to determine compliance with 
financial feasibility requirements and to analyze 
the locations of the developments in view of the 
areas with the greatest need of low-income 
housing. 
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Background 

 
 

What is a Low-Income Housing Tax Credit? 

A tax credit is a federally authorized dollar-for-dollar 
reduction in tax liability, unlike tax deductions and 
exemptions that only reduce the amount of income that is 
taxable.  Tax credits are treated as a payment already 
made toward taxes owed.  The federal government 
generally uses tax credits as an incentive for businesses to 
become involved in activities that may not otherwise be 
considered profitable, such as low-income housing. 

The Low-Income Housing Tax Credit (LIHTC) Program is a 
tax credit program created under the Tax Reform Act of 
1986 that the IRS uses as an incentive to the private 
business sector in exchange for the development of 
affordable housing targeting low-income Americans.  
These tax credits may be received by both for-profit and 
non-profit developers.  To take advantage of the tax credit, 
non-profit developers enter into syndication agreements 
with for-profit firms, such as oil companies, to exchange 
the tax credits for development funding.  The for-profit 
firms receive the benefit from the tax credits over a ten-
year period. (See Appendix A, page 37, for information on 
caps on profits and fees associated with Mississippi’s Low-
Income Housing Tax Credit Program developments.) 

 

The Mississippi Home Corporation’s Role in Administering the Low-Income 

Housing Tax Credit Program 

The Legislature established the Mississippi Home 
Corporation in 1989 as the legal successor to the 
Mississippi Housing Finance Corporation.  The corporation 
was created to serve as a government instrumentality, 
separate and apart from the state, to finance the 
acquisition, construction, and rehabilitation of single and 
multifamily housing for persons of low to moderate 
income. The corporation established its mission to 
enhance Mississippi’s long-term economic viability by 
financing safe, decent, affordable housing and helping 
working families build wealth. 

IRC Section 42 requires the governor of each state to 
designate a state entity to administer and oversee the Low-
Income Housing Tax Credit Program utilizing federally 

The Low-Income 
Housing Tax Credit 
Program is a program 
created under the Tax 
Reform Act of 1986 
that the Internal 
Revenue Service uses 
as an incentive to the 
private business sector 
in exchange for the 
development of 
affordable housing for 
low-income Americans. 
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established guidelines.  In 1990, former Governor Ray 
Mabus selected the corporation as the state housing entity 
to carry out these responsibilities for Mississippi.   

MISS. CODE ANN. Section 43-33-704 (1972) establishes the 
Mississippi Home Corporation.  The members of the 
corporation (referred to in this report as the MHC Board) 
serve six-year, staggered terms.  Six members are 
appointed by the Governor, two from each Supreme Court 
district, with advice and consent of the Senate, and three 
members are appointed by the Lieutenant Governor, one 
from each Supreme Court district. 

Although the corporation receives no state funding for the 
implementation of the tax credit program, it does have a 
Legislative Oversight Committee.  This is a ten-member, 
nonvoting advisory committee consisting of five members 
of the House of Representatives appointed by the Speaker 
of the House and five senators appointed by the 
Lieutenant Governor.  The committee attends MHC Board 
meetings and receives information updates on MHC 
programs and operations. 

The corporation has three major roles in administering the 
Low-Income Housing Tax Credit Program:  creating and 
implementing the Qualified Allocation Plan, allocating tax 
credits, and monitoring for compliance. 

 

Creation and Implementation of the Qualified Allocation Plan 

 

As specified within IRC §42, the corporation must develop 
an annual Qualified Allocation Plan that sets forth the 
criteria to determine housing priorities appropriate to 
local conditions within the state and establishes the 
application process for potential developers to be utilized 
in the state. The QAP must also provide a procedure the 
corporation must follow in monitoring for compliance. 

MHC utilizes selection criteria that include factors such as 
whether the area has a public housing waiting list. The 
Qualified Allocation Plan must also give preference in 
allocating tax credits to developments that serve the 
lowest income tenants, serve qualified tenants for the 
longest timeframe, and that are located within a Qualified 
Census Tract.3  MHC incorporates the selection criteria into 
a point system, evaluating and scoring development 

                                         
3 A Qualified Census Tract is designated by the Secretary of Housing and Urban Development as an 
area in which, based on the most recent census data available, either fifty percent or more of the 
households have an income of less than sixty percent of the area median gross income or which 
has a poverty rate of at least twenty-five percent. 

The Mississippi Home 
Corporation was 
designated in 1990 by 
the governor as the 
state housing entity to 
administer and 
oversee the Low-
Income Housing Tax 
Credit Program. 

The Internal Revenue 
Code requires that 
MHC develop an 
annual Qualified 
Allocation Plan that 
includes criteria for 
housing priorities, an 
application procedure, 
and a compliance 
monitoring procedure.  



 

  PEER Report #488 6 

proposals on the basis of this point system. (See Appendix 
B, page 41, for a description of the 2005 selection criteria 
and point associations.) 

The process that the Qualified Allocation Plan must 
undergo to be approved consists of several steps.  First, 
MHC Board Chair appoints a Tax Credit Committee (i.e., 
three MHC Board members appointed annually by the 
board’s Chair) to develop the annual plan.  Next, the 
corporation meets with developers and a conference call 
with syndicators and investors to obtain feedback about 
the QAP and the application process.  The Tax Credit 
Committee then modifies the plan if deemed necessary 
based on this feedback.  The proposed plan is then sent to 
the Mississippi Home Corporation Board of Directors for 
approval.  Once this has been completed, MHC holds a 
public hearing to inform the general public and any 
interested parties about the components of the plan and 
what has been proposed.  After the public review, the 
Board of Directors makes any changes resulting from the 
public hearing and votes on approval of the final plan.  
The annual plan must be submitted for the governor’s 
signature in order to become a legal plan utilized to 
allocate credits within the state.   

 

Allocation of Tax Credits 

 

Once the annual Qualified Allocation Plan has been 
approved, it becomes the standard the corporation must 
adhere to, in combination with IRC §42, to review each 
application throughout the calendar year.  The corporation 
reviews each application for compliance with federal 
regulations and the annual plan, ranks each applicant, and 
then determines the amount of tax credit the applicant 
would need for a feasible development.  At each step of 
the application process, the Tax Credit Committee submits 
recommendations to the MHC Board based on the 
applicant and the credit authority available for the 
application year. The board then has the final authority to 
determine which applications will receive a reservation of 
tax credits.  In order for the development to receive tax 
credit allocations, the development must be at 100% 
completion and the application must be submitted, with 
the necessary documentation, to the MHC to have the 
building placed in service (see Appendix C, page 53).  Once 
MHC verifies the documentation and the development 
passes MHC’s final site inspection, MHC awards the 
development an IRS Form 8609, showing that it is eligible 
to receive tax credits, and notifies the IRS. 

 

Once MHC reviews the 
developer’s application 
and verifies the 
documentation and the 
development passes 
MHC’s final site 
inspection, MHC 
awards the 
development an IRS 
Form 8609, showing 
that it is eligible to 
receive tax credits, and 
notifies the IRS. 



 

PEER Report #488     7 

Compliance Monitoring 

The compliance period is a fifteen-year period in which the 
corporation must monitor any and all developments 
financed with low-income housing tax credits for issues of 
noncompliance.   

Compliance monitoring has two components:  the tenant 
file audit and physical inspection.  IRC §42 states that each 
development must have a file audit and physical 
inspection within two years of the “placed in service” date 
and at least one of each performed in three-year intervals 
throughout the remaining compliance period.  The MHC 
must report instances of major noncompliance noted from 
either the tenant file audit or the physical inspection to the 
Internal Revenue Service on Form 8823, which denotes any 
issue of major noncompliance, whether the issue has been 
corrected or not. 

File audits focus on the tenant files and monitor 
information such as rent restrictions, tenant incomes, and 
tenant services.  This is often submitted on an annual 
basis.  During these audits, the compliance monitoring 
staff also notes any written tenant complaints, verifies the 
continuing presence of replacement and operating reserves 
for the development, and ensures the development has 
positive annual cash flow.  Depending on the size of the 
development, MHC may conduct either an on-site audit or 
a desk audit.  If the development has fewer than twenty-
four units, MHC will conduct a desk audit, wherein the 
development owner/manager submits the necessary 
tenant files to the corporation for review.  Should the 
development have more than twenty-four units, MHC 
conducts an on-site audit, wherein compliance monitoring 
staff would travel to the development to review the files. 

MHC conducts its physical inspections in accordance with 
HUD guidelines to ensure that the development is free of 
health and safety hazards, not subject to material adverse 
conditions, and is structurally sound, secure, habitable, 
and in good repair.  The standards for the maintenance 
and physical inspections of these developments focus on 
health and safety concerns and compliance with state and 
local codes relative to: 

• project site; 

• building exterior; 

• building systems; and, 

• common areas. 

For fifteen years, MHC 
must monitor 
developments financed 
with low-income 
housing tax credits for 
issues of 
noncompliance.   

 

 

 

 

 

MHC conducts its 
physical inspections in 
accordance with HUD 
guidelines to ensure 
that the development 
is free of health and 
safety hazards, not 
subject to material 
adverse conditions, 
and is structurally 
sound, secure, 
habitable, and in good 
repair. 
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For more detail on how the Low-Income Housing Tax 
Credit Program works, see Appendix C, page 53.  For 
examples of other low-income housing programs in 
Mississippi, see Appendix D, page 60. 

 

Impact of the Low-Income Housing Tax Credit Program in Mississippi 

Nationwide, since the program’s inception in 1986, the 
Low-Income Housing Tax Credit Program has developed 
approximately 1.5 million low-income units from the 
allocation of approximately $7.5 billion in tax credits.   

Within Mississippi, the tax credit program has allocated 
$64,009,677 in tax credits for 21,861 units from the 
program’s inception through 2004.  Over the last three 
years, $22,421,336 in tax credits has been allocated to 
develop 3,811 low-income units in Mississippi.  For 
calendar years 2006 through 2008, the number of units 
developed and credits allocated will increase significantly 
due to the additional federal funding provided for the Gulf 
Opportunity Zone, also known as the “GO Zone,” in 
response to the damage caused by Hurricane Katrina.  (See 
Appendix E, page 61, for information on additional 
housing funds that will be made available through the Gulf 
Opportunity Zone.) 

 

For the next two years, 
the number of low-
income housing units 
developed and credits 
allocated will increase 
significantly due to the 
additional federal 
funding provided for 
the Gulf Opportunity 
Zone (“GO Zone”) in 
response to the 
damage caused by 
Hurricane Katrina.   
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Does the Mississippi Home Corporation 
Incorporate Public Review and Comment into the 
Qualified Allocation Plan? 

While MHC complies with IRS requirements regarding public review and 
gubernatorial approval of its annual Qualified Allocation Plan, language in the QAP 
allows the corporation to amend the plan without a public review and comment 
period prior to implementation of changes. 

IRC §42 requires MHC to subject its annual Qualified 
Allocation Plan (QAP) to public review and then have the 
plan signed by the governor.  Generally, MHC presents its 
annual QAP for public review in the fall and the governor 
signs the plan shortly thereafter.  However, as noted in 
PEER’s 1998 report on MHC’s Low-Income Housing Tax 
Credit Program, MHC has amended the annually approved 
QAP several times during the program’s existence without 
obtaining public review and comment prior to 
implementation of the amendment. (See Appendix F, page 
63, for the executive summary of PEER’s 1998 report A 
Compliance Review of the Mississippi Home Corporation’s 
Tax Credit Program.)  In the 1998 report, PEER concluded 
that amendments to the QAP should be subject to the 
same level of public review as the annual QAP itself.  

In response to PEER’s 1998 report, MHC added the 
following language to the QAP: 

The Corporation will be entitled to amend 
the Qualified Allocation Plan and its Housing 
Tax Credit Program as required by the 
promulgation or amendment of the 
Regulations and to meet the public purpose 
policies of the Corporation, from time to 
time. Such amendment is expressly 
permitted by the QAP, and the making of 
such amendment will not require further 
public hearings. 

 

As a result of this revised language, on February 15, 2001, 
the MHC Board again approved an amendment to the 2001 
QAP (which was signed by the governor on January 22, 
2001), incorporating several federal regulatory changes 
signed into law by the President on December 21, 2000, 
regarding qualified census tracts, income and rent limits, 
and underwriting criteria. The amendment also extended 
the application cycle and altered the selection criteria for 
developers--issues of public interest that would be suitable 
for public review and comment. Only after approval of the 

Should federal law 
require changes in the 
program, public review 
of QAP amendments is 
needed so that 
potential developer 
applicants and 
interested citizens may 
be made aware of the 
changes prior to their 
implementation.   
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amendment by the board did MHC conduct a public review 
meeting (held on February 26, 2001) to address issues or 
concerns with the amendment to the QAP. 

PEER contends that even if amendments are allowed to 
produce conformity with federal law changes, 
amendments should be subject to the same level of public 
review and gubernatorial approval as the annual QAP. 
Should federal law require changes in the program, public 
review of QAP amendments is needed so that potential 
developer applicants and interested citizens may be made 
aware of the changes prior to their implementation.  In the 
1998 report, PEER noted that the entities responsible for 
low-income housing tax credit programs in Tennessee, 
Alabama, and Louisiana allow technical amendments to 
bring their QAPs into conformity with federal law changes 
only after public review and comment and gubernatorial 
approval.  

MHC’s position of allowing amendments to the QAP for 
conformity with federal law changes and for other reasons 
(i.e., what the corporation has termed “public purpose 
policies”) without public review and comment prior to 
implementation does not ensure that the public has input 
and knowledge regarding decisions about the Low-Income 
Housing Tax Credit Program prior to implementation of 
changes.  MHC’s failure to subject proposed amendments 
to the QAP to the same review process as the annual plan 
has the potential to create the appearance of impropriety 
and could have a negative impact on the perception of 
fairness of administration of the program.   

 

MHC’s failure to 
subject proposed 
amendments to the 
QAP to the same 
review process as the 
annual plan has the 
potential to create the 
appearance of 
impropriety and could 
have a negative impact 
on the perception of 
fairness of 
administration of the 
program.   
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Does MHC’s Administration of the Program 
Promote the Best Use of Tax Credits to Provide 
Low-Income Housing? 

 

Allowing Developers to Exceed Maximum Cost Per Unit Guidelines is Contrary to 

Program Goals 

During calendar years 2004 and 2005, MHC allowed 81% of the program’s approved 
developments to exceed maximum cost per unit guidelines.  If MHC had enforced 
its maximum cost per unit guidelines, the corporation could have funded the 
construction of an additional 648 units for low-income residents.  

MHC annually establishes a maximum cost per unit by examining variations 
in construction and land costs and cost data on previous developments, with 
adjustments for development location, size, and type. 

 

MHC annually establishes a maximum cost per unit for 
low-income housing developments by examining variations 
in construction and land costs and statistical cost data on 
completed developments.  The maximum cost per unit 
guideline should help maximize the number of housing 
units that can be built to serve areas and tenants of 
greatest need. 

The MHC formula contained in MHC’s 2005 QAP set a 
maximum cost per unit based on the type of financing for 
the development ($59,000 for developments financed 
through Rural Development loans, formerly known as 
Farmers Home Administration loans, and $74,000 for 
developments financed conventionally, through HUD or 
with tax-exempt financing), which is adjusted based on 
factors related to development location, size, and type.  As 
a result of the adjustments, the financing based maximum 
costs per unit of $59,000 and $74,000 could increase to 
maximums of $82,600 and $103,600, respectively.  These 
maximum cost per unit adjustments recognize the 
generally higher costs of constructing special needs 
housing in difficult development areas4. 

 

                                         
4 A difficult development area is designated by the Secretary of Housing and Urban Development 

as an area that has high construction, land, and utility costs relative to area median gross income. 

The maximum cost per 
unit guideline should 
help maximize the 
number of housing 
units that can be built 
to serve areas and 
tenants of greatest 
need. 
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MHC allows developers to exceed the maximum cost per unit if they disclose 
contributing factors and submit the request through a licensed engineer or 
architect. 

MHC’s 2005 QAP includes an explanation of the 
circumstances under which the corporation could allow a 
developer to exceed the maximum cost per unit.  
According to the QAP, the developer seeking corporation 
approval to exceed the limit would first have to disclose 
and fully explain all factors contributing to the excess cost 
per unit, such as exceptionally high land costs, material 
costs, or special wage rates.  The QAP further states that 
the corporation will award credits to such developments 
only if: 

(i) the review reveals that the additional 
costs are justifiable and reasonable under 
the circumstances, (ii) can be attributed to 
unique development characteristics (such as 
location in a difficult-to-develop area, limited 
commercial space or tenant services or 
common areas essential to the character of 
the development) which are consistent with 
the housing needs and priorities identified 
herein, and (iii) are either attributable to 
costs which Congress has permitted the Tax 
Credit to finance or, if not, financed by other 
means. 

The Corporation will also consider on a 
“case by case” basis the costs of 
developments having (i) significant 
amenities, (ii) significant rehabilitation or 
construction costs, (iii) significant acquisition 
and rehabilitation of a historical property, 
and (iv) having tangibly increased material 
or labor costs. 

According to MHC staff, a licensed engineer or architect 
working for the developer must submit the request to 
exceed the maximum cost per unit to the MHC Tax Credit 
Committee for its consideration ten working days prior to 
the application deadline.  

 

From 2004 through 2005, 81% of MHC’s applications for low-income housing 
tax credit developments included requests to exceed the maximum cost per 
unit, with an average requested increase of $21,870 per unit. 

PEER reviewed all forty-two approved MHC low-income 
housing tax credit applications for calendar years 2004 
and 2005 to determine whether any of the developers had  
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submitted a request to exceed the maximum cost per unit 
and what action MHC’s Tax Credit Committee had taken 
relative to any such requests.  PEER determined that thirty-
four of the approved applications (i.e., 81%) included a 
request to exceed the maximum cost per unit.  The 
amounts of the requests ranged from $87.76 per unit for a 
ninety-six-unit development (a requested increase of .1% 
over the maximum) to $107,811.36 per unit for a twenty-
unit development (a requested increase of 121% over the 
maximum).  The average requested increase was $21,870 
per unit over the maximum cost per unit. 

Despite the fact that very few of the requests to exceed the 
maximum costs per unit included specific itemized costs 
in justification of the request as required by the QAP, the 
MHC Tax Credit Committee approved all of the requested 
increases in the amounts requested, including the request 
to exceed the maximum cost per unit by 121% (which 
request brought the total cost per low-income housing unit 
in this development to $197,166). Examples of the broad 
reasons cited by developers for requesting MHC approval 
to exceed the maximum cost per unit included the 
following: 

 
 

• local and HUD guidelines required handicap 
accessible units; 

• roofing systems are designed using hurricane-
resistant materials; 

• two-story duplex and four-plex buildings were 
strongly preferred and provide a higher degree of 
safety, while integrating families into the new 
community both socially and physically; 

• single-family developments are more expensive to 
landscape than multi-family properties.  Cost of 
sod and plantings are far higher on a per unit 
basis; 

• the use of brick will increase the longevity of the 
development; 

• two-car carports, exceeding the corporation’s 
minimum standard of a one-car carport; 

• the increased value of the property may be seen in 
additional living space in the home, or in creating 
“identity” within a development that could be 
characterized as “repetitious” or “boring.” 

Although very few 
developers’ requests 
to exceed the 
maximum costs per 
unit in 2004 and 2005 
included specific 
itemized costs, the 
MHC Tax Credit 
Committee approved 
all of the requested 
increases, including a 
request to exceed the 
maximum cost per unit 
by 121%.  
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MHC defends its approval of requests to exceed the 
maximum cost per unit on the grounds that the higher 
costs result in nicer units with more amenities for the 
residents.  According to MHC staff, the higher-cost units 
are not only nicer for the residents but also help the 
corporation in its efforts to address the issue of local 
citizens who could be apprehensive about the 
development.  Also, MHC noted that twenty-one of the 
thirty-four developments approved in calendar years 2004 
and 2005 were lease-purchase developments comprised of 
single-family houses.  Under the lease-purchase low-
income housing program, residents lease the property for 
the first fifteen years, and then have the option to 
purchase the property that they have been living in.  In 
general, lease-purchase housing developments have higher 
per unit costs than multi-family housing developments.  
While MHC’s 2004 and 2005 QAPs made no provision for 
the higher costs of these developments in the maximum 
cost per unit formula, MHC’s 2006 QAP sets a separate 
base maximum cost for “single-family detached units” at 
$113,000 and because of the higher cost of these units, 
limits the percentage of lease-purchase units funded 
through MHC to 40% of total tax credit allocations in a 
calendar year.      

 

Approximately $5.2 million (approximately 26%) of the $20.3 million in low-
income housing tax credits that MHC allocated in calendar years 2004 and 
2005 funded development costs that exceeded MHC’s maximum costs per 
unit. 

 

PEER determined that approximately $5.2 million 
(approximately 26%) of the $20.3 million in low-income 
housing tax credits that MHC allocated in calendar years 
2004 and 2005 funded development costs in excess of 
MHC’s maximum costs per unit.  Had MHC adhered to its 
maximum cost per unit in funding developments during 
this period, it could have funded the construction of an 
additional 648 low-income housing units, based on the 
average cost per unit for these applications.  While not all 
of the persons living in the 10,970 Mississippi housing 
units defined as substandard by the 2000 census had 
incomes sufficient to live in MHC low-income housing tax 
units, the 648 additional units which MHC could have 
funded represents 6% of the state’s total substandard 
units based on the 2000 census. 

PEER notes that as long as there are Mississippi residents 
living in substandard housing who could qualify to live in 
low-income housing financed through MHC tax credits (see 
Exhibit 2-A, page 22), MHC should seek to maximize the 
number of safe, decent, affordable housing units built with 

As long as there are 
Mississippi residents 
living in substandard 
housing who could 
qualify to live in low-
income housing 
financed through MHC 
tax credits, MHC 
should seek to 
maximize the number 
of safe, decent, 
affordable housing 
units built with low-
income housing tax 
credits. 
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low-income housing tax credits rather than making safe, 
decent, affordable units “nicer.” 

It should also be noted that by allowing higher costs per 
unit, MHC is allowing developers to increase their 
developer fees without increasing the number of units 
built, since the developer fee is a percentage of the total 
cost of the development (see Appendix A, page 37).  

While there could be legitimate justification for approval 
of requests to exceed the maximum cost per unit by small 
amounts in isolated cases, MHC’s practice of approving all 
requests regardless of the size or justification limits the 
program’s effectiveness in meeting the state’s low-income 
housing needs. 

 

MHC does not keep minutes or written records of the actions of the Tax 
Credit Committee; thus, the corporation does not document its rationale for 
decisions on why cost per unit increases were granted. 

Upon interviewing the MHC allocation staff in regard to 
the increased cost per unit, PEER found that MHC does not 
keep minutes or written records of the actions of the Tax 
Credit Committee, although the MHC staff does keep a 
folder of the requests and decision letters sent back to the 
developer on the request decision.  This practice of not 
documenting its rationale for decisions on why cost per 
unit increases were granted is consistent with MHC’s 
reluctance to ensure that the public has access to the 
decisionmaking process in matters involving the public 
interest (see page 10). 

 

MHC does not ensure that its formula awards the correct number of tax 
credits in the event that MHC were to deny a request to exceed the maximum 
cost per unit. 

Another potential problem related to maximum cost per 
unit guidelines is the fact that MHC does not ensure that 
its formula awards the correct number of tax credits in the 
event that MHC were to deny a request to exceed the 
maximum cost per unit. Specifically, MHC’s spreadsheet 
contains two values for the development’s cost per unit: 
the value based upon the application (i.e., total 
development costs divided by number of units) and the 
value based on MHC’s 2005 QAP maximum cost per unit 
formula (refer to discussion on page 11).  In calculating the 
number of tax credits that MHC should award to the 
proposed development, MHC designed the spreadsheet to 
select the higher of the two values.  While the formula 
yields the correct amount of tax credit as long as MHC 
approves the developer’s request to exceed the maximum 

MHC’s practice of 
approving all requests 
to exceed the 
maximum cost per unit 
regardless of size or 
justification limits the 
program’s 
effectiveness in 
meeting the state’s 
low-income housing 
needs. 
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cost per unit, the formula would result in the awarding of 
excess tax credits in the case where MHC were to deny a 
request to exceed the maximum cost per unit. Although 
MHC did not deny any requests to exceed the maximum 
cost per unit in calendar years 2004 or 2005, an allocation 
of tax credits in excess of the amount necessary for the 
financial feasibility of a project would violate IRC §42 and 
could therefore jeopardize all tax credits awarded to the 
development. 

 

Providing an Advantage to Developers with a Record of Noncompliance Could 

Result in a Loss of Tax Credits  

MHC has awarded “developer experience” points during the application process to 
numerous developers who have failed to comply with program requirements in 
their previous MHC developments.  This practice rewards poor performance and 
could result in a loss of tax credits should the IRS determine the pattern of 
noncompliance to be significant. 

MHC’s point system ranks applications for low-income housing tax credit 
developments, awarding up to 103 points on twenty different selection 
criteria. 

MHC utilizes a point system to rank applications for low-
income housing tax credits that have met the required 
threshold factors (refer to discussion of threshold factors 
on page 55).  As specified in IRC §42, the point system for 
the Low-Income Housing Tax Credit Program should give 
preference to proposed developments serving the lowest-
income tenants for the longest period of time and located 
in qualified census tracts.   

As shown in Appendix B, page 41, MHC’s Low-Income 
Housing Tax Credit application point system awards up to 
a total of 103 points on twenty different selection criteria.   
For example, points for individual criteria range from two 
points for criteria such as the following:  

• a public housing waiting list in the area of the 
proposed development (i.e., the development 
will be located in an area in which it will 
provide housing for persons on public housing 
waiting lists or no housing authority currently 
provides affordable housing developments for 
persons on waiting lists); 

 
• location of the development in a Qualified 

Census Tract and contribution to a concerted 
revitalization plan (i.e., the development will 
be located in a QCT and the local authority 
verifies that the development will fulfill part of 
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the respective community’s revitalization 
plan); and, 

 
• experience in managing a low-income tax 

credit housing development (i.e., within three 
years of application the development’s 
property manager can verify prior 
management experience for the type of 
housing proposed); 

 to fifteen points for the following criteria:  

• significant community services and amenities 
(i.e., the development provides at least two 
community services, such as educational 
programs and job training, and two significant 
amenities, such as a swimming pool and 
playground); and, 

 
• single-family lease purchased development 

(i.e., the tenant has the option to purchase the 
unit once the fifteen-year compliance period 
has ended).   

The point system also subtracts from one to five points for 
items such as failure to highlight plans and specifications 
in the application. According to MHC’s 2005 QAP, an 
application must score a minimum of 75 points to be 
considered for a reservation of tax credits.  MHC allocates 
tax credits in order of the applicants’ rankings until there 
are no more tax credits to distribute or there are 
insufficient tax credits to fully fund any remaining 
qualified applicant’s project. 

 

Within the point system, MHC awards five points if a developer has 
experience in the development of low-income housing within three years of 
the application date. 

 

MHC’s justification for awarding five points in its point 
system for “developer experience” (i.e., experience in the 
development of low-income housing within three years of 
the application date) is that the staff believes that 
experienced developers build better developments and 
should have fewer problems complying with IRS rules and 
regulations governing the tax credit program. 

The MHC staff believes 
that experienced 
developers build better 
developments and 
should have fewer 
problems complying 
with IRS rules and 
regulations. 
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Of forty-five compliance files of the projects developed by eight experienced 
developers, twenty-three contained at least one instance of major 
noncompliance MHC reported to the IRS. 

In order to determine whether experienced developers 
were in compliance with IRS rules and regulations on their 
previous MHC tax credit developments, PEER reviewed files 
that MHC was actively monitoring for compliance as of 
April 2006 of developers with previous Low-Income 
Housing Tax Credit Program experience (i.e., forty-five files 
representing twelve experienced developers).  Twenty-
three of these (representing eight experienced developers) 
contained at least one IRS Form 8823, which is the form 
MHC must use to report major noncompliance issues to 
the federal government, whether corrected or not. The 
most common issues of noncompliance that MHC reported 
to the IRS included: 

• household income above income limit upon initial 
occupancy; 

• major violations of health, safety and building 
codes; 

• owner failed to correctly complete or document 
tenant’s annual income certification; 

• owner failed to maintain or provide tenant income 
certification and documentation; and, 

• other (e.g., low-income units occupied by 
nonqualified full-time students). 

These are major noncompliance issues that could result in 
loss of tax credits if not corrected within the period 
allowed by the IRS.  By awarding developer experience 
points to developers with serious compliance issues, MHC 
is rewarding poor performance, when the time invested 
and credit authority allocated could be better utilized on 
those developers without major noncompliance. 
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Lack of Complete Financial Feasibility Compliance Monitoring Could Jeopardize 

Tax Credits 

MHC’s staff does not monitor developers’ compliance with debt service ratio 
requirements throughout the fifteen-year compliance period.  This creates the 
potential for developers who comply with the Low-Income Housing Tax Credit 
Program application’s financial requirements to come out of compliance and thus 
jeopardize tax credits.  

According to IRC §42, the corporation should not allocate 
to a project any tax credit dollar amount that exceeds the 
amount necessary to assure project feasibility and viability 
throughout the credit period based on the standards 
implemented in the Qualified Allocation Plan.  The 
financial feasibility analysis focuses primarily on the 
presence of replacement and operating reserves, positive 
annual net income, and an average debt service ratio (i.e., 
the ratio of income to permanent financing payments).  In 
its QAP, MHC established that the average debt service 
ratio of a development must fall within a range of 1.15 to 
1.30 over the fifteen-year compliance period. Should a 
development not adhere to the financial feasibility 
standards during the allocation process, it will not be 
considered financially feasible and therefore will not 
receive an allocation of tax credits from the MHC. 

IRC §42 also requires that the MHC provide a procedure 
that the agency will follow in monitoring for compliance.  
Currently, the MHC does monitor the annual net income 
requirements and the continued presence of reserves 
annually throughout the compliance period, but it does 
not look at the debt service ratio after the application 
process.  Therefore, the compliance staff is not monitoring 
all of the financial feasibility requirements as established 
within the Qualified Allocation Plan, despite the 
importance of these standards in the allocation phase of 
the tax credit process. 

Without the MHC monitoring the debt service ratio during 
the compliance period, a development may operate at a 
debt service ratio not in the 1.15 to 1.30 range.  An excess 
of the debt service ratio is particularly important should 
the development exceed the 1.30 ratio average over the 
compliance period, which would result in the development 
being considered financially feasible without tax credits 
based on MHC standards.  Therefore, the rents of tenants 
would need to be reduced or a portion of the tax credits 
may need to be recaptured to bring the development back 
into compliance with QAP standards.  In addition, without 
monitoring this requirement there is no way to notify the 
IRS of this potential noncompliance. 

MHC monitors annual 
net income and the 
continued presence of 
reserves annually 
throughout the 
compliance period, but 
it does not look at the 
debt service ratio after 
the application 
process. 
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Has MHC Distributed Tax Credits to Ensure 
Benefit to Areas of Need Throughout the State? 

 

Through the incorporation of strong incentives into its QAP, MHC has had success 
in encouraging developers to serve the state’s lowest income tenants located 
within qualified census tracts.  However, there are still needy areas of the state that 
the Low-Income Housing Tax Credit Program has not served. 

The Qualified Allocation Plan for Mississippi Home 
Corporation’s LIHTC Program provides incentives to 
encourage developers to build in low-income areas.  MHC’s 
maximum developer profit formula (refer to Appendix A 
on page 37) allows up to seven additional percentage 
points of profit for factors related to serving the state’s 
lowest income residents in qualified census tracts or areas 
designated as difficult to develop in counties with the 
highest percentages of substandard housing. Also, MHC’s 
tax credit allocation point system awards up to twenty-six 
points (out of a maximum total of 103 points) for these 
same factors. 

As shown in Exhibit 1 on page 20, in calendar years 2003 
and 2005, approximately 70% of MHC’s low-income 
housing tax credit developments and units were located in 
qualified census tracts, while in calendar year 2004 47% of 
the developments and 50% of the units were located in 
such areas. 

 

Exhibit 1: Percentage of MHC’s Low-Income Housing Tax Credit Developments and 
Housing Units Located in Qualified Census Tracts for Calendar Years 2003 through 
2005 

Calendar 
Year 

% of Total Developments 
Located in Qualified 

Census Tracts 

% of Total 
Units Located 
in Qualified 

Census Tracts 

2003 70% 74% 

2004 47% 50% 

2005 72% 68% 

  

SOURCE: PEER’s analysis of MHC allocation files. 



 

PEER Report #488     21 

 

Also, during calendar years 2003 through 2005 MHC was 
successful in placing developments in counties such as 
Jefferson and Tunica that, according to PEER’s 1998 report 
on MHC, previously had few to no MHC tax credit housing 
units despite having the highest percentages of 
substandard housing.  

As shown in the map in Exhibit 2-A, page 22, during 
calendar years 2003 through 2005, the majority of MHC’s 
low-income housing developments and units were placed 
in counties with the greatest number of substandard 
housing units as reported in the 2000 census (e.g., Hinds, 
Madison, Lauderdale, Harrison, Jackson, Forrest, 
Washington, Sunflower, Bolivar, Coahoma, Panola, 
Lowndes, and Lee).  However, it should also be noted that 
some counties with a relatively large number of 
substandard housing units and qualified census tracts 
(e.g., Leflore, Yazoo, and Jones; refer to map of qualified 
census tracts in Exhibit 2-B) and many counties with a 
significant percentage of qualified census tracts and a 
smaller number of substandard housing units (e.g., 
Noxubee, Leake, Holmes, Tallahatchie, Quitman, Wilkinson, 
Adams) received no new MHC low-income housing tax 
units during this period.  Exhibit 2-C, page 24, summarizes 
the major factors affecting the location of MHC housing 
developments. 

A review of MHC allocation files for calendar years 2003 
through 2005 shows that eleven counties received low-
income units for at least one of the three years; eight 
counties received low-income units for two of the three 
years; and three counties received low-income units for all 
three years. Fifty-six counties with twelve or more 
substandard housing units (the minimum allowed size of 
an MHC low-income housing development) according to 
the 2000 census received no low-income housing units 
over the three-year period reviewed.  

As discussed on page 11, MHC’s approval of requests to 
exceed the maximum cost per unit for a majority of the 
applicants during this timeframe limits the number of 
units that MHC could have developed, potentially 
hindering a broader dispersion of units throughout the 
state.  It should also be noted that no matter how many 
incentives MHC offers, in some areas of the state locating 
low-income housing developments would not be 
financially feasible.  The housing needs of the non-working 
poor are served, in part, by other housing programs, 
examples of which are given in Appendix D on page 60.

Some counties with a 
relatively large number 
of substandard 
housing units and 
qualified census tracts 
(e.g., Leflore, Yazoo, 
and Jones) and many 
counties with a 
significant percentage 
of qualified census 
tracts and a smaller 
number of 
substandard housing 
units (e.g., Noxubee, 
Leake, Holmes, 
Tallahatchie, Quitman, 
Wilkinson, Adams) 
received no new MHC 
low-income housing 
tax units from 2003 
through 2005. 
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Exhibit 2-C:  Factors Affecting Location of MHC Housing 
Developments 

 
As noted throughout this report, several factors affect the location of housing 
developments built through MHC’s Low-Income Housing Tax Credit Program, such as: 

 
• location factors built into MHC’s applicant rating point system--e.g., five 

points awarded for developments placed in counties with the highest 
percentages of substandard housing, two points for developments contributing 
to a concerted community revitalization plan placed in a Qualified Census Tract 
or a Difficult Development Area, five points for preserving existing low-income 
housing units (see Appendix B on page 41) 

 
• incentives built into MHC’s developer fees--maximum fees are up to 73% 

higher for developers building a development of sixteen or fewer units located in 
counties with the highest percentages of substandard housing or in a Qualified 
Census Tract or a Difficult Development Area, with over 40% of the tenants 
earning less than $10,000 in annual household income 

 
• whether a sufficient number of potential tenants are nearby to make a 

development financially feasible--i.e., there must be a sufficient number of 
tenants in need of such housing within commuting distance of their jobs and 
with sufficient income and job stability to make the development profitable; also, 
MHC requires that each development have a minimum of twelve units 

 
• labor cost and availability in the area 

 
• proximity to other projects of the same developer—proximity enables the 

developer to achieve economies of scale in project construction, oversight, and 
management 
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Status of Recent Complaints Regarding MHC’s 
Administration of the Tax Credit Program 

 

As noted on page 2, when conducting this review, PEER 
also addressed the following questions regarding MHC’s 
administration of the Low-Income Housing Tax Credit 
Program based on issues that were raised by a 
complainant: 

• Does the MHC adequately inform citizens of 
proposed tax credit projects in their 
neighborhoods? 

 
• Does the MHC physically inspect the suitability 

of proposed sites for the tax credit 
developments prior to project approval? 

 
• Does the MHC repeatedly approve 

developments for and award tax credits to the 
same developers? 

 
• Because developers applying to receive low-

income housing tax credits contract for their 
own market studies, does this compromise the 
objectivity of the studies? 

 
• Does the MHC hold developers accountable for 

maintaining their tax credit developments? 
 

• Does the MHC obtain feedback from the target 
population of the Low-Income Housing Tax 
Credit Program? 

The following sections address these questions.   

 

Does the MHC Adequately Inform Citizens of Proposed Tax Credit Projects in Their 

Neighborhoods? 

The MHC requires developers to inform the public of proposed tax credit 
developments in their area.  However, the MHC’s 2005 Citizen Participation 
Requirements Checklist and Certification does not require MHC to verify the 
presence of written comments obtained from the public hearing (i.e., evidence that 
MHC has actively solicited public input) as specified in the QAP.   

The Applicant Rating system within the MHC 2005 
Qualified Allocation Plan includes an incentive entitled 
Community Support, which awards the applicant five 
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points for successful completion of this category.  The 
purpose of this scoring component is to relay information 
to the local community and others that will be impacted by 
a proposed low-income housing project and the target 
population it will serve.  The Community Support 
component requires the following guidelines: 

• Public Hearing--the applicant must hold one public 
hearing at least ten days prior to submitting a tax 
credit application; this public hearing must be held 
in a location that is handicap accessible; 

• Public Notices--the applicant must publish two 
notices advertising the public hearing; these 
notices must be published in a local newspaper 
having general circulation in the proposed area 
and may not be published within three days of 
each other; however, if no local newspaper is 
available in the proposed area, then the article 
must be published in a regional newspaper with 
general circulation in the area; this notice must 
also include that the applicant is applying for low-
income housing tax credits; 

• Written Comment--the local community that will be 
impacted by the proposed low-income 
development must be informed that written 
comments will be accepted at the public hearing; 
the applicant must provide a written answer to 
each comment within fifteen working days; copies 
of these comments must be maintained by the 
applicant for review by the MHC; 

• Proof of Publication--the applicant must submit 
proof of publication for the public notices; the 
applicant must submit copies of the actual notices 
published in the newspaper and the dates of the 
notices must be verified to not be advertised more 
than twenty days before but no less than five days 
before the date of the public hearing; 

• Public Hearing Minutes--the applicant must submit 
the date the public hearing was held as well as the 
minutes taken during the hearing; 

• Attendance Roster--a copy of the attendance roster 
for the public hearing must be submitted to the 
MHC by the applicant providing the names and 
number of people who attended the public 
hearing. 

All of the above guidelines must be completed for the 
applicant to receive the five points in the applicant rating 
system during the application process.  It should be noted 



 

PEER Report #488     27 

that the Community Support component and required 
guidelines were changed for the 2006 Qualified Allocation 
Plan to become the “Community Notification” component.  
This component is still valued at five points within the 
applicant rating system, but it now includes the 
requirement for the developer to place a sign at the 
proposed development site that informs the community 
of the intent of use of the property as well as the date, 

time, and location of the public hearing. 

The Citizen Participation Requirement Checklist and 
Certification within the MHC tax credit application 
requires verification for all of the above criteria to satisfy 
this scoring component, except for the part pertaining to 
maintaining and verifying written comments.  By MHC not 
including the written comment component on the 
checklist and certification form, there is no clear 
documentation available for MHC to verify the presence of 
any written comments from the public hearing, nor any 
written responses made by the developer to the attendees. 
Thus, the MHC may not actively solicit the viewpoints of 
concerned citizens within the target community of the 
proposed development. 

 

Does the MHC Physically Inspect the Suitability of Proposed Sites for the Tax Credit 

Developments Prior to Project Approval? 

Although the MHC physically inspects the suitability of proposed development site 
locations, one development MHC approved for a reservation of tax credits in 2003 
is currently considered not suitable for occupancy by local government standards 
based on poor physical site conditions regarding drainage and location issues.  
However, until MHC performs a final site inspection for the development, the issue 
must be dealt with through the local governmental authority and the development 
must conform to local standards before receiving an actual allocation of credits. 

Throughout the application process, MHC requires 
information submitted by the applicant regarding physical 
location, zoning, and other site requirements.  One of the 
requirements during the application process requires a 
letter from the local authority verifying proper zoning, or 
the lack of zoning requirements, that must be submitted 
with the application.  Also, the market study must include 
a physical site inspection of the proposed development 
and a review of the zoning requirements for the proposed 
site and all land within a one-mile radius.  During the 
selection criteria component, MHC’s readiness criteria 
checklist and certification requires the following: 

• physical needs assessment on any rehabilitation 
work to be completed; 

By MHC not including 
the written comment 
component on the 
checklist and 
certification form, 
there is no clear 
documentation 
available for MHC to 
verify the presence of 
any written comments 
from the public 
hearing, nor any 
written responses 
made by the developer 
to the attendees.  
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• detailed proposed development drawings; 

• completion of the Description of Materials form 
depicting the materials that will be used in 
constructing the development; 

• verification letter from the licensed 
architect/engineer stating that the submitted 
drawings and description of materials are in 
compliance with the MHC minimum design quality 
standards; and, 

• letter from the licensed architect/engineer stating 
that the proposed development will meet all 
applicable building code, permit requirements, and 
physical site suitability based on applicable local, 
state, and federal requirements. 

 

In addition, the MHC performs a physical site inspection 
upon submission of the application. This site assessment 
includes items regarding the development’s accessibility, 
the presence of any existing buildings adjacent to the 
development and the condition of those buildings, the 
proximity of the development in relation to basic services 
and necessities, and whether the development site is near 
or contains any detrimental characteristics. Should MHC 
make a reservation of tax credits to a development, it also 
performs site inspections at the point of fifty percent of 
development completion and a final inspection once the 
development applies to receive tax credits. 

PEER staff reviewed a complainant’s concerns regarding 
one particular development and discovered that the 
development, which has not yet applied for an IRS 8609 
Form to receive tax credits, is currently considered not 
suitable for occupancy based on local government 
standards. While the city did sign off on this 
development’s proposed plan despite noting issues with 
the drainage due to the retaining wall and proximity to the 
creek, the city claims that based on original site proposals, 
not enough work was performed by the developer to 
stabilize the retaining wall and that the development’s 
parking lot and several units are too close to a creek 
embankment.  According to city personnel, the city has 
issued the development a Temporary Certificate of 
Occupancy that only allows for the on-site location of 
management and other staff to get the units ready for 
occupancy. 

Therefore, citizens’ concerns about the development 
should be addressed to the local government until these 
conditions are dealt with between the developer and the 
city and until MHC performs the final site inspection.  At 

Should MHC make a 
reservation of tax 
credits to a 
development, it 
performs site 
inspections at the 
point of fifty percent 
of development 
completion and a final 
inspection once the 
development applies 
to receive tax credits. 
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final inspection, the development must pass MHC 
standards and be in compliance with local, state, and 
federal requirements (including receiving a Certificate of 
Occupancy from the city) in order to receive an 8609 Form 
and begin receiving annual allocations of tax credits. 

MHC staff was not aware of the Certificate of Occupancy 
problem associated with this development until informed 
by PEER.  This can be attributed to the limited 
communication that occurs between the MHC and the local 
governmental authority after the initial application 
process.  Once the city submits the initial required zoning 
and site approval documentation to the MHC, 
communication between the city and MHC is limited until 
MHC’s final site inspection.   

 

Does the MHC Repeatedly Approve Developments for and Award Tax Credits to 

the Same Developers? 

Yes, but although 69% of the developments approved by MHC from 2003 to 2005 
went to approximately 29% of the developers, these developers had submitted 
more applications and MHC followed established procedures in evaluating all of the 
applications.  Also, the applicant rating system set in the QAP provides point 
incentives to developers with prior experience in the program, but MHC uniformly 
awards these incentive points to all developer applicants who qualify for them. 

The complainant alleged that the MHC had repeatedly 
approved developments for and allocated tax credits to the 
same developers. 

PEER staff reviewed application files for the developments 
that had received a reservation of tax credits from the 
MHC for calendar years 2003 through 2005, prior to 
developments approved from GO Zone tax credit 
allocations, in order to obtain the following information: 

• the number of developments to which MHC had 
awarded tax credits, by developer; 

• the total amount of tax credits MHC had allocated, 
by developer; and, 

• the total number of units applied for and total 
number of units approved, by developer. 

Sixty-nine percent of the developments approved by MHC 
from 2003 through 2005 went to twenty-nine percent of 
the developers (i.e., six of twenty-one developers). As 
would be expected, the total amount of tax credit allocated 
was higher for those developers who had a higher number 
of developments approved by the MHC.  In addition, 

Once the city submits 
the initial required 
zoning and site 
approval 
documentation to 
MHC, communication 
between the city and 
MHC is limited until 
the final site 
inspection.   
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developers with more approved developments were 
approved for more units by MHC.  Forty-four percent of 
the total low-income units approved by MHC belonged to 
two developers. 

However, in reviewing application files, PEER determined 
that although the same developers are receiving the 
majority of the tax credits, these developers are also 
submitting more tax credit development proposals.  It 
should be noted that MHC had also denied some of these 
same developers for several proposed developments 
because either MHC had ranked other projects higher on 
the applicant rating system or MHC did not have enough 
credit authority to fund the remaining projects for that 
year.   

 

Because Developers Applying to Receive Low-Income Housing Tax Credits 

Contract for Their Own Market Studies, Does this Compromise the Objectivity of 

the Studies? 

No, because skewing a market study to overstate the market in a given area would 
not be in the developer’s best interest, since the development must remain 
profitable to continue to receive tax credits.  As a further check on an area’s ability 
to support a proposed Low-Income Housing Tax Credit development, MHC reviews 
the market studies of all applications in a given area to make sure that approval of 
multiple proposed developments in the same area would not exceed the area’s 
market capacity. 

IRC §42 requires a comprehensive market study to be 
conducted at the developer’s expense before the MHC 
allocates credits.  The market study must be conducted by 
a disinterested individual or entity that is qualified to 
prepare such market study and approved by the MHC.  The 
MHC Qualified Allocation Plan states that the market study 
must at least include the following: 

• problem definition; 

• market area definition; 

• physical/location analysis; 

• economic analysis; 

• demographic analysis; 

• supply analysis; 

• demand analysis; and, 

MHC had also denied 
some of these same 
developers for several 
proposed 
developments.  
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• reconciliation of supply and demand. 

In addition, the application must include with this market 
study a letter of acceptance from the participating 
syndicator with the development indicating that the 
market study submitted is acceptable for the proposed 
market area should the development receive an allocation 
of credits. 

Although the developer is responsible for obtaining and 
funding the market study, it would not be in the 
developer’s best interest to have the market study altered 
in favor of the development because low-income 
developments must make a profit in order to remain 
financially feasible and receive tax credits.  Should the 
market study be altered to show the need of the proposed 
development in a market area not suitable, which could 
caused either by saturation of low-income units in the 
proposed area or a lack of potential tenants with the 
ability to afford the proposed units, then the development 
could not generate enough revenue to remain operable, 
and therefore cause a potential recapture of credits. 

Also, MHC reviews each market study to verify the total 
number of low-income units the proposed area may absorb 
and the total number of units the area may absorb should 
other developments be awarded tax credits in the same 
market area.  The MHC staff also reviews these market 
studies and compares them to any other market studies 
performed for developments in the same area for 
consistency.  

 

Does the MHC Hold Developers Accountable for Maintaining Their Tax Credit 

Developments? 

The MHC holds developers accountable for maintaining their developments by 
checking records of applicants’ previous developments for patterns of 
noncompliance with IRC Section 42, by auditing tenant files and conducting 
physical inspections at least once every three years, and by reporting major issues 
of noncompliance to the Internal Revenue Service. If developers fail to comply with 
IRC Section 42, the IRS may recapture those developers’ tax credits.   

During the application process, the MHC conducts an 
initial review of both in-state and out-of-state developers 
and principals for prior major noncompliance issues that 
might remain uncorrected.  In this initial review, MHC 
verifies the roles of these potential developers in their 
previous developments, their role in the potential 
development, and their percent interest in ownership of 
the potential development.  The MHC also verifies any 
prior experience in the Low-Income Housing Tax Credit 

Should the market 
study be altered to 
show the need of the 
proposed development 
in a market area not 
suitable, then the 
development could not 
generate enough 
revenue to remain 
operable and therefore 
could cause a potential 
recapture of credits. 
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Program for each principal of the general partnership or 
anyone with a direct interest in the development, such as 
the developer, management team, and architect. If out-of-
state developers have previous issues of noncompliance, 
MHC verifies these with the respective state’s housing 
agency that is responsible for implementing the Low-
Income Housing Tax Credit Program. 

Once MHC allocates tax credits for a proposed 
development, the compliance monitoring staff conducts 
tenant file audits and physical inspections at least once 
every three years throughout the development’s 
compliance and extended use periods (see Appendix C on 
page 53.)  MHC’s tenant file audits are designed to ensure 
that qualified households are residing in the low-income 
units and that all tenant documentation complies with 
MHC and IRS regulations.  MHC conducts physical 
inspections to ensure that the development is decent, safe, 
sanitary, and in good repair according to the U. S. 
Department of Housing and Urban Development. 

MHC verifies prior experience and any major issues of 
uncorrected noncompliance to prevent allocation of tax 
credits to a proposed development that might be less 
likely to comply with MHC and IRS regulations.  MHC 
reports major noncompliance issues it finds through 
tenant file audits and physical inspections to the IRS via 
Form 8823.  If developers do not correct major issues of 
noncompliance, the IRS may recapture those developers’ 
tax credits.   

MHC also must ensure that developers comply with IRC 
Section 42 because repeated instances of developers’ 
noncompliance could lead to loss of MHC’s eligibility to 
participate in the Low-Income Housing Tax Credit Program 
in the future. 

 

Does the MHC Obtain Feedback from the Target Population of the Low-Income 

Housing Tax Credit Program? 

The corporation does not specifically seek feedback from tenants residing in low-
income units when developing the Qualified Allocation Plan, but specifically seeks 
feedback from the developers and syndicators.  This creates the image that the 
MHC is more concerned with the needs of those involved in the administration of 
low-income housing units rather than those for whom the units are constructed. 

MHC accepts only written complaints from tenants 
regarding the development.  In addition, the only feedback 
the corporation receives from the general public is after 
the annual plan has been developed and presented in the 
fall during the public hearing.  However, the corporation 

MHC verifies prior 
experience and any 
major issues of 
uncorrected 
noncompliance to 
prevent allocation of 
tax credits to a 
proposed development 
that might be less 
likely to comply with 
MHC and IRS 
regulations.   
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holds meetings with the developers and conference calls 
with the syndicators after the tax credit cycles have 
concluded in order to obtain feedback on strengths and 
weaknesses within the plan. 

Although IRC §42 does not require the feedback from the 
target population of the program, not specifically seeking 
feedback from the target population of the program while 
specifically seeking feedback from the developers and 
syndicators creates an image that the MHC is more 
concerned with fulfilling the needs of the developers 
rather than the target population. Although the feedback 
from the tenants of low-income units may not always 
benefit the development of the annual plan or the 
allocation process, excluding this feedback could possibly 
limit the impact and effectiveness of the program  if the 
program does not fulfill the needs of the target 
population. 

Excluding feedback 
from the tenants of 
low-income housing 
units could possibly 
limit the impact and 
effectiveness of the 
program if the 
program does not 
fulfill the needs of the 
target population. 
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Recommendations 

 
1. The corporation should revise the Qualified 

Allocation Plan amendment process to include 
the use of public review and comment prior to 
the board adopting amendments. 

 
2. The MHC Tax Credit Committee’s approval of a 

request to exceed the maximum cost per unit 
should be the rare exception rather than 
common practice.  Before approving such a 
request, MHC should require detailed 
documentation of each cost component of the 
requested increase and why each requested 
increase in a cost component is necessary to the 
viability of the development. 

 
3. The Tax Credit Committee should maintain 

minutes or meeting notes regarding any 
decisions for approvals and denials of increased 
cost per unit requests.  MHC should keep these 
notes on file with the request letters and 
responses. 

 
4. The criteria of Developer Experience in the 

Applicant Rating System should be removed and 
the five points previously awarded for this 
category should be reallocated to increase the 
preference specified in IRC §42 if a development 
is located in a Qualified Census Tract and 
contributes to a concerted community 
revitalization plan. 

 
5. The MHC should ensure that its method of 

calculating the amount of tax credit to be 
awarded based on financial feasibility is 
accurate.  For example, the corporation should 
modify its automated spreadsheet used to 
calculate financial feasibility to add a field 
noting whether MHC approved an increase in the 
cost per unit expenses, which would enable the 
spreadsheet to determine more accurately the 
amount of tax credit to be allocated.   

6. The MHC compliance monitoring staff should 
annually review trends in the debt service ratio 
for each development to ensure that the owners 
of developments trending out of compliance for 
the fifteen-year period adjust rents as necessary 
to ensure that the debt service ratio for the 
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development falls within the required fifteen-
year average range of 1.15 to 1.30.   

7. The corporation should ensure the distribution 
of low-income housing units by annually 
monitoring the need for low-income housing 
throughout the state based on the annual 
assessments of the location of low-income 
developments constructed in comparison to the 
number of substandard housing units per 
county, rather than solely relying on market 
studies to determine the number of low-income 
units an area can absorb.  In addition, the 
corporation could increase the total number of 
incentive points that developers may earn by 
adding incentive points for developments 
proposed in areas that have not received low-
income developments within the past two years. 

 
8. The MHC should increase communication with 

the local governments prior to placing tax credit 
developments.  The MHC should contact the city 
or other applicable entity during the physical 
site inspection at the fifty percent completion 
phase of the development.  This would ensure 
that the development is in compliance with local 
codes and permits earlier in the process, 
reducing the chance for issues to arise between 
the local government and the developer at the 
final inspection. 

 
9. The corporation should revise the Qualified 

Allocation Plan to remove the option of allowing 
a developer to submit an American Institute of 
Architects certificate of substantial completion 
in jurisdictions that require a certificate of 
occupancy. 
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Appendix A:  Caps on Profits and Fees 
Associated with MHC’s Low-Income Housing Tax 
Credit Developments 

 

Administrative Expenses 

MHC developed a formula to determine the maximum 
administrative expenses for a development by examining 
statistical cost data on completed tax credit developments.  
MHC calculates the maximum administrative expenses 
with a base cost on whether the development is located in 
the Jackson metropolitan area and this base cost is then 
modified by three contributing factors: development 
designation; development size; and management difficulty.  
(See page 39 for a copy of the formula.)  Depending on the 
development’s applicable contributing factors, this 
formula allows maximum administrative expenses ranging 
from $2,916 to $4,851 per unit located in the Jackson 
metropolitan area and from $2,552 to $4,244 per unit 
located in all other areas. 

Should MHC receive an application with administrative 
expenses that exceed the cap, a certified public accountant 
must submit written justification that the excessive 
expenses are justifiable and reasonable.  Factors that may 
contribute to excess expenses include exceptionally high 
real estate taxes, insurance costs, maintenance reserves, or 
replacement reserves. MHC also requires all developments 
to have a minimum administrative expense of $2,700 per 
unit.  

Should the development’s excess expenses not be 
approved by MHC or if the development fails to meet the 
minimum expense per unit requirements, then it will be 
considered not financially feasible by MHC and therefore 
will not receive an allocation of tax credits. 

 

Developer Profit 

MHC established the developer profit cap as a base of 
fifteen percent of the development’s total cost.  Also, the 
formula used by MHC to calculate the maximum developer 
profit modifies this base profit based on the 
development’s size and location.  (See page 40 for a copy 
of the formula.)  Utilizing this formula results in a 
minimum developer profit of fifteen percent and a 
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maximum developer profit of twenty-six percent.  Should 
the developer profit exceed the maximum calculated for 
the development, then the developer must defer a portion 
of the profit or the development will not be considered 
financially feasible by MHC. 

 

Consultant Fees 

According to MHC standards, a consultant’s fee includes 
any professional fees reimbursable through tax credits and 
excludes any costs allocated to and payable by the 
syndicator.  MHC permits consultant fees only within the 
developer profit caps. 

 

Builder and General Contractor Profit 

MHC set limitations on builder’s profit, overhead, and 
general requirements all at fixed percentages of 
construction costs.  MHC established the following 
limitations: 

• Builder’s profit: six percent of construction costs; 

• Builder’s overhead: two percent of construction 
costs; and, 

• General requirements: six percent of construction 
costs. 

Any amount above these limits will be considered 
excessive by MHC and result in the development not being 
considered financially feasible. 

 

Owner Profit 

MHC implemented a debt service ratio to limit the profit 
that the owner of a tax credit development may earn.  
Utilizing best practices from the National Council of State 
Housing Agencies, MHC set the debt service ratio 
requirements to fall within 1.15 to 1.30 over the fifteen-
year compliance period.  Should an owner exceed the 
average debt service ratio, MHC requires the owner to 
obtain a mortgage for a larger amount or reduce the rents 
charged to tenants. 
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Appendix B:  Points Associated with 2005 MHC Selection 
Criteria and Explanations of the Criteria  

 
Selection Criteria Possible Maximum Points 

Development location 05 
Significant community services and amenities 15 
Public housing waiting list 02 
100% low-income use 07 
Community support 05 
Development readiness 10 
Application workshop 10 
Developer experience 05 
Management experience 02 
Located in a Qualified Census Tract and 
contributes to a concerted revitalization plan 

02 

Partnership with housing authority in 
Mississippi 

03 

> or = 20% of units at < or = 50% of Area 
Median Gross Income for 40 years or longer 
 

-OR- 
 

Extended use for 40 years or longer 
 

-OR- 
 

> or = 20% of units at < or = 50% of Area 
Median Gross Income for 40 years or longer 
and extended use for 40 years or longer 
 

-OR- 
 

Single-family lease-purchased development 

10 
 
 

-OR- 
 

05 
 

-OR- 
 
 
 

10+5 
 

-OR- 
 

15 

Three or more bedrooms 
 

-OR- 
 

Elderly development 

10 
 

-OR- 
 

10 
Development-based rental assistance 
 

-OR- 
 

Tenant-based rental assistance 

07 
 

-OR- 
 

03 
Development is a Preservation or Hope VI 
development* 
 

-OR- 
 

Preserves existing low-income housing units 

 
05 

 
-OR- 

 
05 

Maximum Total Points Possible 103 

SOURCE: MHC’s 2005 Qualified Allocation Plan. 

 
* If a development earns 5 points for this criterion, it cannot earn 10 points for the “three or more 

bedrooms” criterion. 
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Possible Point Deductions:  
Failure to tab threshold requirements (05) 

1 point deduction for each deficient threshold 
requirement at initial review 

(04) 

Failure to highlight plans and specifications (05) 

Located in an area that received > or = 3 tax 
credits in previous 2 years 

(01) 

SOURCE: MHC’s 2005 Qualified Allocation Plan. 
 
 
NOTE: 
 
PEER has included explanations of the above criteria, taken directly from MHC’s 2005 Qualified 
Allocation Plan, on subsequent pages of this appendix.  The explanations are keyed by item 
number to the following list of the criteria: 
 

Item Number Selection Criteria 

1 > or = 20% of units at < or = 50% of Area Median Gross Income for 40 
years or longer 

2 Extended use for 40 years or longer 
3 Development location 
4 Three or more bedrooms 
5 Significant community services and amenities 
6 Public housing waiting list 
7 Preserves existing low-income housing units 
8 100% low-income use 
9 Development-based rental assistance 

10 Tenant-based rental assistance 
11 Community support 
12 Development readiness 
13 Application workshop 
14 Developer experience 
15 Management experience 
16 Single-family lease-purchased development 
17 Located in a Qualified Census Tract and contributes to a concerted 

revitalization plan 
18 Development is a Preservation or Hope VI development 
19 Elderly development 
20 Partnership with housing authority in Mississippi 
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Appendix C:  How the Tax Credit Program Works 

 

Funding of the Program 

The IRS issues each state’s credit authority to the state 
housing agencies based on a per capita formula using the 
estimated population for a calendar year multiplied by a 
specified dollar amount; currently this amount is $1.9.  
This puts the average annual credit authority for 
Mississippi at roughly $5.55 million.  See Appendix G, page 
65, for a list of each state’s credit authority for calendar 
year 2004. 

 

Eligible Housing 

The low-income tax credit program is available for any 
qualifying development targeting single and/or multi-
family housing.  The types of housing may be duplexes, 
four-plexes, apartments, and single-family homes, as long 
as the development consists of a minimum of twelve rent-
restricted units. 

 

Key Players 

Eight key players are involved in the Low-Income Housing 
Tax Credit Program.  These key players include the 
following: 

• Internal Revenue Service--determines and issues 
the annual credit authority for each state; also 
responsible for establishing the federal 
guidelines to oversee the program in IRC 
Section 42; 

• state housing agency or entity--responsible for 
developing and implementing the annual 
Qualified Allocation Plan for the state (in 
Mississippi, this agency is the Mississippi Home 
Corporation); determines the housing need 
priorities for the state; responsible for 
allocating credits for proposed low-income 
developments; responsible for monitoring 
noncompliance and reporting these instances 
of noncompliance to the IRS; 
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• owner--responsible for compiling the initial tax 
credit application and submitting it to the state 
housing agency; responsible for finding a 
developer and property manager for each 
applicable development in the program, 
although the owner may also be the developer; 
bears the sole responsibility on the compliance 
status of the development; 

• developer--responsible for the development of 
the low-income housing project; may also be 
the owner of the development; 

• syndicator--negotiates the tax credits allocated 
to a development between the owner/developer 
and investors to obtain equity financing; 

• investor--works with the syndicator to purchase 
tax credits in exchange for equity financing for 
the development’s construction costs; 

• lender--the bank willing to provide permanent 
financing through a mortgage to a tax credit 
development; and, 

• target population--the persons the low-income 
housing developments are built to 
accommodate; these persons must be at least 
below sixty percent of the area median income 
as determined by HUD; tenants pay monthly 
rent to the owner. 

See Exhibit 3, page 55, for an illustration of the roles the 
key players serve in association with the flow of the 
funding and tax credits involved in the allocation process. 

 
 

Flow of Credits 

First, the IRS issues the annual credit authority to each 
state.  Then the owner/developer obtains a permanent 
financing contract with the lender.  Next, the 
owner/developer submits an application for tax credits to 
the state housing agency.  Once the state housing agency 
receives all the applications, it then reviews and issues tax 
credit reservations accordingly.  Upon receiving notice of a 
reservation, the owner/developer contacts the syndicator 
with the tax credit amount.  The syndicator then obtains 
an investor to provide the equity financing necessary for 
the construction of the development.  Once the 
development has been constructed, the owner/developer 
receives the allocation of tax credits from the state 
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housing agency upon receipt of an 8609 Form from the 
IRS.  See Exhibit 3, below, for an illustration of the flow of 
equity and credits for a typical development from 
application to completion. 

 

Exhibit 3:  Flow of Credits and the Roles of Key Players 

 
 
SOURCE:  The Danter Company, Recreated from GAO/T-GGD/RCED-97-149. 
 

 

Allocation Process 

The allocation process has three main components.  After 
submission of a tax credit application, the application 
must undergo a threshold analysis, a selection criteria 
analysis, and a financial feasibility analysis. 

 

Threshold Analysis 

Initially, the corporation’s staff reviews all applications to 
determine whether they meet the four threshold factors: 
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• site control—the applicant must provide 
documentation that the applicant has 
ownership of or has secured the right to 
purchase a designated property as specified 
within the application; 

• local zoning and development conditions—the 
applicant must provide documentation that the 
proposed development will be placed in an area 
zoned for the purpose of single or multi-family 
housing, as determined by the local 
governmental authority; 

• documentation of need—the applicant must 
submit a comprehensive market study with the 
application to verify the need of the proposed 
housing in the area, which includes the 
demographics of an area, the number of 
competing developments in an area, and the 
ability for the area to absorb the proposed 
number of units; 

• permanent financing commitment--the applicant 
must submit documentation with the 
application verifying the amount and terms of 
the permanent financing agreement, which is 
the mortgage that will be used to finance the 
proposed development. 

The applicant must satisfy all four of the above-listed 
threshold factors in order to progress in the application 
process.  Should an applicant not meet one or more these 
factors, the corporation’s staff notifies the applicant 
regarding the deficiencies.  Upon receipt of this 
notification, the applicant has twenty-four hours to correct 
the threshold deficiencies.  Should an applicant make the 
necessary corrections, the application proceeds to 
selection criteria analysis.  However, should the applicant 
not make the necessary corrections, the application does 
not progress and the development is no longer considered 
for a reservation of tax credits. 

 

Selection Criteria Analysis 

MHC’s selection criteria analysis focuses on the use of an 
applicant rating system, which awards points for various 
housing need priorities established by the corporation.  
Each application will be scored and ranked according to 
the Qualified Allocation Plan.  See Appendix B, page 41, for 
a complete listing of the selection criteria used in 2005.   

Each application must score a minimum of seventy-five 
points out of 105 points in order to progress in the 
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application process.  Should the development not achieve 
the minimum point requirement, the application does not 
progress and the development is no longer considered for 
a reservation of tax credits. 

 

Financial Feasibility Analysis  

MHC reviews the applications through a financial 
feasibility analysis.  During this analysis, MHC determines: 

• positive annual cash flow--Each application must 
include a fifteen-year Pro Forma that takes into 
account development costs, income and expenses, 
and the sources and uses of funds; using this 
information, MHC determines whether the 
development will produce enough income to 
remain feasible; 

• debt service ratio--This is a ratio of the net cash 
flow in relation to the debt service payments made 
over the fifteen-year period; the range a 
development must fall in to be considered feasible 
is 1.15 to 1.30; should the development’s fifteen-
year average debt service ratio fall above or below 
the stated range it will be considered not 
financially feasible; 

• replacement and operating reserves--Each proposed 
development must have the presence of both of 
these reserve types in order to be considered 
financially feasible; replacement reserves should be 
used only for capital improvements, while 
operating reserves must be six months of the 
development’s operational expenses. 

Once MHC considers the development financially feasible, 
the staff comments on applications remaining at this point 
in the process and forwards them to the board for 
approval.  Once the board approves or denies an 
application, the proposed development either receives a 
tax credit reservation or is placed on a waiting list.  
Generally the corporation only holds one application cycle 
per year; therefore, if the application is not initially 
approved, it will no longer be considered for a reservation 
of credits.  Once the owner receives the reservation, 
construction begins and the development must then 
undergo financial feasibility analyses at the point of fifty 
percent of construction and upon completion of the 
project. 

Should the development pass all of the applicable 
feasibility analyses, then the development may apply to 
the IRS for an Form 8609, which denotes the development 
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is in good standing and placed in service. The request 
must be submitted to the corporation and includes 
documentation such as a Certificate of Completion or 
Occupancy, Cost Certification, and Certificate of 
Syndication.  Once the Form 8609 has been issued for each 
building within a development, it may now proceed to the 
compliance monitoring phase of the program. 

For an overview on how the allocation process works, see 
Exhibit 4, page 59.  

 

Compliance Monitoring Process 

The IRS requires the state housing agency to monitor 
issues of noncompliance for fifteen years.  In addition, the 
corporation monitors any development for an additional 
fifteen years, or longer for an extended use period.  The 
corporation is required to monitor at least twenty percent 
of the active low-income housing units once every three 
years, but the MHC compliance monitoring staff states that 
it monitors one-third of the low-income units each year.   

The compliance monitoring process consists of two 
components: 

• tenant file audit--must be conducted within two 
years of a development’s placed in service date and 
once every three years thereafter; the staff 
monitors minimum set-asides, income eligibility, 
full-time student status, financial operating 
information, and selection criteria through Annual 
Owner Certification forms and quarterly rent roll 
reports; tenant file audits are conducted through 
either on-site or desk audit, depending on whether 
the development has more or less than twenty-four 
units; 

• physical inspection--must be conducted within two 
years of a development’s placed in service date and 
once every three years thereafter; physical 
inspections are performed on-site based on HUD 
standards to ensure the units are decent, safe, 
sanitary, and in good repair. 

While monitoring a development for compliance, MHC 
notifies the IRS of any issue of noncompliance using Form 
8823.  This form must be submitted to the IRS within 
forty-five days of the timeframe granted to the 
development to correct any conditions causing the 
noncompliance.   
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Exhibit 4:  Flow Chart of the Application Process 

 
 
 
SOURCE: The Danter Company, Recreated from GAO/T-GGD/RCED-97-149; PEER analysis of 
information provided by the Mississippi Home Corporation, including the 2005 Qualified 
Allocation Plan. 
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Appendix E:   Low-Income Housing Tax Credit 
Funds to be Made Available through the Gulf 
Opportunity Zone (GO Zone) Act of 2005 

On December 21, 2005, President Bush signed the Gulf 
Opportunity Zone (“GO Zone”) Act of 2005 (H.R. 4440) into 
law.  Congress passed the act in order to help the citizens 
of affected areas of Mississippi, Louisiana, and Alabama to 
recover in the wake of the devastation caused by 
hurricanes Katrina, Rita, and Wilma.   

Specifically, the law: 

• doubles small business expensing for investments 
in new equipment from $100,000 to $200,000; 

 
• provides a 50% bonus depreciation for businesses 

that invest in new equipment and new structures; 
 
• allows additional issuance of tax-exempt private 

activity bonds; 
 
• doubles Hope Scholarship and Lifetime Learning 

Credits for students attending colleges and 
graduate schools in the Gulf Opportunity Zone; and, 

 
• expands the amount of available low-income 

housing tax credit. 

With respect to low-income housing tax credits, the act 
increases Mississippi’s allocation from $1.90 per capita to 
$18 per capita.  Based on final GO Zone population figures, 
the act will provide $35,429,094 in additional low-income 
housing tax credits annually to Mississippi for calendar 
years 2006 through 2008.  The map on page 62 shows the 
GO Zone areas of the state where these credits may be 
used.   

As of March 24, 2006, MHC had committed $11,923,507 of 
its GO Zone credit authority to fund eligible developments 
from its 2005 cycle waiting list to expedite the production 
of affordable housing within those areas, leaving a 2006 
GO Zone credit authority balance of $23,505,587. 

 

 



 

  PEER Report #488 62 

 
 
SOURCE: MHC’s Low-Income Housing Tax Credit Program Bulletin #06-0324; whitehouse.gov; 
Mississippi Development Authority’s website.
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The following are explanations of the column headings on 
page 65 of Appendix G. 

Allocating Agency refers to the state responsible for 
allocating tax credits.   

Per Capita Credits refers to the amount of tax credit 
authorized to the state based on IRS population estimates. 

Total Credits refers to the total credits authorized to the 
state, which includes the per capita credits, any returned 
credits from the current or prior calendar year, any 
carryover credits that were not allocated from the prior 
year, and any credits authorized to the state from the 
National Pool Credits.  National Pool Credits come from 
the amount of tax credit that went unused by the states 
and were not considered returned or carryover credits.  
The IRS will distribute these tax credits from the national 
pool to those states that utilize the entire amount of tax 
credit initially provided.   

Total Allocations refers to the total amount of tax credit 
allocated within the state.   

Low-Income Apartments refers to the total number of 
low-income rental units developed from the allocation of 
these credits. 

 

SOURCE:  National Council of State Housing Agencies. 
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