The 2001 Low Income Housing Tax Credit Qualified Allocation Plan
For the State of North Carolina

l. INTRODUCTION

The Qualified Allocation Plan (the "Plan") has been developed by the North Carolina Housing Finance Agency (the
"Agency") as administrative agent for the North Carolina Federal Tax Reform Allocation Committee (the
"Committee") in compliance with Section 42 of the Internal Revenue Code of 1986, as amended (the "Code", refer
to Appendix T). For purposes of the Plan, the term “Agency” shall mean the Agency acting on behalf of the
Committee, unless otherwise provided.

The Plan was reviewed in three public hearings held in compliance with the Code, prior to final adoption by the
Committee. The staff of the Agency was present at the hearings to take comments and answer questions.

Federal and State |ow-income housing tax credits and Rental Production Program (“RPP”) loan funds are available
to owners, on acompetitive basis, for the development of affordable rental housing in North Carolina. The
Agency’s goals include supporting the best developments possible given the limited resources available. Therefore,
the Agency will select projects which propose devel opments serving |low-income residents for the longest period of
time, at appropriate locations and with strong market demand, with the healthiest financial structures, the best
architectural design, the best quality of building materials and workmanship, and with the most qualified ownership
and management.

The Agency is committed to the development of safe and decent aff ordable housing that includes supportive
services to improve the quality of life for families, the elderly and other individuals with special needs. The Plan,
which specifically includes the Multifamily Rental Production General Requirements, the Rental Production
Program loan product information outlined below, and all appendices attached hereto, iswritten and is to be
interpreted to support these goals.

Projects utilizing Rental Production Program (RPP) funds should refer to Appendix R for special requirements.
Projects utilizing state tax credits should refer to Appendix S, and those utilizing tax exempt bonds should refer to
Appendices U and V.

For taxable years beginning on or after January 1, 2000, a North Carolina state tax credit is available for any project
that receives an allocation of tax credits under section 42(h)(1) of the Code, and meets the requirements of N.C.G.S.
Section 105-129.16B, et seq. The amount of the state credit must be calculated and presented as a source of equity in
all applications submitted under the Plan unless the project formally declines or isineligible for the state credit.
Information concerning the state credit can be found in Appendix S.

Any applicant proposing to use tax-exempt bonds with four percent (4%) housing tax credits must meet all of the
requirements outlined in Appendix U. They should also carefully read the Plan, as the Code requires they bein
compliance with the Plan to receive four percent (4%) tax credits. The application, application process, deadlines,
and fees are the same for applicants applying for four percent (4%) tax credits with bond financing, as those
applying for the nine percent (9%) credits.

Applicants financing more than 50% of their project with taxexempt bond proceeds and not seeking alow-income
housing tax credit allocation from the Committee must complete a separate application and are not required to fully
comply with the Plan as explained in Appendix V.

The Committee will only allocate low-income housing tax credits in compliance with the Plan. The Code requires
that the Plan contain certain elements. In general, these elements and others added by the Committee are:

A. Description of the project selection criteriato be used in determining housing priorities appropriate for
local conditions.
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B. Criteriawhich give preference to:

1. Project location and site suitability.

2. Evidence of sufficient market demand and other characteristics such aslocal housing needs
and priorities.

3. Serving the lowest income tenants.

4. Serving qualified tenants for the longest periods.

5. Project characteristics including design and quality of construction, bedroom mix, supportive
service plans and amenities packages.

6. Soundness of the proposed financial structure.

7. Diversity of Principal(s) and their experience, quality and quantity of development and
management experience, and the ability to maintain regulatory compliance.

8. Tenant populationswith special housing needs.

9. Willingnessto solicit referralsfrom public housing waiting lists.

10. Tenant populations of individuals with children.

11. Projectsintended for eventual tenant owner ship.

12. Projectsthat include the use of existing housing as part of a community revitalization
plan.

13. Projectslocated in a Qualified Census Tract, the development of which contributeto a
concerted community revitalization plan.

C. A description of the Agency's compliance monitoring program, including a description of procedures to
notify the Internal Revenue Service of noncompliance with the requirements of the program.

The following sections of the Plan contain these requirements. If you have questions, please contact:
Rental Investment Group of the North Carolina Housing Finance Agency

P.O. Box 28066

Raleigh, NC 27611-8066, phone: (919) 877-5712

. DEFINITIONS

The following terms as defined below are used throughout the Plan.

Affiliate: Asto any person or entity (i) any entity of which amajority of the voting interest is owned by such
person or entity, (ii) any person or entity directly or indirectly controlling (10% or more) such person or entity, (iii)
any person or entity under direct or indirect common control with any such person or entity, or (iv) any officer,
director, employee, manager, stockholder (10% or more), partner or member of any such person or entity or of any
person or entity referred to in the preceding clauses (i), (ii) or (iii).

Applicant: The ownership entity that is applying for the tax credits and/or any RPP |oan funds, as applicable.

Allowable Development Cost: Cost upon which the Agency calculates allowable developer fees. Includes lines 2-
36 lesslines 8, 9 and 10 in the Project Development Cost Description in the application.

Code: TheInternal Revenue Code of 1986, as amended, including any successor provisions. See Appendix T for
excerpt.

Community Revitalization Plan: A plan that includes, but is not limited to, the following elementsto improve
community-wide living conditions: (1) adopted and funded by one or more unit(s) of government or nonpr ofit
organization(s) at least 4 months prior to the date of application to the Agency; (2) clearly delineates a

geogr aphic target area that includesthe project; (3) includes detailed policy goals (which must include the
provision and improvement of safe, decent and affordable housing) and implementation measures along with
specific timeframes for the achievement of such policies; (4) includes housing activitiesthat will occur within
at least one-half mile of the project; and (5) resulted in at least one community revitalization action that has
been initiated and is demonstrating measur able progress.

Community Service Facility: Any facility designed to serve primarily individuals whose income is 60% or less
of area median income.
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Developer: Any individual or entity responsible for initiating and controlling the devel opment process and ensuring
that all, or any material portion of all, phases of the development process are accomplished. Furthermore, the
developer isthe individual or entity reflected in the Ownership Entity Agreement and any and all Development Fee
Agreements.

Displacement: The moving of a person and/or such person’s personal property from their current residence as a
direct result of an applicant’ s project being devel oped at the site of such residence.

Displacement, temporary: Displacement that will result in the displaced person remaining as atenant in the
project that is receiving tax credits and/or loan funds administered by the Agency.

An example of temporary displacement includes the acquisition and rehabilitation of an existing multifamily
residential development in which half the units are vacant. The vacant units would be rehabilitated first, creating
opportunities to relocate current tenants within the development to mnimize project costs and disruption to tenants.

Distressed Neighborhood: For municipalities with populations greater than 25,000 residents only, a distressed
neighborhood includes, but is not limited to, acensustract (or tracts, if asiteison or near atract boundary, a
determination the Agency will make at its discretion) in which 25% or more of the households have incomes that are
at or below the national poverty level, based on most recent census data. The applicant must supply the poverty rate
percentage (percentage of households below the poverty level) for the census tract(s) in which the project isto be
located for projectsin municipalities with populations greater than 25,000 residents, as part of the Preliminary
Application, and the Agency will verify this data as part of its contracted market analysis work.
A distressed neighborhood also includes, but is not limited to, the following conditions within a half-mile radius:

amajority of structuresthat are deteriorated, dilapidated, not occupied and/or poorly maintained

concentrations of minority and/or low income households

deteriorating infrastructure

low access to public transportation and basic services and retailing
The Agency will havefinal discretion in determining if aneighborhood qualifies as distressed.

Efficiency Apartment: A dwelling unit with a minimum of 450 square footage (assuming new construction) in
which the bedroom and living area are contained in the same room. Each unit has afull bathroom (shower/bath,
lavatory and water closet) and full kitchen (stove top/oven, sink, full size refrigerator) which islocated in a separate
room.

Elderly Housing: Owners may choose one of three established definitions for each project. A single project cannot
be divided into both elderly and general population, regardless of how units are physically configured. The first two
definitions are specifically described in the Federal Fair Housing Law. Owners should read the law itself and obtain
professional guidance to determine compliance. These definitions are provided for general information only.

1. Housing that isintended and operated for occupancy by persons 55 years of age or older. At |east 80% of
the occupied units must be occupied by at |east one person who is 55 years of age or older.

2. All units are restricted to households in which all members are over the age of 62.

3. Housing in which the mortgage is financed by afederal program specifically designed for the elderly
which hasits own occupancy requirements. Thisincludes housing developed under the HUD Section 202
program and elderly projects financed using Rural Development (RD) Administration programs. NCHFA
financing alone does not make a project eligible for this definition.

Entity: Without limitation, any general partnership, limited partnership, limited liability company, corporation,
joint venture, trust, business trust, cooperative, association, public agency or other entity, other than a human being.

Gross Square Footage or Floor Area: Space measured from outside walls to include all building footprints and
covered spaces.
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HOME Program Rents. Generaly, projects using RPP loan funds must set rents below the lesser of the rent
calculated as affordable for households at 50% of median income or the Fair Market Rent (FMR) listed in Appendix
Jand published by HUD. Users should contact the Agency concerning this calculation if they are unfamiliar with
HOME Program rules.

Homeless Populations: The homelessinclude persons without afixed nighttime residence, personsliving in a
shelter or in atransient residence for persons that provides temporary quarters, and persons staying in a place not
designed or ordinarily used for sleeping.

Housing Quality Standards: Minimum physical standards established by the Department of Housing and Urban
Development (HUD).

Immediate Family: With respect to any Person, his or her spouse, children, including adopted children,
step-children, parents, parents-in-law, nephews, nieces, brothers, sisters, brothers-in-law, and sisters-in-law, each
whether by birth, marriage, or adoption, as well as any inter vivostrusts created for the benefit of such Person.

Management Agent: Individual(s) or Entity responsible for the day to day operations of the development, which
may or may not be related to the Owner(s) or ownership entity.

Material Participation: Involvement in the development and operation of the project on abasiswhich isregular,
continuous and substantial throughout the compliance period as defined in Code sections 42 and 469 (h) and the
regulations promulgated thereafter.

Maximum Housing Expense: The maximum rent, utilities and any other required charges paid by the tenant
calculated on amonthly basis as permitted under Section 42 of Internal Revenue Code (Appendix T).

Neighborhood: Areaswithin one-half mile radius of subject property.

Net Square Footage: The outside to outside measurements of all finished areas that are heated and cooled
(conditioned). Examples include hallways, community and office buildings, dwelling units, meeting rooms, sitting
areas, recreation rooms, game rooms, etc. Breezeways, stairwells, gazebos and picnic shelters are examples of un-
conditioned outside structures that can not be used as net square footage.

One Bedroom Apartment: A dwelling unit of at least 600 square feet (assuming new construction), meeting state
and local building code requirements, containing at least four separate rooms including aliving/dining room, full
kitchen, a bedroom and full bathroom.

Owner(s): Person(s) or entit(ies) that own an equity interest in the Ownership Entity.
Ownership Entity: The ownership entity to which tax credits and/or any RPP loan funds will be awarded..

Ownership Entity Agreement: A written, legally binding agreement describing the rights, duties and obligations
of ownersin the ownership entity. The agreement should identify all partiesinvolved in the project, including all
owners and principals, and describe each party’ s duties, responsibilities and any actual or expected benefits,
including fees and earnings. The owner(s) who receive points for owner experience in the project applying for the
nonprofit set aside must, by the terms of the ownership entity agreement, remain an owner in the ownership entity
for the applicable elected tax credit compliance period, unless such owner(s) receives prior written approval from
the Agency to withdraw or be replaced in the ownership entity before the end of such compliance period. The
owner(s) who receive points for owner experience in a project with for-profit owners must, by the terms of the
ownership entity agreement, remain an owner in the ownership entity for at least five years from placed in service,
unless such owner receives prior written approval from the Agency to withdraw or be replaced in the ownership
entity before the end of such five year period.

Paint to Paint Square Footage: Interior heated rental dwelling space (does not include community room space).

Person: Any individual or Entity, and the heirs, executors, administrators, legal representatives, successors and
assigns of such Person where the context so requires.
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Principal: Principal includes (1) all such persons or entities who directly or indirectly earn a portion of the
development fee for development services with respect to a project and/or earn any compensation for devel opment
services rendered to such project, which compensation is funded directly or indirectly from the development fee of
such project, and such amount earned exceeds the lesser of 25% of the development fee for such project or
$100,000, and (2) all affiliates of such persons or entitiesin clause (1) who directly or indirectly earn aportion of the
development fee for development services with respect to any project in the current year and/or earn any
compensation for development services rendered to any project in the current year, which compensation is funded
directly or indirectly from the development fee of any such project, and such amount earned exceeds the lesser of
25% of the development fee for such project or $100,000.

Qualified Census Tract: Any censustract which is designated by the Secretary of Housing and Urban
Development (HUD) and, for the most recent year for which census data are available on household income
in such tract, either in which 50% or mor e of the households have an income which islessthan 60% of the
area median grossincome for such year or which hasa poverty rate of at least 25%.

Qualified Corporation: Any corporation if 100% of the stock of such corporation is held by a nonprofit
organization as determined under Code Section 42 (h) (5) at all times such corporation isin existence.

Qualified Unit: A unit receiving tax credits and/or RPP loan funds from the Agency. Such units must be rented to
households with incomes at or below the appropriate tenant income limit (by household size) elected inthe
application.

Rental Production Program (RPP): Agency loan program for multifamily affordable rental housing administered
and serviced by the North Carolina Housing Finance Agency. RPP funds may include both federal HOME funds as
well as State Housing Trust Funds. It isused in conjunction with tax credits as a source of gap financing. See
Rental Production Program information (Appendix R).

Significant Non-Compliance (for purposes of deducting points from an application): An event occurring after
June 30, 1993 that results in the issuance of an 8823 for any of the following, provided the issue was not
subsequently corrected: 1) Failure to maintain accurate records for each unit, 2) Failure to rent to a Section 8
voucher or certificate holder, 3) Rents for the development are not properly restricted, 4) The development has
transient occupancy, 5) Any unit for which low income housing tax credits were allocated is not availableto the
general public, 6) Thereareineligible tenantsfound to be occupying qualifying units, 7) Failure of the
development to maintain minimum housing quality standards, or 8) Failure to re-certify low income tenants on an
annual basis.

Single Room Occupancy (SRO) Unit: A single room dwelling unit with a minimum of 250 square feet (assuming
new construction) that is the primary residence of its occupant(s). The unit must contain either food preparation or
sanitary facilities. At least one component of either afull bathroom (shower, water closet, lavatory) and/or afull
kitchen (refrigerator, stovetop and oven, sink) ismissing. A SRO serves a special population and has targeted
supportive services on site or at an appropriately convenient location to which transportation is provided for that
population. There are shared common areasin each building which contain elements of food preparation and/or
sanitary facilities that are missing in the individual units.

Stabilized Occupancy: Maintenance of at least 93% occupancy for six consecutive months,

Substantial Renovation: Replacement of one or more major building components. Major building components
include roof structures, wall or floor structures, foundation, plumbing system, electrical system, central heating and
cooling systems. Hard construction costs must exceed $7,000 per unit, calculated using lines 2 through 7 in the
Project Development Cost Description in Part A of the application and certified at final cost certification.

In order to receive ranking points, an owner of an occupied property must perform at least $10,000 in hard
construction cost renovations per occupied unit, calculated using lines 2 through 7 in the Project Development Cost
Description in Part A of the application, and only if supported by the physical needs assessment.

Please note the special requirement for all projects using RPP funding that any rehabilitation project must involve
substantial rehabilitation of at least $25,000 per unit in total development cost. If any units are currently occupied,
applicant must have a plan with the local government for tenant relocation, and must have funding for relocation
using funds other than RPP funds.
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Studio Apartment: A dwelling unit with aminimum of 375 square feet (assuming new construction) in which the
bedroom, living area and kitchenette are contained in the same room. Each unit has components of afull bathroom
(shower/bath, lavatory and water closet) and full kitchen (stove top/oven, sink, refrigerator).

Three Bedroom Apartment: A dwelling unit with aminimum of 1,000 square feet (assuming new construction),
meeting state and local building code requirements containing at least seven separate roomsincluding a
living/dining room, full kitchen, three bedrooms and 1.75 bathrooms, with each unit including a minimum of one
bath with afull tub and one bath with an upright shower stall.

Two Bedroom Apartment: A dwelling unit with aminimum of 800 square feet (assuming new construction),
meeting state and local building code requirements containing at |east five separate roomsincluding aliving/dining
room, full kitchen, two bedrooms and full bathroom.

Window of Affordability: Ninety-five percent of the Maximum Housing Expense for low-income areas and ninety
percent of the Maximum Housing Expense for high-income areas (see Appendix K). This calculation determines
the highest total housing expense (including rent, tenant-paid utilities and any other required fees) permitted by the
Agency for projects receiving low-income housing tax credits or RPP funds. This requirement must be met for the
entire compliance period. Note: Tax credit projects that select the minimum set-aside of 40% at 60% but also
choose to target more deeply (i.e. 50% of units at 50%) will not be required to use the window of affordability when
figuring the rents for these lower targeted units.

I1l. SET-ASIDE PROCEDURES

A. Ingeneral, thetotal volume cap of federal low-income housing tax creditsavailable to North Carolinais
$1.50 per person living in the state plus any unused credits from the previoustwo years, any credits retur ned
in the year, and any creditsreceived from the national pool. For 2001, the population component of the total
credit volume cap is estimated to be $12,073,969. The Committee reservesthe right to revise the avail able credits
in each set-aside, prorated from any new population volume cap and made available by issuance by the IRS of
carryforward rules, regulations, or guidelines.

In order to ensure that the tax credits are distributed geographically and to projects of different sizes, the Committee
has established certain set-asides. These set-asideswill apply to the ranking and selection of al projects. If there is
insufficient demand by eligible projectsin any geographic area, funds will be transferred to other areas and projects
will be awarded in descending order of the project point rankings.

No county or project will be awarded tax credits exceeding $1,500,000 unlessit is necessary to meet another set-
aside requirement of this Plan or to completely fund a project request. At its sole discretion, the Agency may waive
thislimit for proposals utilizing HOPE V1 financing or for other large scale revitalization efforts characterized by a
high degree of committed public subsidies or in order to implement a disaster relief plan.

In order to encourage broad participation in the development of tax credit projects by avariety of developers across
North Carolina and to attempt to minimize the impact of the departure or financial failure of one or more developers,
during the calendar year, any principal will be limited to an award of not more than 15% of the total tax credits
availableto the state. All persons and entities meeting the definition of principal as defined by the Plan will be
certified by the applicant on the application, at credit reservation and at carryover alocation. Any project that
qualifies for areservation of credits but that would resultin aprincipal exceeding this 15% limit will be disqualified
and ineligible for acredit reservation in the current year, provided, however, if aqualifying project resultsin a
principal exceeding this 15% limit and at |east one-half of the projects’ credits would be within the principal’s 15%
limit, such project will not be disqualified or ineligible for credits, and the 15% limit for such principal iswaived to
the extent of the creditsin excess of the 15% limit needed to fully fund such project with credits.
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B. Set-Aside Categories. The following set-asides apply for calendar year 2001.

1 Geographic Set-Asides

2001 Tax Credit Set Asides

TOTAL WEST CENTRAL EAST
(15%) (50%) (35%)

$12,073,969 $1,811,095 $6,036,985 $4,225,889

The distribution to geographic regionsis based primarily on population and follows the State’ s Consolidated Plan.
Appendix O liststhe counties by region.

2. Non-Profit Set-Aside

Congress mandates that 10% of the State's tax credit ceiling must be set aside for projectswith nonprofit entities,
as ownersthat materially participate in the project. The Committee has set aside an additional 10% of the ceiling for
such projects. A nonprofit entity seeking to apply for the nonprofit set-aside must be acommunity-based 501 (c)(3)
or 501 (c)(4) nonprofit in existence in North Carolinafor at least 12 months prior to applying for credits that has as
one of its exempt purposes the fostering of low income housing, and it must be an owner, directly or indirectly in the
ownership entity applicant. In addition the nonprofit entity (or qualifying corporation) must have material
participation in the devel opment, ownership and management of the proposed project throughout the full tax credit
compliance period. The nonprofit entity cannot be controlled by or affiliated with or have an identity of interest
with afor-profit organization other than aqualifying corporation.

Twenty percent (20%) of the total tax credits will be set-aside for projects with nonprofit owners demonstrating
material participation. A nonprofit or qualifying corporation must be able to demonstrate that they meet the material
participation requirement of Section 469(h) by being involved on aregular, continuous and substantial basisin the
development and operation of the project throughout the full tax credit compliance period, and they must meet all
other requirements of a project involving anonprofit entity as stated in the Plan and the Code. Creditswill be
awarded, within the geographic region where the project islocated to eligible projects with qualified nonprofits
ownersin descending order of their point ranking. These projects will take precedence over other projects until the
nonprofit set-aside is exhausted. Any applications for projects with qualified nonprofit owners left after the 20%
set-aside must compete equally with all other applicationsin the region. Please note that, regardless of whether a
project with qualified nonprofit ownership received areservation of credits from the 20% set-aside, every
application the Agency receives that chooses the nonprofit applicant designation will be required to comply with the
requirements for projects with qualified nonprofit ownership, including but not limited to, material participation
standards, set forth in the Plan and the Code.

The Committee reserves the right to authorize a forward commitment of 2002 tax credits to the last application
awarded for the year in order to fully fund an application that otherwise would have received a partial award of
credits in accordance with Section VI. A. 1.

Recognizing the need to address the loss of safe, decent and affordable housing in the state’s East region due
to the effects of Hurricane Floyd, the Committeereservestheright, at its sole discretion and timing, to
implement an accelerated scheduleto allocate housing credits and loan fundsto proposed developmentsit
deems necessary and appropriateto alleviate housing needsin the impacted counties.
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IV. APPLICATION PROCEDURES

A. Thefollowing schedule will apply to the application process for 2001.

December 15, 2000 Preliminary applications: The submission window will be December 15, 2000
through January 19, 2001.

January 19, 2001 Last day for submittal of preliminary applications. Applications will be accepted
by the Agency until 4:30 p.m.

March 26, 2001 Agency will notify applicants of their site and market scores.

April 27,2001 Deadline to submit afull application for tax credits, RPP funds and a tax-exempt

bond allocation to be used with 4% tax credits.

Late July, early August 2001 Final awards will be announced.

November 15, 2001 Cost certificationsfor projectsreceiving reservationsor allocationsin 2001

are due to the Agency by 4:30 pm on thisdate. For projectsthat will not be
placed in servicein 2001, 10% cost certifications must be submitted in
accor dance with the procedures outlined in Appendix X, asrevised, which
will berevised to reflect the amendment of Section 42(h)(1)(E)(ii) of the
Code and made available for applicants by late Spring 2001. Note any
exceptionsto the November 15, 2001 deadline as provided in Section VI.D.4
of the Plan and Appendix X, asrevised.

B. Page 2 of Application Part A lists the Exhibits required to be submitted with each application and identifies
minimum threshold requirements for submission and eligibility to be considered for project selection.

C. Processing, application and reservation fees for tax credits are due at the time applications are submitted as
follows:

1

All applicants are required to pay a nonrefundabl e processing fee of $4,500 at the submission of the
preliminary application requiring site and market information.

At the time of submitting afull application, for-profit applicants are required to pay areservation fee
equal to 5% of asingle year'stax credits, calculated using the full 9% and/or 4% AFR, less the $500
processing fee. Thisrequirement also applies to applicants seeking 4% housing credits with taxexempt
bond financing.

At the time of submitting afull application, nonprofit applicants are not required to pay an additional
fee. If reserved tax credits, the nonprofit applicant must pay areservation fee equal to 5% of asingle
year'stax credits, calculated using the full 9% and/or 4% AFR, at the time of reservation |less the $500
processing fee.

If tax credits are reserved for a project, the reservation fee is considered earned and will be retained by
the Agency whether the credits are used or not. If tax credits are not reserved to a project, the Agency
will refund the reservation fee less $500 for processing.

If expenditures of legal services areincurred by the Committee or Agency to correct mistakes of the
Owner which jeopardize use of the tax credits, such legal costswill be paid by the Owner in the amount
charged to the Agency or the Committee.

D. Allinformation that an applicant wants the Agency to consider should be submitted to the Agency by the
application deadline. The Agency reserves the right to work with applicants to modify elements of an
application after the submission deadline to maximize compliance with the Plan.
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E  Applications should be mailed to: Or delivered to:

N.C. Housing Finance Agency N.C. Housing Finance Agency
Rental Investment Group Rental Investment Group

P.O. Box 28066 3508 Bush Street

Raleigh, NC 27611-8066 Raleigh, NC 27609

V. PROJECT SELECTION CRITERIA USED TO DETERMINE HOUSING
PRIORITIES

To meet the statutory requirements of Code Section 42, which defines basic requirements for the Plan, and to
provide a reasonabl e selection process, the following point ranking system will be used to prioritize projects. Each
project will be ranked by awarding points under sections A, B, C, D, E, F and G. Preliminary applications will be
evaluated first on the suitability of the chosen site and market for affordable housing. See the threshold requirements
described in the General Requirements, Section V1 of the Plan. If the site and market do not meet all of the site
thresholds outlined in the General Requirements, Section V1 of the Plan, the project will not be allowed to submit a
full application.

Full applications will be considered based on their site and market, rent affordability, financial structure,
development team, design quality, creation of affordable units, geographic distribution, supportive services and
targeted populations. Applications must meet all threshold requirements described in Section V1. B. of the Plan to be
considered for award and funding. Further, full applications, including those planning to use tax-exempt financing
with four percent (4%) housing tax credits must receive at |east 285 points to receive areservation. Points received
in the earlier site and market analysis (Section A below) will be added to points received in Sections B, C, D, E, F
and G.

An alocation of tax credits by the Committee for any specific project does not constitute a representation or
warranty that the ownership entity or its owners will qualify for or be able to use the tax credits according to Section
42 of the Code. In addition, the Agency’ sinterpretation of Section 42 of the Code is not binding on the Internal
Revenue Service, and the Agency neither represents nor warrants to any owner, equity investor, principal or other
program participant how the Internal Revenue Service will interpret or apply any provision of the Code in any
instance. Each owner and its agents should consult its own legal and tax advisors on these issues.

Any misrepresentation, false information or omission in the application document may (in the sole discretion of the
Agency) result in disqualification of the application for the year. This may also result in projectsin which the
owner and/or principal (s) who were involved in such misrepresentation, false information or omission being
disqualified for consideration for tax credits. Any misrepresentation, false information or omission in the application
document may (in the sole discretion of the Agency) result in arevocation of an allocation of creditsto the project.

A. SITEAND MARKET EVALUATION (MAXIMUM 215 POINTS)
1 SITEEVALUATION (MAXIMUM 140 POINTYS)

The following evaluation will be based upon a preliminary application submitted to the Agency prior to
the submission of the full application. The Agency will evaluate the site’ s existing conditions and the
effects of known future planned adjacent land uses. Example of future uses may include road, public
utility, commercial, institutional, or industrial projects. Evaluation of individual siteswill include a
relative comparison with other sites the Agency considersto be within the same market area and which
will compete with one another, in the Agency’ sdiscretion. The Agency reservestheright inits
discretion to assess negative points to less qualified sites in the same market areato avoid market
saturation of low income targeted unitsin a particular market area. The Agency will consider the
market analysis in making this determination.
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(8 NEIGHBORHOOD CHARACTERISTICS (MAXIMUM 80 POINTS) This category focuses on
how the neighborhood will affect the proposed development. “Neighborhood” is defined asthe
areas within aone-half mile radius of subject property. Revitalization plans will be considered
only if other funding is already committed for comprehensive revitalization. Evidence of
significant revitalization activities already implemented will contribute to more favorable scoring
under this section.

(b)

©

@

@

©)

Physical conditions of buildings and grounds in the neighborhood, whether commercial,
industrial, multifamily or single family residential are acceptable with no noticeable
deterioration. Proposed developmentsin distressed neighborhoods should submit
evidence with the preliminary application of a community revitalization plan in order
to qualify for a more favorable score under this section. Thisinformation should
include evidence of any recent revitalization activities aswell as details and timing of
planned development.

Existing neighborhood and surrounding land uses are compatible with proposed
development. Theideal neighborhood should be primarily residential and have a balance
of other land uses, including non-competing multifamily and single family dwelling units,
recreational facilities, schools, churches, shopping and services

For new construction projects, there are no other competitive multifamily rental
developmentsin less than very good condition (including tax credit developments) within
the market area as determined by the Agency of the proposed project. Existing
developments within the market area as determined by the Agency of proposed projects
must be in very good physical condition and have no vacancy problems. (For phase two
projects, phase one developments will not be considered to violate the market area
delineation requirement).

SITE SUITABILITY (MAXIMUM 40 POINTS)

)

@

©)

4

Street and/or access road serving the proposed project has adequate capacity for the volume
of new traffic.

Siteisfree from excessive traffic and noise, including that from cars, trains and airplanes,
per HUD regulation 24 CFR Part 51 (Appendix P). The Agency reserves theright to
request an engineer’ s noise study at the owner’s expense. Sites adjacent to existing or
proposed beltlines, interstate highways and multilane thoroughfares will be required to
submit an engineer’ s noise study. The Agency will consider noise mitigation proposals.
The proposals must be incorporated in the preliminary and full application, architectural
plans and project specifications.

Site does not enter or exit onto amajor high-volume traffic artery. The speed limit and the
number of travel lanesin each direction will also be considered. If adverse conditions exist,
atraffic study may be required.

No obvious physical barriers to development should be present. Examplesinclude steep
slopes, deep ravines, marshes, wetlands, and excessive overhead utilities.

DEVELOPMENT COMPATIBILITY (MAXIMUM 20 POINTS)

This category focuses on how the proposed devel opment affects the existing neighborhood.

New Construction Projects:

1)

2

Proposed development is compatible in use, scale, and aesthetics with existing
neighborhood.

Proposed devel opment does not add to an existing preponderance of assisted or subsidized
units as determined by the Agency.
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Rehab/Adaptive Reuse Projects:

(1) Development/building is compatible in use, scale, and aesthetics with existing
neighborhood.

(2)  Physical condition of the building is acceptable.

(3) Buildingissuitable for residential use considering proposed floor plans, size, parking,
structure and scale.

(4)  Proposed development does not add to an existing concentration of income targeted,
assisted or subsidized units as determined by the Agency.

MARKET ANALYSIS (MAXIMUM 75 POINTYS)

The Agency will contract directly with market analysts to perform market studies. Applicants will still
be able to contract independently with market analysts to conduct research to identify development
sites, and will be allowed to submit such market information to the Agency as optional supplemental
datathat the Agency will take into consideration on an advisory basisonly. In casesin which the
findings of the Agency’s market study differ from those of the applicant’s market study, the Agency
will rely for scoring purposes on the analysis presented in its study. The Agency will make research
assignments to analystsin such away asto ensure that potential conflicts of interest in particular
markets are eliminated.

Market studies will be scored based on the following criteria:

A comprehensive and integrated review based on the guidelinesin Appendix A. (Up to 75 points)

B. RENT AFFORDABILITY (MAXIMUM 95 POINTYS)

1

2.

Federal Rent Subsidies (Maximum 20 points)

(@ A maximum of 15 pointswill be awarded for afirm commitment that provides project-based
rental subsidies. Committed subsidies for 100% of the units earn 15 points; committed subsidies
for at least 60% of the units earn 10 points. |f assistanceisfor fewer than five years, to receive
points, applicants must submit aletter from the issuing Agency committing to renew the subsidy
contract for aslong as possible subject to Congressional funding.

(b) Five (5) pointswill be awarded for awritten agreement between the owner and a public housing
authority (PHA). The agreement must commit (i) the PHA to include the development in any
listing of housing opportunities where househol ds with tenant-based subsidies are welcome, and
(ii) the project's management agent to actively seek referrals from the PHA to apply for units at the
proposed development. This agreement should bein the form of aletter submitted to and signed
by both the owner and the PHA following the format in Appendix H. If the PHA refuses to
cooperate for any reason, a copy of the PHA declination letter must be submitted aswell asa
statement of commitment by the applicant to seek referrals from the PHA.

Mortgage Subsidies (Maximum 40 points)

Sources of mortgage subsidies include the Federal Home Loan Bank Affordable Housing
Program, the Division of Commu nity Assistance, a Public Housing Authority, local Community
Development Block Grant funds, other local development funds and Rural Development. Other
sources of public funding may qualify provided they are approved in writing in advance by the
Agency.
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Uncommitted RPP funds will not be considered in the calculation.
Only loans from established lenders or foundations will be considered a subsidy.

The resulting percentages will earn points as described below:

Forty (40) pointswill be awarded for any firm mortgage subsidy commitment that will reduce the
debt service by 25% or more. Twenty (20) points will be awarded for any firm commitment that
will reduce the debt service by more than 10% but less than 25%. Reduction in project debt
service will be measured in the following way:

Formula:

Step one: Divide  (Projected debt service including the subsidized debt terms)
by
(Debt serviceif all debt were amortized at the same terms as the market rate
debt)

Step two: Subtract result of step onefrom 1(one).

Tenant Rent Levels (Maximum 20 points)

(PROJECTSWILL BE MONITORED FOR RENT RESTRICTIONS FOR THE GREATER OF THE PERIOD
INDICATED IN THE EXTENDED USE AGREEMENT OR 15 YEARS, SUBJECT TO THE CODE.)

The applicant may earn points under one of the following scenarios:

@

(b)

@)

(b)

(©)

If the project isin a high-income county:

Fifteen (15) points will be awarded for projectsin which 100% of qualified unitswill be rent
restricted and affordable to households with incomes less than 50% of county median income
adjusted for family size.

Five (5) pointswill be awarded for projectsin which at least 50% of qualified units will be rent
restricted and affordable to households with incomes less than 50% of county median income
adjusted for family size. The remaining units must be rent restricted and occupied by households
with incomes less than 60% of the county median income adjusted for family size.

If the project isin alow-income county:

Twenty (20) points will be awarded for projectsin which at least 50% of qualified unitswill be
rent restricted and aff ordable to households with incomes less than 50% of county median income
adjusted for family size. The remaining units must be rent restricted for househol ds with incomes
less than 60% of the county area median adjusted for household size.

Fifteen (15) pointswill be awarded for projectsin which at least 40% of qualified unitswill be
rent restricted and affordable to househol ds with incomes less than 50% of county median income
adjusted for family size. The remaining units must be rent restricted for households with incomes
less than 60% of the county area median adjusted for household size.

Five (5) pointswill be awarded for projectsin which 100% of qualified unitswill be rent restricted
and occupied by households with incomes less than 60% of county median income adjusted for
family size.

If an applicant is planning a mixed income project, they will receive the points described above

based on the total number of qualified units for which tax credits are proposed and how deeply
rents for these units are targeted. Market rate units will not be considered in the calculation.
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4. Commitment to Extend Low-income Occupancy (Maximum 15 points)

Up to fifteen (15) points will be awarded for projects based on a binding commitment to extend
the low- income occupancy requirement beyond the 15-year compliance period. Pointswill be
added at 1 point for each additional year beyond 15 years up to 30 years. To receive these points,
an applicant must sign an Declaration of Land Use Restrictive Covenants for Low-Income
Housing Tax Credits (aka: extended use agreement) that will be recorded with the register of
deedsin the county the property islocated. In doing so, the applicant binds the project to maintain
affordable units for low-income occupancy as proposed in the application and extended use
agreement.

C. FINANCIAL STRUCTURE (ONLY NEGATIVE POINTS AVAILABLE)

Program Requirements describe how the Agency will underwrite each project. Below are areas where projects
will lose points due to costs determined to be higher than typically warranted.

1 While the Agency uses both “ per unit” and “ per square foot” standards to eval uate costs, we also
recognize that a single standard cannot fairly measure every one of awide array of project types. In
order to more equitably compare costs between different development types, the Agency will apply
either the following “per unit” or “per net square foot” standard, whichever isless.

The equity raised from historic preservation tax credits will be subtracted from the total development
cost before this calculation is made.

The following points will be deducted for projects where the total development cost less land and
reserves are above $69,000 per unit or $69 per net square foot and up to the following levels:

$71,000per unit or $71 per net squar efoot (-2)
$72,000 $72 (-4)
$73,000 $73 (-6)
$74,000 $74 (-8)
$75,000 $75 (-10)
$76,000 $76 (-15)
$77,000 $77 (-20)
$78,000 $78 (-35)
$79,000 $79 (-50)
$82,000 $82 (-75)
$85,000+ $85+ (-100)

The Agency reserves theright to waive the assessment of negative pointsin this section for proposals which
foster decreased density, mixed income and/or mixed usethrough development of non-garden, non-
townhouse designs such as duplex, triplex and quadplex construction, or address unique local downtown
circumstances, and are also part of a larger publicly funded comprehensive community revitalization plan.
Non-gar den duplex, triplex and quadplex construction with a maximum of 24 unitsin towns of 10,000
population or less and detached single family developmentsintended for eventual tenant ownership may also
qualify for awaiver under this section. Costs must be reasonable based upon normal prevailing development
costsin the area for the type of housing proposed, as determined by the Agency’s cost analysis.”

D. CAPABILITY OF THE PROJECT TEAM (MAXIMUM 60 POINTS)

A maximum of 30 points total will be awarded for projects based on the experience of the owner(s) in the ownership
entity in successfully developing, placing in service, operating, and maintaining compliance in low-income rental
and/or conventional market rate rental housing as owner(s) during the past 10 years. The Agency will score either
in-state or out-of-state experience, not both, in order to derive the maximum potential points under this section must
complete the form in Appendix C. The Agency will have final discretion in determining whether to award
experience pointsto ownersthat formerly served as staff for an established development firm and are requesting
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owner experience points based on that prior work experience. Using the criteria above, the Agency will determine,
on a case-by-case basis and upon detailed independent review, whether such experience credit isjustified.

The Agency will require executed, written agreements that clearly specify division of duties, rights, and obligations,
including compensation, among owners and principalsin a project.

L ocal housing authority applicants and sponsors: The Agency will consider evaluations by HUD through the
Public Housing Assessment System (PHAS) process to eval uate the performance of local housing authority
applicants and sponsors. Authoritieswith a PHAS score of less than 90 will not receive pointsin this section,
unless they partner with an experienced devel oper eligible to earn pointsin this section. Authoritieswith
scores over 90 are eligible to receive points. They will be scored according to the number of unitsthey have
developed in the past 10 years.

1 Owner Experience: (Maximum 30 points)
(@ In-State Development Experience (Maximum 30 Points)

At least three (3) projectstotaling at least 72 units developed and operating in compliance with
applicable codes and regul ations earns 15 points.

Five (5) or more projects totaling at least 120 units developed and operating in compliance with
applicable codes and regulations earns 30 points.

(b) Out-of-State Development Experience (Maximum 15 Points)

At least three (3) projectstotaling at least 72 units devel oped and operating in compliance with
applicable codes and regul ations earns 8 points.

Five (5) or more projects totaling at least 120 units developed and operating in compliance with
applicable codes and regul ations earns 15 points.

(c) If theowner isfound to be directly or indirectly responsible for any other projectsin which thereis
uncorrected significant noncompliance more than three months from the date of notification by the
Agency, to the extent that the Agency at its discretion deems such noncompliance to be
correctable within that period, the project may be assessed up to negative forty (-40) points at the
Agency’ s sole discretion for each such other project.

The Agency reserves the right to determine the capacity of a owner(s) to undertake a project that is
significantly different than anything successfully completed previously. The Agency also may request
individual and/or corporate credit reports.

2. Management Experience: (Maximum 30 points)

The Agency will score either in-state or out-of-state experience, not both, in order to derive the
maximum potential points under this section. Projects found out of compliance, in poor physical
condition or with a history of financial problemswill not be counted in awarding points.

The Agency will have final discretion in determining whether to award experience pointsto a
management agent based on the prior management experience of a person or entity staffing the
management agent. The Agency will determine, on a case-by-case basis and upon detailed independent
review, whether such experience credit is justified.

The management agent listed on application must be used by the ownership entity of the devel opment
for at least two years after project completion, unless the agent is guilty of specific nonperformance of
duties. The Agency will require, prior to carryover allocation, the submission of an executed contract
with at least atwo-year term between the ownership entity and the management agent for management
services for the project. Upon prior written notification to the Agency, a substitution of management
agent prior to the end of the two-year period will be allowed if the replacement agent would score at
least as many experience points as the agent listed in the application.
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The Agency will look favorably on entities subcontracting with established management companies to
supplement their management capacity.

(@)

OR

(b)

OR

(©)

(d)

In-State Management Experience ( Maximum 20 Points)

A maximum of 20 pointswill be awarded for projects based on the experience of the management
agent to manage and maintain compliance of low-income housing tax credit unitsin North
Carolinaduring the past 10 years

20 to 100 units managed earns 5 points;

101 to 250 units managed earns 10 points;

251 to 500 units managed earns 15 points; and
501 or more units managed earns 20 points.

Management companies managing over 500 units of other kinds of multifamily housing in
compliance with applicable income restrictions will earn 10 points.

Out-of-State Management Experience ( Maximum 10 Points)

A maximum of 10 points will be awarded for projects based on the experience of the management
agent to manage and maintain compliance of low-income housing tax credit units outside North
Carolinaduring the past 10 years.

In order to be eligible to receive points under this section, the applicant must supply to the
Agency, as part of the full application, letters from each appropriate state housing agency or
designated monitoring agent from the state in which management experience is being claimed.
Such letters must be on state housing agency letterhead, clearly identify each project name, the
number of low income units as well as the number of total units. The letters must also verify that
each development being proposed for consideration has no outstanding uncorrected significant
noncompliance conditions. See the Definition section for a description of Significant
Noncompliance.

101 to 250 units managed earns 5 points;
251 to 500 units managed earn 8 points; and
501 or more units managed earn 10 points.

Management companies managing over 500 units of other kinds of multifamily housing in
compliance with applicable income restrictions will earn 5 points.

Management Questionnaire
A maximum of 10 points will be awarded for the satisfactory completion of the Management
Questionnaire (Appendix C) to operate and maintain compliance at the proposed devel opment.

If the management agent is found to be directly or indirectly responsible for any other projectsin
which there is uncorrected significant noncompliance more than three months from the date of
notification by the Agency, tothe extent that the Agency at its discretion deems such
noncompliance to be correctable within that period, the project may be assessed up to negative
forty (-40) points at the Agency’ s sole discretion for each such other project.

If the owner and the management agent with respect to a project are the same person(s) or
entity(ies), the Agency may, in its discretion, determine not to assess negative points to the project
under both D.1.(c) and D.2.(d) for the same incident of noncompliance.

Project Team Negative Assessments and Restrictions:

Any owner, principal or management agent that has been debarred or received alimited denial of
participation in the past 10 years by any federal or state agency may, in the Agency’s discretion, be
barred from participating in any Agency multifamily rental development program.
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Any project with an owner or principal who isfound to be directly or indirectly responsible for any
other projectsin which there is uncorrected significant noncompliance more than six months from the
date of notification by the Agency, to the extent that the Agency at its discretion deems such
noncompliance to be correctable within that period, with respect to any other tax credit project, may be
disqualified at the Agency’ s sole discretion.

(@ Upto negative twenty (-20) points may be assessed against a project with an owner, principal or
the management agent who within the past ten years has been in abankruptcy, an adverse fair
housing settlement, an adverse civil rights settlement, or an adverse federal or state government
proceeding and settlement.

(b) Upto negative twenty (-20) points may be assessed against a project with an owner or principal
who has been in amortgage default or arrearage of three months or more within the last five years
on an FHA -insured project, an RD funded rental project, a tax-exempt bond funded mortgage, a
tax credit project or any other publicly subsidized project. Resolution of all outstanding Agency
concerns regarding the default or arrearage may be considered in assessing negative points.

(c) Upto negative twenty (-20) points may be assessed against a project with an owner or principal
who has been involved within the past ten yearsin a project which previously received an
allocation of tax credits but failed to meet compliance standards of the tax credit allocation. This
includes returning areservation of tax credits to the Agency after the carryover agreement has
been signed.

CREATION OF AFFORDABLE UNITS (MAXIMUM 10 POINTYS)

1

2.

Ten (10) points will be awarded for new construction projects.

Ten (10) pointswill be awarded for the substantial rehabilitation of avacant building or the conversion
of avacant building to housing.

Ten (10) points will be awarded for the substantial rehabilitation of occupied low-income rental housing
in which hard construction costs exceed $10,000 per unit. These costswill be calculated using lines 2
through 7 in the Project Development Cost Description in Part A of the application and certified at final
cost certification.

Five (5) points will be awarded for the acquisition and substantial rehabilitation of a project to preserve
low-income rental housing which might otherwise be converted from low-income tenancy, including
Section 8 projects with exp iring contracts.

Fifteen (15) points will be subtracted from any non-elderly, new construction project with more than 76
qualified units but less than 101 qualified units. Thirty-five (35) pointswill be subtracted from any non-
elderly, new construction project with 101 or more qualified units or more but less than 125 qualified
units and 50 points will be subtracted from any non-elderly, new construction project with 125 qualified
units or more. The Agency reserves the right to waive the penaltiesinthis section for HOPE V|
proposals which foster overall low income and minority de-concentration through mixed income and
mixed use strategies. |f the current project application proposes to add a second phase to an existing
development, the number of qualified unitsin the first phase of the existing project will be added to the
number of qualified unitsin the proposed second phase in determining whether negative points should
be assessed for large project size.
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F. BONUSPOINTS (MAXIMUM 95 POINTS)

1

Economically Distressed Counties: (See Appendix N) Ten (10) points will be awarded for projects
that are developed in Tier One counties. Five (5) pointswill be awarded for projects that are devel oped
in Tier Two counties. These designations are based on standards compiled by the N.C. Department of
Commerce.

Rural Development Financing and Project-Based Rental Assistance:

Thirty (30) points will be awarded to projectsin rural areasthat have an obligation of funds from the
U.S. Department of Agriculture, Rural Development (RD), including Rental Assistance (RA)
appropriate for the project.

Special Populations: Up to twenty-five (25) points will be awarded for projectsthat are developed
to givepriority to assist special populations. The market study must show a clear demand (a low
capturerateand low vacancy ratesin potentially competing projects) for such housing or no
points will be awar ded. These populationsinclude:
- Elderly —fifteen (15) points
~ Mobility impaired handicapped (i.e., at least 25% or mor e of the unitsarefully
handicap accessible) — fifteen (15) points
Persons with any other disabilities recognized by the NC Division of Mental Health,
Developmental Disabilities and Substance Abuse Services (at least 10% of units) -
twenty-five (25) points
~  Other special needstarget populations such asfarm workers and homeless per sons (at
least 25% of units) — fifteen (15) points

Support service plans are required in all projects that specifically target these special populations
and must meet minimum criteria to receive these points as determined by the agency.

Supportive Services Plan: Up to ten (10) points will be awarded to projects that do not target a
special population but which do provide an acceptable Supportive Services Plan for their residents.
Points will be given to projects with service plans which are well targeted, carefully accounting for
what the population of the proposed development will likely be, and their needs for supportive services,
aswell asabudget supporting such activities.

The Agency reserves the right to require revisions to the applicant’ s Supportive Services Plan
if it is deemed unsatisfactory.

An unsatisfactory Support Services Plan will result in no points being awarded either for
targeting the Special Populations or for the Plan itself.

All Supportive Services Plans must follow the outline in Appendix D.
(@ Thefollowing criteriafor Supportive Service Plans must be met:

(1) Appropriately targeted supportive services plan including general descriptions showing
quality and depth of servicesto meet established goals.

(2) Staffing plan: commitment of personnel, office space, supplies, and/or contracted services,

(3) Community space: that meets the needs of the residents, community agencies providing
services, and the supportive services coordinator.

(4) A sources and uses budget: identifying and committing resources required to implement
appropriate plan for the residents

(5) Community support: evidence of service commitment and strong integration of available and
specific services to be utilized in the plan. Note: General letters of community support do not
constitute service commitments.
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(b) Support service coordinators are required to attend educational workshops sponsored by the
Agency. They include:

(1) [Inthefirstyear, service coordinators should attend atwo-day basic training workshop. They
will receive a certificate and will not be required to attend this workshop again.

(2) Inthefirst year and every year after through the compliance period, service coordinators
should attend two specialized Agency workshops on service provision. Four are held
annually by the Agency.

Failure to follow through on previous Supportive Service Plan commitments will result in negative points for
supportive service proposalsin subsequent years.

5.

Tenantswith Children: Five (5) pointswill be awarded to projectsthat can serve tenant
populations with children. Developments will qualify for this designation if at least 25% of the
unitsare 3 or 4 bedrooms and include a Supportive Service Plan asoutlined in Appendix D. No
points will be awarded where a clear demand, in the Agency’s discretion, is not shown in the
market study for this population.

Tenant Ownership: Twenty (20) pointswill be awar ded to projectsthat areintended for eventual
tenant owner ship and include a Supportive Service Plan as outlined in Appendix D, with
particular emphasis on servicesthat prepare tenantsto become homebuyers. Such developments
must include a detached single family site plan and building design. A business plan is also
required that is acceptableto the Agency, in itsdiscretion, to convert the project to tenant
ownership at the end of the 15-year compliance period, foregoing the extended use period as
rental housing, in order to receive these bonus points.

Projectsin Areas of Community Revitalization: Five (5) pointswill be awarded for projects that
are (1) located within a qualified censustract and can demonstrate that they contributeto a
concerted community revitalization plan according to the partiesresponsible for the plan; and/or
(2) involve the use of existing housing (that is not necessarily located within a qualified census
tract), the improvement of which has been designated as part of the community revitalization
plan. In both cases, the project site must be clearly within the geographic confines of the
community revitalization plan. The plan also must clearly indicate that revitalization activities
will take place in the neighborhood surrounding the proposed project (an area defined as one-half
mileradius surrounding the site) within a fairly immediate time frame (no morethan 2 years
from the time the project would be funded).

DESIGN STANDARDS (MAXIMUM 100 POINTS)

All proposed measures must be shown on the plansor in specificationsin the application in order to
receive points. The Agency will not fund a project that scores below 65 pointsin this section.

1

New and Adaptive Re-use Construction: A maximum of 100 points will be awarded for projects based
on evaluation of the site plan design and layout, building and floor plan design and construction
characteristics asthey relate to the development cost per unit. Design standards are found in
Appendix B and must be used for all projects receiving low-income housing tax credits and/or RPP
funding or points may be deducted for non-compliance.

(a) Siteplan considerations: A maximum of 25 pointswill be given for projects which

Propose an attractive, scattered building layout focusing on visual appeal and privacy;
Propose site amenities, including playgrounds, gazebos, garden spots, walking trails, picnic
areas, ball fields, basketball/tennis courts, exerciserooms and swimming pools, have natural
areas with trees between buildings (for new construction);create accessible walks linking
buildings to each other, to common areas and to parking; have large open spaces for
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recreational activities, have awell-designed entry to the site with attractive signage, lighting
and landscaping.

In order to receive points, the items listed above must be clearly indicated on the site drawings.
(b) Building and floor plan design: A maximum of 45 pointswill be given for project which

Propose creative and versatile architectural designs. Examples of exterior building designs
include broken roof lines, front gables, dormers or front extended facades, wide banding and
vertical and horizontal siding applications, some brick veneer, front porches and attractive
deck rail patterns.

Propose open, flowing floor plans. Examples include spacious kitchens, bathrooms, living
rooms and dining rooms, dwelling units that exceed minimum square footages, bedrooms that
exceed minimum square footages, bathrooms that are large with vanities and open floor
spaces, kitchens that provides an abundance of counter top working space and cabinets,
availability of storage space other than bedroom closets, and the adequacy of closet space,
including large walk-in closets.

(c) Construction characteristics: A maximum of 30 pointswill be given to projects which

Propose low maintenance, high durability, energy efficient_products, and quality components.
Examples include: High-grade vinyl or VC tile in kitchens, bathrooms, entryways, and
laundry areas.

Propose energy efficient components that exceed Agency and/or building code minimum
standards.

Propose measures to provide good attic and roof ventilation, use vinyl or aluminum windows
and steel insulated exterior doors.

Propose to use quality exterior siding, such as vinyl, hardiplank, or brick veneer and have pre-
finished aluminum exterior trim, including fascia, soffit, and porch posts.

(d) Completion of previously approved projects. Negative points will be assessed for projects with
owners, or principals of prior project(s) that were not built in accordance with the plans and
specifications on which such prior project(s’) Design Standards score was based, if deviation from
such plans and specifications results in conditions that would justify areduction in that prior
project(s’) original Design Standards score(s), The number of negative points assessed to the
project in the current year will be equal to the cumulative number of points by which each such
prior project's original Design Standards score would have been so reduced to reflect the
deviation, adjusted to reflect any change in the scale of the Design Standards scoring. For
example, if the reduction in the prior project's Design Standards score as aresult of the deviation
from its plans and specificationsis determined to be 10 points based on a scale of 50 maximum
Design Standards points at the time such prior project was awarded credits, if thereisacurrent
scale of 100 maximum Design Standards points, the negative points assessed to the current project
based on that prior project's deviation from its plans and specifications would be 20 points.

Design and construction changes approved in writing by the Agency will not result in any negative
points assessed under this section

2. Substantia Renovation Projects
A maximum of 100 pointswill be given to projects which:

Propose making some existing “common areas” that are handicap accessible, spending
additional money on landscaping/fencing, creating or improving sidewalks, improving quality
and durability of exterior by installing vinyl or hardiplank siding, installing new roof shingles,
adding gutters, sealing brick veneers, applying exterior paint, and resurfacing or re-paving
parking areas.

Propose to improve site lighting and exterior dwelling lighting.
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Propose to make the exterior of buildings more aesthetically pleasing by adding gables,
porches, dormers or roof sheds.

Propose to use energy -efficient related products to replace inferior ones, including insulated
windows and doors, and increasing insul ation values by adding additional insulation.

Propose to improve heating and cooling unitsin dwelling units, improving plumbing fixtures,
water heaters, toilets, sinks, faucetsand tub/shower units.

Propose to improve quality of interior conditions and fixtures, including carpet, vinyl, interior
doors, painting, drywall repairs, cabinets, appliances, light fixtures and mini-blinds.

Propose a scope of rehabilitation that isreflected in the Physical Needs Assessment.

VI. GENERAL REQUIREMENTS

A. GENERAL REQUIREMENTS FOR PROJECT PROPOSALS

1 Set-Asides of Tax Credits

@

(b)

(©

(d)

The Agency has established geographic set-asides of tax credits based on HUD population
projections and the State’ s Consolidated Plan. Applications are reserved credits starting with
those earning the highest scoring totals within each geographic set-aside and continuing in
descending score order through the last project that can be fully funded with creditsin that
geographic region. The remaining credits from all three geographic set-asides are then
added together and reserved for the next highest scoring application(s) statewide.

If, after every application that has been fully funded with creditsin each geographic region,
the next highest scoring application statewide is requesting, according to the Agency equity
needs analysis, a credit amount greater than three times the remaining credits available in
that credit year, then such remaining credits will be distributed among all nonprofit
applicants, in amounts corresponding to each project’ sratio of federal credit equity to total
development cost.

If applications are not sufficient to use the credits within geographic regions, then the credits
will be reallocated to other ranked projects that meet the minimum reguirements of the Plan.

The Agency reservesthe right to authorize aforward commitment of the next year’ s tax
creditsto the last application awarded credits for the year in an amount necessary to fully
fund that application if it would otherwise receive a partial award of creditsthisyear;
provided that according to the Agency equity needs analysis, such amount is |ess than three
times the remaining credits available in the current year. The Agency also reservesthe
right, in itsdiscretion, to authorize a forward commitment of tax credits, and to make a
reservation and allocation of tax credits pursuant to any such forward commitment, to
any project whose application was submitted in a prior year but that did not receive
any award of creditsin such prior year if, in the Agency’ s deter mination, such
application meets all the minimum requirements of the Plan in the year creditsareto
be allocated to that project pursuant to such commitment.

Twenty percent (20%) of the total tax credits will be set-aside for projects with nonprofit
owners demonstrating material participation and meeting all other requirements for such
nonprofit owners under the Plan and the Code. A nonprofit (or a qualifying corporation)
must be able to demonstrate that they meet the material participation requirements of
Section 469(h) by being involved on aregular, continuous and substantial basisin the
development and operation of the project throughout the full tax credit compliance period,
and they must meet all other requirements of a project involving a nonprofit entity as stated
in the Plan or the Code. Creditswill be awarded, within the geographic region where the
project islocated, to eligible projects with qualified nonprofits ownersin descending order
of their point ranking. These projects will take precedence over other projects until the
nonprofit set-asideis exhausted. Any applications for projects with qualified nonprofit
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ownership remaining after the 20% set-aside must compete equally with all other
applicationsin the region.

Please note that, regardless of whether a project with qualified nonprofit ownership received
areservation of credits from the 20% set-aside, every application the Agency receives that
chooses the nonprofit applicant designation will be required to comply with the requirements
for projects with qualified nonprofit ownership, including but not limited to, material
participation standards, set forth in the Plan and the Code.

Unit Types
€) Tax credits may be used for any type of rental unit, however, preference is given to certain

types of units as described in the Plan, such as housing designed for the handicapped, elderly,
special needs, and large families. Units must be rented using alease of not less than six

months.

(b There is no minimum or maximum number of units for an application, except no applicant
may request tax credits in excess of the maximum county or principal set-asidesin Section
I11 of the Plan.

(c) Projects must do at least one of the following:

(i) Provide new construction of affordable units.

(i)  Substantially renovate existing units. See the Agency definition for substantial
renovation.

(iii)  Acquire and substantially rehabilitate existing buildings. Owners may receive a 4%
tax credit on the adjusted basis of an existing building that meets the following
requirements: 1) The building isacquired by purchase, 2) A substantial renovation
must be proposed as defined in the General Requirements, and 3) Thereis aperiod of
at least 10 years between the date of acquisition by the taxpayer and the later of (i) the
date the building was last placed in service, or (ii) the date of the last substantial
rehabilitation costing 25% or more of the adjusted basis for which certain tax
depreciation elections were made. Certain exceptions to the ten-year rule are
specified in the Code.

B . AGENCY DEVELOPMENT THRESHOLD REQUIREMENTS AND CONSIDERATIONS

The Agency will promote the development of affordable housing on sites that are well configured,
integrated into aresidential community, and close to services and amenities. Sites must meet
minimum threshold requirements described below to receive either tax credit or RPP funding.
Projects whose sites do not meet all minimum site threshold requirements will be disqualified and a
full application will not be accepted. After preliminary application review, applications meeting
minimum Agency threshold requirements will be scored based on the Plan. All of these projects may
submit full applications. Scoreswill be made known to applicants so that they may assess their
chances of being funded in the full application process. Full applicationswill be evaluated on the
basis of meeting all site and financial threshold requirements. Projects that do not meet one or more of
the threshold requirements may not be considered for funding.

Applicationsfor tax credits on buildings |ocated on separate sites should be considered separate
applications for purposes of the Agency’s preliminary application process. Each application will
require a separate initial application fee. Projects may be considered one application in the full
application submission if, sites are secured by one permanent mortgage and are not intended for
separation and sal e after receipt of the tax credit allocation.
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Site Threshold Requirements

@)

(b)
(©

(d)

(€)

()

(9

(h)

(i)

Sites should be sized to accommodate the number and type of units proposed. Required
zoning must bein place, including any special use permits, traffic studies, conditional use
permits and other land use requirements as well as the conclusion of all public hearings
reguired to develop the site by April 27, 2001 for full application submission. Land cost
allocated to the project cannot include excess acreage unnecessary for the construction and
use of the current project.

Site control (Valid Option/Contract or Warranty Deed reflective of filing).

Adequate utilities (water, sewer, gas, and electricity) should be available to service the site.
Sites should be accessed directly by existing paved, publicly maintained roads. If not, it will
be the applicant’ s responsibility to extend utilities and roadsto the site. In such cases, the
applicant must explain and budget for such plans at the preliminary application stage, aswell
as document the applicant’ s right to perform such work through, for example, language in the
real estate option/contract, separate contract or consent by the City or Town.

Sites must be integrated into aresidential community and must not be isolated in areas with
large amounts of undeveloped land. Surrounding uses must be compatible with the proposed
project, and the proposed design compatible with existing architecture in the area.
Incompatible usesinclude adjacent sites with environmental or other problems such as high-
voltage transmission lines, sources of excessive noise, existing and proposed freeways and
high traffic corridors, flood hazards, or close proximity to potential pollution from industrial,
waste treatment, and agricultural sources.

A project will not receive tax credits or RPP funding if it isin the same market area as
previously funded tax credit or RPP projects which have not reached stabilized occupancy
(see definitions), unless a viable market is otherwise clearly substantiated by the market study.
Projects within the same market area as existing competitive tax credit developments that
have arecent history of high vacancy rates will not receivetax credits or RPP funding. If
there are competing projects in the same market where there is evidence all can not be
supported, only such projects that can be supported will receive tax credits or RPP funding.

The quality, financial health and market of phase one projects will be evaluated before phase
two projectswill receive tax credits or RPP funding . Phase two developments will not
receive tax credits or RPP funding where the previous phase has had a recent history of high
vacancy rates or along lease up period. Thetotal number of qualified unitsin both phases
will be considered when scoring phase two projects in the Plan under Section V.E. 5.

There must be a strong market for the proposal. The market area must be realistically narrow
enough to attract tenants to the project. The Agency will contract for an independent market
analysis as outlined in Appendix A.

Physical structuresin neighborhoods surrounding the proposed development should be
in good condition. Specifically, the majority of structures should be occupied and/or
well maintained for their use. If the surrounding areaisdilapidated, there should be a
plan and public commitment of fundsto revitalize the area. Sponsors of proposed
developmentsin distressed neighborhoods should submit with the preliminary
application evidence of a community revitalization plan adopted and funded by a unit of
government or nonprofit organization in order to qualify for a more favorable site
evaluation score. Thisinformation should include evidence of recent revitalization
activitiesaswell as detailsand ti ming of planned development.

Proposed construction must not be located within a 100-year floodplain. Proposed
construction includes driveways, parking areas, playgrounds, community building/office,
residential buildings, maintenance buildings, refuse collection areas, laundry rooms, mail
collection areas, or any other permanent structure or fixture. The Agency may waivethis
restriction in certain counties in the East Region where viable alternatives do not exist and
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where sound measures to mitigate flood hazards are proposed.

2. General Threshold Requirements

(@)

(b)

©

Projects with Historic Tax Credits

Buildings must be placed on the National Register of Historic Places entitling the project to
receive historic credits by the submission date of the full application. If abuilding isnot on
the National Register, Part 1 of the US Department of the Interior Historic Preservation
Certification Application must be approved at the time of full application. Evidence of
meeting this requirement should be provided.

NonProfit Ownersin a Joint Venture

For purposes of receiving atax credit reservation and allocation from the nonprofit set-aside,
anonprofit owner in aproject | must meet several requirements. 1t must: 1) be qualified as a
nonprofit under Section 501(c) (3) or (4) of the Code, 2) be domesticated in North Carolina
for at least 12 months prior to submitting an application, 3) have local community
involvement on the board of directors, 4) materially participate (or a qualified corporation
must materially participate) in the acquisition, development, ownership, and ongoing
operation of the property for the entire compliance period, and 5) have as one of its exempt
purposes the fostering of low income housing. Material participation is defined in Section
469(h) of the Code and Treasury Regulations thereunder as being involved on aregular,
continuous, and substantial basis in the development and operation of the project throughout
the full tax credit compliance period.

Asacondition of every reservation of creditsto an applicant applying for nonprofit set-aside,
the Agency will require the submission of an attorney’s opinion letter stating that condition 4
outlined above istrue. At aminimum, the nonprofit or aqualified corporation must be a
general partner or managing member in the ownership entity. The Agency reserves the right
to make a determination that the nonprofit owner isnot affiliated with or controlled by afor-
profit entity or entities other than aqualified corporation. There can be no identity of interest
between any nonprofit owner and for-profit entity, other than a qualified corporation.

Every nonprofit applicant must submit a narrative statement, certified by aresolution of the
nonprofit’s Board of Directors, with the full application describing the nonprofit’s plan for
material participation during the development of the project and compliance period.

Acquisition and Substantial Rehabilitation projects

0] The Agency will requirethat all proposals claiming acquisition tax credits submit
an attorney's opinion letter, as a condition of areservation of credits, which states
that the proposed project meets the ten-year ownership or substantial rehabilitation
rule and that the new ownership structure qualifies under the appropriate IRC
Section 179(d)(2)(A) Related Person rules.

(i) In substantial rehabilitation projects, hard construction costs must exceed $7,000
per unit. These costs will be calculated using lines 2 through 7 in the Project
Development Cost Description in Part A of the application and certified at final cost
certification. Points are only received for the substantial rehabilitation of occupied
low-income rental housing in which hard construction costs exceed $10,000 per
unit.

(iii) Environmental Hazards — All renovation projects must submit a hazardous material
report which provides the results of testing for asbestos containing materials, lead
based paint, Polychlorinated Biphenyls (PCB's), underground storage tanks,
petroleum bulk storage tanks, Chlorofluorocarbons (CFC's), and other hazardous
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3.

materials. Thetesting must be performed by professionals licensed to do hazardous
materialstesting. A report written by an architect or building contractor or
developer will not suffice. A plan and projected costs for removal of hazardous
materials must also be included.

(iv) Appraisals - The Agency will not allow the project budget to include more for land
costs than its appraised market value. Any project budgeting more than $1,000
toward land costs must submit areal estate “asis’ appraisal prepared by an
independent, state certified appraiser, providing aland value with submission of the
full application. All rehabilitationsrequirean “asis’ appraisal that breaks out the
land and building values from the total value.

Other Considerations

(@)

(b)

(©

Minority and low-income concentration: Projects cannot be in areas of minority and low-income
concentration (thisis measured by comparing the concentration in the site's census tract with the
percentage of minority and low-income households in the community overall). An exception can
be made for projectsin economically distressed areas which have revitalization plans with public
funds committed to support the effort. The Agency will analyze the market area to determine the
appropriateness of the density and the diversity of the housing and population.

Displacement: Proposed projects must minimize displacement, as this activity is strongly
discouraged. In every instance of displacement, the applicant must supply with the full
application a plan describing how displaced persons will be relocated, and the costs and source of
relocation expenses. The applicant isresponsible for all relocation expenses, and they must be
included in the project’ s development budget.

For any project requesting a Rental Production Program (RPP) loan or any other federal funding
that will result in displacement, the applicant must comply fully with all requirements under the
Uniform Relocation Assistance and Real Property Acquisition Policies Act of 1970 (URA).

For any projects requesting tax credits but not requesting RPP funds or any other federal funds
that will result in either permanent or temporary displacement, the applicant must comply fully
with al URA requirements, except as provided for by the guidelines outlined in Appendix F.

Tax Information Authorization: IRS Revenue Ruling 9-98 establishes a process for the Agency to
obtain tax credit background information of applicants. The Agency has signed a Memorandum of
Understanding with the Internal Revenue Service in order to implement this process. Applicants
must submit an executed IRS Form 8821 with their full applications. Every owner should submit
aseparate form. The IRSwill provide the Agency with all federal tax information pertaining to
low income housing tax credits, including audit findings and assessments for all tax periods
specified on Form 8821, Tax Information Authorization. The form and instructions are supplied
in Appendix Z.

4. Underwriting Threshold Requirements

The following minimum financial underwriting requirements apply to all projects. Projectsthat cannot meet
these minimum requirements will not receive credits or RPP funding. Underwriting will be completed at the
time of full application.

(@)

L oan Underwriting Standards

All projectswill be underwritten assuming a constant 7% vacancy rate with rentsincreasing at 3%
and operating expenses and replacement reserve accounts increasing at 4% annually. All project
proformas must reflect at least a 1.15 debt coverage ratio (DCR) for the term of any debt financing
on the project.

The repayment schedule for RPP [oans should be structured to achieve an appropriate level of
subsidy while maintaining a1.15 DCR. The Agency reserves theright to adjust itsinterest
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(b)

(©

(d)

lending rate to avoid negative amortization of its RPP loans.

Operating Expenses
Assumptions for projects over 16 units:

New construction: $2,100 per unit per year not including taxes, reserves and resident support
services

Renovation: $2,300 per unit per year not including taxes, reserves and resident support services.

Owner projected operating expenses will be used if they are higher than Agency minimums. The
owner must have the proposed management agent (or management staff if thereis an identity of
interest) sign a statement in the application that they have reviewed these costs and agree they are
reasonabl e projections.

Equity Pricing

The Agency will examine the individual project pricing fortax credits and compare it to the
average market price for tax credit syndications as published in the Tax Credit Advisor. Projects
will be underwritten using equity pricing equal to at |east the national market average. Owner
equity projections will be used when an equity payment greater than average national pricing is
projected. At application submission, applicants are required to submit aletter of intent from the
investor confirming the financial assumptions of the purchase. Individual project pricing will be
determined using the following formula:

Net equity from the projected sale of low-income housing tax credits- DIVIDED BY - Tax credit
allocation request multiplied by Limited Partners percent of ownership (example: 99.99%
multiplied by 10 years). Net equity should be calculated net of any syndication fees. Bridge loan
interest typically incurred by the syndicator to enable an up front payment of equity should not be
charged to the project directly, but be reflected in the net payment of equity. Equity should be
based on tax credits to be used by the investor(s), excluding those allocated to the principal s unless
these entities are making an equity contribution in exchange for the tax credits.

Reserves

0] Rent-up Reserve: Required for all except bond financed projects. A reasonable amount
should be established based on the projected rent-up time considering the market and target
population, but in no event shall be less than $200 per unit. These funds should be available to
the management agent to pay rent-up expensesincurred in excess of rent-up expenses budgeted for
in the project development costs. The funds are to be deposited in a separate bank account and
evidence of such transaction provided to the Agency 90 days prior to expected placed in service.
All funds remaining in the rent-up reserve at the time the project reaches 93% occupancy must be
transferred to the project operating reserve account.

For those projects receiving loan funds from Rural Development (RD), the 2% initial operating
and maintenance capital established by RD will be considered the required rent-up reserve deposit.

(i) Operating Reserve: Required for all projects except those receiving loan funds from
Rural Development. The operating reserve will be based on six month’s debt service and
operating expenses, and must be maintained for two full years starting after reaching stabilized
occupancy. From that point forward, an operating reserve balance equal to three month’s debt
service and operating expenses must be maintained throughout the term of the tax credit
compliance period or RPP |oan term, whichever is greater.

Projects receiving RPP funds must capitalize the operating reserve account prior to the RPP |oan
closing. The Agency must approve any withdrawals from the operating account to meet project’s
operating deficits that exceed $2,000 in aggregate during any three month period

(I1) QAP - Page 25 of 42 11/7/00, amended



The operating reserve can be funded by deferring the devel oper’ s fees of the project. If this
method is utilized, the deferred amounts owed to the developer can only be repaid from cash flow
if al required replacement reserve deposits have been made. For tax credit projects where no
RPP |oan applies, the operating reserve can be capitalized by an equity pay in up to one year after
certificate of occupancy isreceived. Thiswill be monitored by the Agency.

For applicants seeking 4% housing credits with tax-exempt bond financing, the operating reserve
will be based on four month’ s debt service and operating expenses. The period for which this
reserve must be maintained can be established by the bond issuer.

(iii) Replacement Reserve: All new construction projects must budget replacement reserves of
$250 per unit per year. Renovation projects involving an adaptive reuse effort must budget
replacement reserves of $350 per unit per year. Renovation projectsinvolving a building currently
or previously used as housing must budget replacement reserves of $350 per unit per year. The
replacement reserve must be capitalized from the project’ s operations, escalating by 4% annually.
Thiswill be monitored by the Agency. Projects with an RPP |oan must have Agency approval of
withdrawals for capital improvements throughout the term of the loan.

In both types of renovation projects mentioned above, the Agency reserves the right to increase the
required amount of annual replacement reserves if staff determines such an increase is warranted
after adetailed review of the project’s physical needs assessment.

For those projects receiving Rural Development (RD) loan funds, the required funding of the
replacement reserve will be established, administered and approved by RD, and the replacement
reserve will not escalate annually.

Funds remaining in the operating and replacement reserve accounts at the end of the RPP [oan
term must be used for project maintenance costs approved by the Agency or applied against the
loan.

Summary chart of the underwriting requirementsfor projects:

Project Type | Rent Up Reserve Operating Reserve | Operating Replacement
Expense Reserve
New $200/unit 6 Months of debt & | $2100/unit $250/unit
Construction oper ating expenses
Rehab $200/unit 6 Months of debt & | $2300/unit $350/unit
oper ating expenses
Adaptive Reuse | $200/unit 6 Months of debt & | $2300/unit $350/unit

operating expenses

Rural Housing

Considered part of 2% 2% Operating & $2100/unit — New | Established by

Operating and Maintenance $2300/unit — Rehab | Rural Devel opment
Maintenance Account
Bond Project Recommended 4 Months of debt & | $2100/unit — New
w/Tax Credits operating expenses | $2300/unit — Rehab
$2300/unit —
Adaptive Reuse
(e)  Deferred Developer Fees:

Developer fees can be deferred to cover agap in funding sources as long as fees are projected to
be repaid within 10 years. The obligation to repay the deferred amounts owed to the devel opers
must meet the standards required by the IRS to stay in basis. Repayment projections must not
negatively impact the operations of the project using Agency underwriting standards. Developers
should include a statement describing the terms of the deferred repayment obligation to the project
including any interest rate charged and the source of repayment with the application. Nonprofit
organizations should include aresol ution from the Board of Directors allowing such a deferred
payment obligation to the project. The Agency will require a note evidencing the principal
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(9)

(h)

amount and terms of repayment of any deferred repayment obligation be submitted at the time of
cost certification. The developer may not charge interest on this note beyond the long term AFR.

Financing Commitment:

For all projects proposing private permanent financing, aletter of intent isrequired. Thisletter
should clearly state the term of theloan is at least 18 years, how the interest rate will be indexed
and the current rate at the time of the letter, the amortization period, any prepayment penalties,
anticipated security interest in the property and lien position. The interest rate must be fixed and
no balloon paymentsmay be due for 18 years. The bank must complete a cover letter using the
format in Appendix E, and submit it with the letter of intent. Applicants must submit aletter of
commitment for financing within 90 days of receiving an award of tax credits.

For all projects proposing public permanent financing, binding commitments are required to be
submitted by May 18, 2001. All loans must have afixed interest rate and no balloon payments for
at least 18 years after project completion. A binding commitment isdefined as aletter, resolution
or binding contract from aunit of government. The same terms described for the letter of intent
from a private lender must be included in the commitment. A sample commitment |etter can be
found in Appendix E.

It is not necessary to have Federal Home Loan Bank Affordable Housing Program (AHP) or NC
Division of Community Assistance Community Development Block Grant subsidy commitments
in place at the time of the application. All projects applying for tax credits and the NC Division of
Community Assistance (DCA) Community Development Block Grant (CDBG) subsidy must
submit the application to DCA at the same time as the Agency’ s application deadline. However,
the Agency will only consider AHP financing that has been submittedin the FHLB’ sfirst offering
round of the calendar year. Any other financing from afoundation or alternative resource provided
at below market terms must be committed by July 14, 2001 Public lenders must submit a cover
letter outlined in Appendix E with the required letter of commitment. (Applicants using funds
from the Division of Community Assistance refer to Appendix Q).

Developer/Builder Fees:

0] Developer’s fees shall be a maximum of 15%, or a lesser percentage adjusted for project
size as described below. The Agency calculates devel oper's fees by adding lines 2-36 less
lines 8 and 9 from the Project Development Cost Description in the application and
multiplying by the applicable percentage to determine the maximum allowabl e devel oper

fee.

0-60 units 15%
61-100 units 12.5%
101 units plus 10%

In addition to the fees described above, a maximum developer’s fee of 4% is allowed on
the acquisition cost of buildings (not including land value/cost) purchased for substantial
renovation.

(i) Builder's general requirements shall be limited to 6% of hard costs,

(iii) Builder's profit and overhead shall be limited to 10% (8% profit, 2% overhead) OF
TOTAL HARD COSTS including general requirements.

(iv) Where an identity of interest exists between the owner and builder, the builder's profit
and overhead shall be limited to 8% (6% profit, 2% overhead).

Consulting Fees:

Consulting fees for a project must be paid out of developer fees, so that the aggregate of any
consulting fees and devel oper fees is no more than the maximum devel oper fee allowed to that
project.
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(k)

V)

(m)

Investor Services Fees:

Investor services fees must be paid from net cash flow and not be cal culated into the minimum debt
coverageratio.

Project Contingency Funding:

All new construction projects shall have a hard cost contingency line item of NO LESS OR NO
MORE THAN 3% of total hard costs, including general requirements, builder profit and overhead.
Renovation projects shall include a hard cost contingency line item of NO LESS OR NO MORE
THAN 6% of total hard costs.

Developments with Rural Development (RD) Financing Projects:

Those projects which apply for RPP funds that have a commitment of financing or rental assistance
from the Rural Development, will be underwritten with the following guidelines.

RPP Loan Term: 30 years

Interest Rate: 0%

Amortization Period: 30 years

Income and Expenses shall trend to RD guidelines.

Project Ownership:

There must be common ownership between all units and buildings within asingle project for the
duration of the compliance period.

Section 8 Project-Based Rental Assistance

For all projects that propose to utilize Section 8 project-based rental assistance, the Agency will
underwrite the rents according to the tax credit and HOME limits as provided in Appendices | and
J respectively. These limits are based on data published annually by HUD. If the Section 8 HAP
contract administrator iswilling to allow rents above these limits, the project may receive the
additional revenue in practice, but Agency underwriting will use the lower revenue projections
regardless of the length of the Section 8 contract.

Given the uncertainty of long-term Congressional commitment to Section 8 rental assistance
funding, the Agency considers underwriting to the more conservative revenue levelsto best serve
the project’ slong-term financial viability.

C. AGENCY TARGETING REQUIREMENTS

@

Qualified units are all units receiving tax credits and/or RPP |oan funds from the
Agency and are rented to families with incomes below 60% of area median income
adjusted for household size. Forty percent (40%) of the qualified unitsin projects
with RPP funds must be affordable to and occupied by households with incomes of
less than 50% of the area median income adjusted for household size.

Mixed income projects which propose amix of qualified units and market rate units
may be financed with both tax credits and RPP funds; however, certain restrictions
apply.

Tax Credit Restrictions (Minimum Set-aside). There are two set-aside selections that an owner
applying for tax credits must choose between:

(i) At least 20% of the units must be affordable to and occupied by tenants with incomes at
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50% or less of the area median income. If this designation is chosen by the owner, no
household in aunit for which the owner is receiving tax credits may earn more than
50% of the gross area median income adjusted for household size. OR,

(i) At least 40% of the units must be affordable to and occupied by tenants with incomes at
60% or less of the gross area median income, adjusted for household size. If this
designation is chosen by the owner, no household in a unit for which the owner is
receiving tax credits may earn more than 60% of the gross area median income adjusted
for household size. Owners who desire amix of qualified units targeted to households at
both 50% and 60% of median income should choose this set-aside.

See Appendix | for area median income amounts and income limits by family size. Tax credit
rules dictate that the owner, at a minimum, must irrevocably elect to comply with either the
20%/50% or 40%/60% income and rent restrictions at the time of application but no later than the
first tax return after the project is placed in service.

Additional Set-aside: Additional unitsin excess of the minimum set-aside may be targeted as
qualified units. However, if any units are targeted toward households at 60% of median income,
then the minimum set-aside must be 40%/60%. If a 20%/50% mininmum set-aside is chosen then
all additional targeting must be at no greater than 50% of median income.

Rental Production Program Restrictions. Market rate units are not considered qualified units and
would not fall under the restrictions of the RPP program, or be counted in per unit calculations
described in the RPP Loan Product Sheet.

Extended Use Requirements

The Extended L ow-I1ncome Occupancy election in the application binds the ownership entity to
continue to use the building for low-income housing for an extended period of time beyond the
first 15 years. If thiselection is not made, owners may elect to discontinue low-income occupancy
at the end of 15 years by notifying the Tax Credit Allocation Committee through the Agency by
the end of the 14th year. If the Agency cannot assist the ownership entity in finding aqualified
buyer for the project, the low-income occupancy may be discontinued with certain restrictions.
Restrictionsinclude a ban on rent increases for three years for qualified low-income occupants
beyond the applicable tax credit levels nor may they be evicted for other than good cause.

Maximum Rent Calculation for Low-Income Housing Tax Credits and RPP Funds

Tax Credit Rent Calculation Requirements:

The Agency uses atwo step process to determine maximum rents that may be charged on a
project. Rents, including utilities, may not exceed the applicable low-income rent ceiling based on
30% of the household income limit calculated at 1.5 qualified occupants per bedroom known as
the "maximum housing expense". Efficiency, studio, single room occupancy units are an
exception asrents are calculated using 1.0 qualified occupants per bedroom. See Appendix | for
area median income amounts and maximum housing expenses.

(As of 10/00, HUD has not yet published revised maximum family income limits for 2001. The
Agency expects to forward the 2001 income limits, an updated Appendix I, to applicants under
separate cover in early January 2001, as soon as we receive themfromHUD.)

EXAMPLE: Applicant chooses to target rents to families at 50% of the area median incomein
order to receive additional points under the QAP. Referring to Appendix |, the maximum housing
expense allowable under the tax credit rules for atwo bedroom unit in Alamance County for
households at 50% of the area median income in 2000 would be cal culated as follows:
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2 bedrooms times 1.5 persons per bedroom 3-person income limit

Maximum Income of Three Persons $22,950.00
Divided by 12 months $ 1,912.50
Multiplied by 30% $ 574.00
Maximum Housing Expense $ 574.00

Additionally, the Committee and the Agency require maximum rents be set with a"Window of
Affordability". Maximum housing expense for a project isto be no greater than 90% of the
applicable total monthly housing expense ceiling (as calculated above) in high-income counties, or
no greater than 95% of the applicable total monthly housing expense ceiling in low-income
counties. Thiswindow of affordability will be monitored by the Agency during the compliance
period for projects receiving an allocation of creditsin 1998 and beyond. See Appendix K for list
of high-income and low-income counties. Using the example above, Alamance County in
considered a high-income county per Appendix K, therefore, the following calculation is

required:
EXAMPLE:
Maximum Housing Expense: $574.00
Multiply by 90% (window of affordability) $516.00

Maximum Housing Expense Permitted by the Agency: $516.00

NOTE: The Maximum Housing Expense figureslisted in Appendix | have been calculated
toinclude the applicable Window of Affordability. Additionally, these rentsinclude utilities.
To calculate net rents (i.e. the rent collected by the development), utilities charged to the tenant
must be subtracted from $516.00.

Tax credit projectsthat select the minimum set-aside of 40% at 60% but also choose to target
more deeply (i.e. 50% of units at 50%) will not be required to use the window of affordability
when figuring the rents for these lower targeted units.

RPP Rent Calculation Requirements:

While the same requirements mentioned above apply to projects with RPP funding, applicants
using RPP funding must check Appendix J to make sure the maximum housing expense as
calculated above does not exceed federal HOME Program rents. Y ou will notice that the rentsin
Appendix Jare broken out into several categories. For rent calculation purposes, the Low HOME
Rent and High HOME Rent categories are the most pertinent. If a project has RPP funding,
20% of the units must be at or below the Low HOME Rent and the other 80% of the units
must be at or below the High HOME Rent. Often, the Low and High HOME Rent figures will
be the same.

NOTE: All affordable unitswithin an RPP funded project must be at the HOME rents as
mentioned above unless thetax credit rentsfound in Appendix | arelower. If so, then these
mor e restrictive rentswould apply.

EXAMPLE 1. Comparing Tax Credit and HOME Rent Limits
Using the same example of the two-bedroom unit in Alamance County (now |ooking under the
Greenshoro-Winston-Salem MSA in Appendix J), the federal Program HOME rents are $553 for
the Low HOME Rent and $553 for the High HOME Rent. The 50% of median income tax credit
maximum housing expense of $516, as calculated above, is]ess than the federal HOME Program
rents. Therefore, thislower rent must be applied to all units.

EXAMPLE 2: Applying the Home Rent Rules
An applicant is proposing a project with 24, three bedroom units, all targeted to occupants that
have incomes at or below 60% of the area median income in Raleigh (Wake County). Both tax
credit and RPP funds will be used. (NOTE: Because the owner will utilize the HOME fundsin the
depreciable basis of the buildings, 40% of the occupants must be at or below 50% of the area
median income). In order to calculate the maximum rents, the applicant follows these steps:
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Check Appendix | for the maximum rents for tax credit units at 60% of median income.
Using 2000 figures, the maximum rent for a three-bedroom apartment in Wake County is
$875.

Check Appendix J for the maximum HOME rents. Using 2000 figures, the applicable
three-bedroom HOME rentsin the Raleigh-Durham-Chapel Hill MSA are: Low HOME Rent
$810, High HOME Rent $871.

Apply the rules outlined above: a) 20% of the units with RPP funds must be at the Low
HOME Rents. Therefore, 5 units must have a rent of $810. b) All unitsin a project with
RPP funds must be at or below the HOME Rents. The more restrictive of the HOME or tax
credit rentswill apply. In thiscase, the maximum HOME rent of $871 is lower than the 60%
tax credit rent of $875.00. Therefore the remaining 19 units will rent for no more than $871.

EXAMPLE 3:

An applicant is proposing a 28 unit development which will have 20 two-bedroom unitsand 8
three-bedroom units. Both tax credit and RPP funds will be used. The proposed rent structureis

asfollows:

Proposed Rent Structure

Bedroom Size # Units Monthy Rent Utility Cost Total Monthly Cost

2 10 $350 $99 $449
2 10 $425 $99 $524
3 4 $475 $106 $581
3 4 $525 $106 $631

The applicant has made the following set-aside selections in Part B of the application:

1 40% of the units are at 60% of median income. (See V1. C. of the Plan), and

2. 40% of the units are at 50% of median income. (This selection isrequired for projects

with RPP funds), and

3. 50% of the units at 50% of median income.

The following must be done to verify that the rents proposed meet both the tax credit and the
HOME fund rent calculation rules.

STEP 1: Check the Tax Credit Rent Limits, Appendix I.
Tax Credit Limitsfor Stokes County

Bedroom 50% Tax Credit Limit 60% Tax Credit Limit
Size
2 $545 $654
2 $630 $756

Remember the rent figuresin Appendix | include both the “window of affordability” and

utility costs.

When the tax credit rentsare compared with the proposed rents, it can be seen that all of the
2 bedroom units are below the 50% limit rent of $545 (proposed rents $449 and $524).
Additionally, four of the 3 bedroom units (proposed rent $581) are below the 50% limit of
$630. The remaining four 3 bedroom units (proposed rent $631) are within the 60% limit of

$756.

Therefore, the applicant has met the set-aside requirements selected: 1) All unitsare at or
below 60% of median income; 2) 40% of the units are at 50% of median income; and 3) At
least 50% of the units are at 50% of median income. (Note: In this case all but four of the
units are below the 50% limit)

STEP 2. Check the HOME Program Rent Limits, Appendix J
Rent Limitsfor Stokes County (Greensboro/Winston Salem M SA)

2 Bedroom 3 Bedroom
Low HOME Rent $553 $663
High HOME Rent $553 $762
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When the HOME Program rents are compared with the proposed rents, it can be seen that
therentsfor al of the 2 bedroom units are below both the low HOME Program and high
HOME Program rent of $553 (proposed: $449 and $524). The 3 bedroom units are also
below both the low HOME Program rent of $663 and the high HOME Program rent of $762
(proposed: $581 and $631).

Therefore, the HOME Program rules for projects that use RPP funds have been met in this
example: 1) All proposed rents are within the HOME Program rent limits; and 2) At lest
20% of the units have rents that are within the low HOME Program rent limits.

STEP 3. Comparing the Tax Credit Rent Limitsand the HOME Program Rent Limits

In this example, it should be noted that the 2 bedroom 50% tax credit rent limit of $545is
lower than the 2 bedroom HOME Programrent limit of $553 but the 2 bedroom 60% tax
credit rent limit of $654 is higher than the HOME Program rent limit. For the 3 bedroom
units, the 50% tax credit limit of $630 is lower than the low HOME Program rent of $663
and the 60% tax credit limit of $756 is lower than the high HOME rent of $762. As
discussed above, the most restrictive rent limits will always apply.

In this example, the proposed 2 bedroom rents are all correctly within the more restrictive
HOME Program rent limits. The 3 bedroom units are correctly within the more restrictive
tax credit rent limits.

L ow-income tenants must re-certify their incomes annually in projects with less than 100% low-
income occupancy. Projects with 100% low-income occupancy must comply with thisregulation
unless awaiver of the annual income certification is obtained from the IRS, and a copy of the waiver
isforwarded to the Agency.

A qualified low-income unit may remain designated as |low-income as long as the tenant's income
does not exceed 140% of the current qualifying low-income limit. If tenant income exceeds 140% of
thelimit, or a unit becomes vacant, it will continue to qualify, provided no other vacant units of
comparable or smaller size are rented to nonqualifying families, the resident remainsin that building,
and the rent on that unit remains restricted.

Special Requirements

(@)  Theproject must meet all applicable federal, state and local laws and ordinances including
Section 42 of the Code.

(b)  All projects are required by law to meet the handicap-accessibility standards outlined in the Fair
Housing Laws, including the Federal Fair Housing Amendments Act of 1988 (the"Act"). Thelaw
provides that failure to design and construct certain multifamily dwellings to include features of
accessible design will be regarded as unlawful discrimination. In general, these requirements
apply to al ground floor units. The requirements of this Act are outlined further in Appendix B..

Native American Housing Assistance Self-Deter mination Act of 1996 (NAHASDA) NAHASDA
assistance isnot taken into account in determining whether aproject is federally  subsidized
for purposes of tax credits, if certain requirementsare met. Costs of projectsfunded with
NAHASDA assistance will qualify for up to the 9% tax credits aslong as deeper targeting rules
consistent with the special targeting for HOME Act financed projects (i.e., at least 40% of the
units at 50% of area median income or below) are followed by the project.
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D. BASISOF TAX CREDITS

@

(b)

(©

(d)

@

(b)

(©

Tax Credit Calculations

The Committee will reserve credits based on a project feasibility analysis and will award tax
credits not to exceed the amount necessary to ensure project feasibility and viability throughout
the project period. Thiswill be the maximum credit amount that will be allocated. Annual credit
allocations are equal to (a), (b) or (c) asfollows:

Nine percent of the qualified basis of low-income units for newly constructed or substantially
renovated projects or the "Applicable Percentage” that is computed under Code Section 42 (b) (2)
(b) (i) based on the average annual applicable federal rate (the AFR; see Appendix M), whichever
isless. The qualified basis of the proposed project may not include costs funded by federal
subsidies or tax-exempt bond financing.

Four percent of the qualified basis of low-income units for newly constructed or substantially
rehabilitated projects that are federally subsidized or financed with taxexempt bonds, or for the
acquisition cost of rehabilitated projects or the AFR computed under Code section 42 (b)(2)(B)(ii)
(see Appendix M), whichever isless.

The percentage of the qualified project basis necessary to ensure project feasibility and viability
throughout the credit period. If the amount of credits calculated in paragraphs (a) and/or (b) above
is more than the amount of credits basis necessary to ensure project feasibility and viability
throughout the credit period, in the Agency’ s determination, only the amount of credits needed to
ensure project feasibility and viability throughout the credit period will be reserved for the project.
The Agency’ s determination of the financial feasibility and viability of a project throughout the
credit period will be determined in a manner consistent with Treasury Regulation Section 1.42-17.

The adjusted basis of any building located in a qualified censustract shall includethe
depreciable adjusted basis of property used throughout the taxable year in providing any
community service facility, provided that such additional depreciable adjusted basis for such
property shall not exceed 10% of the eligible basis of the qualified low-income housing
project of which such property isa part.

Lock In Options for the AFR and Final Credit Calculation

Applicants who receive an allocation of tax credits will have the option of locking in the
Applicable Federal Rate (AFR) for 4 or 9 percent tax credits at the time a reservation is made or at
the time of the carryover alocation. Thiselectionisirrevocable. If the applicant does not choose
to lock in, the rate will be locked in using the AFR as of the month the first low-income building is
placed in service in accordance with Section 42 of the Code.

Applicant are advised that the actual allocation of tax credits or the RPP loan amount may be less
than requested, as aresult of the review of certified project costs at project completion.
Specifically, if the final cost certification does not demonstrate enough eligible basisin the project
for the tax credits reserved or allocated in acarryover agreement, the credits allocated on IRS
Form(s) 8609 will be adjusted downward to reflect thisamount. In no event will additional tax
credits be allocated for projects which incur additional unforeseen costs. For projects with RPP
loans, the loan amount may be decreased if there is not adequate justification for costs that vary
from the initial application.

Applicants are encouraged to project a conservative applicable federal rate (AFR) in the
application which realistically reflects the market. (A history of maximum applicable ratesis
located in Appendix M) Thiswill guard against projecting more equity than can realistically be
raised if the AFR falls.
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Qualified Census Tracts (QCTs) and Difficult To Develop Areas (DDAS)

The qualified basis for tax credits may be increased by up to 30% in high-cost or hard-to-develop
areas as designated by the Department of Housing and Urban Development. The Agency
generally does not support using RPP funds for projectsin qualified census tracts. 1f RPP funds
are used in such areas, they must be loaned with an interest rate equal to at least the applicable
federal rate defined in the Code in order to qualify for the 30% basis increase. There are other
restrictionsaswell. See Appendix L for list of Qualified Census Tracts and Difficult to Develop
Areas.

Carryover Provision

The Code requires more than 10% of a project’sreasonably anticipated basisbeincurred by
the later of the datethat is six months after the date the allocation was made or December 31
of the year in which the allocation ismadein order for the project toreceive a carryover
allocation under Section 42(h)(1)(E) or (F) of the Code. For administrative purposes, the
Agency isrequiring that the 10% cost certification be submitted by November 15, 2001 for
projects receiving a reservation or allocation of credtsprior to September 1, 2001, and that
projectsreceiving an allocation of 2001 credits on or after September 1, 2001 submit the
10% cost certification six months after the date the allocation was made. If such a datefalls
on a non-business day, the submission deadline will be the last business day within the six-
month period. The 10% cost certification should be submitted in accordance with the
procedures outlined in Appendix X asrevised. (Appendix X will berevised to reflect the
amendment to Section 42(h)(1)(E)(ii) of the Code and made available for applicants by late
Spring 2001.) The 10% that must beincurred is 10% of anticipated total costs of land and
depreciable real or personal property, excluding the basis of any building(s) that will not be
part of the completed property. The buildingsin projectsreceiving a carryover allocation
must be placed in service by the close of the second calendar year following the calendar
year in which the allocation ismade. For new construction and existing buildings, placed in
service usually means the date the building receives a Certificate of Occupancy issued by the
local governing body. For projectsinvolving substantial rehabilitation, placed in service
meansthe last day of the 24 month period (or shorter period, if elected by the owner) for
aggr egating rehabilitation costs, aslong asthe 10% cost certification requirements have
been satisfied. Please notethat ownersthat are awarded partial credits must meet the
requirementsfor receiving a carryover allocation.”

Rent Floor Selection

Applicants are permitted to use the initial maximum rents to serve as afloor preventing
subsequent reductions in maximum rents for atax credit building. Owners must execute thisform
prior to the placedin service date, or the applicable rents at the time of initial allocation of credits

will apply.
Ten Year Credit Period

Tax credits may be used upon occupancy of the qualified unit, prorated for the 1 year, for each
year for nine years thereafter with the unused amount from the first year's proration availablein
the 11th year. Compliance with income and rent restrictions will last aminimum of 15 years from
the time the project is placed in service. Thiswill be extended through the “Declaration of Land
Use Restrictive Covenants for Low-Income Housing Tax Credits’ (also referred to asthe
Extended Use Agreement).

Liability
Neither the Committee nor the Agency assumes any responsibility or accepts any liability for the

interpretation of Section 42 of the Code, or whether any individual, partnership, corporation or
entity that applies for and receives an allocation of tax credits qualifiesfor or can utilize tax credits
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alocated. Owners and their agents are encouraged to consult their own legal and tax advisors on
these issues.

Tax Credit Regulations

The IRS has not issued final regulations for many issues that involve the use of tax credits.
Additional rules and regulations are expected to be published at |ater dates. Any tax credit
reservation or allocation made by the Committee prior to such issuance will be subject to the rules
and regulations when issued.

Building Allocations
Thetax credits are to be reserved and allocated on a per building basis or on a project basis. Costs

of common facilities within the project may be prorated among the buildings or to the low-income
unitsin each building.

E. APPLICATION PROCEDURE

@

(b)

(©

(d)

(e)

The owner must complete the application in the Site and Market Analysis Application and submit
itina3", 3-ring binder, with tabs separating each exhibit, by January 19, 2001. Projects with
appropriate sites and markets will be allowed to submit afull application with required
attachments (3-hole punched with tabs) and an application feeby April 27, 2001.

Deliver to: Mail to:

North Carolina Housing Finance Agency North Carolina Housing Finance Agency
Rental Investment Group Rental Investment Group

3508 Bush Street P.O. Box 28066

Raleigh, NC 27609 Raleigh, NC 27611-8066

Application Process

The Agency will evaluate all projects for appropriate sites and adequate market demand through a
preliminary application process. The appropriate unit of government will be notified about the
project at the time the preliminary site and market application is submitted to the Agency. The
Agency will evaluate the response from the local government in approving or denying the
application. The Agency reserves the right to reject applications that are opposed in writing by
the chief elected official of the unit of local government (supported by their council or board), but
isnot obligated to do so. Reasons for opposition may include inconsistency with the local
Consolidated Plan or an adopted local policy.

Detailed analysis of sites and market studies will be performed to score preliminary applications.
Projects that do not meet the Agency’ s minimum threshold requirements described in this
document will not be allowed to submit afull application. Applicants should carefully review
the criteriathe Agency uses to evaluate both the site and market study. Scoring criteriaare found
in the Plan (Part V) and market study requirements are in Appendix A. Applicants will receive
the results of this preliminary ranking prior to submission of the full application.

Upon receipt of afull application, the Agency will log in and review each application and verify
the application is complete.

The Agency will rank applications according to the criteriain the Plan for areservation of tax
credits according to the appropriate set-aside in the Plan.

The Agency will use the revenue and expense information submitted to analyze the project's
financial feasibility. Project rentswill be required to meet all requirements of the Plan. The
Agency will use anational average price for tax credit pricing (currently 78 cents) in
underwriting the project unless the owner proposes a higher amount. This minimum is subject to
change depending on the syndication market for tax credits.
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(9)

(h)

The Agency will make its recommendation to the Committee. The applicant will then be notified
inwriting of the decision. If approved, the Agency will notify the applicant of the amount and
conditions of the tax credit reservation. If denied, the Agency will notify the applicant of the
reasonsfor denial. The Agency will provide a written statement available to the general
public for any allocation made not in accor dance with the Agency’spriorities and selection
criteriaas set forth in the QAP.

Once approved, the applicant will proceed to acquire, construct or rehabilitate the project. The
applicant is required to update the Agency on the progress of developnent by submitting a Project
Status Report (Appendix W). Sixty days prior to occupancy, the Agency must be notified in
writing of the targeted project completion date. Upon completion for occupancy, the applicant
must notify the Agency and furnish the Final Cost Certification form in Appendix Y. The cost
certification must include all project costs along with a certification for any subsidies the project
will receive. Final IRS Section 1.42-17 Regulations effective January 1, 2001 require that the
taxpayer of al projectsin excess of ten units, which are placed in service after January 1, 2001,
regardless of the year of credit allocation, submit a schedule of project costs accompanied by a
Certified Public Accountant's (CPA) audit report that details the project's total costs aswell as
those that may qualify for inclusion in eligible basis under Section 42(d). A third party CPA
verification isrequired for cost certification on two or more units. This certification shall bein the
form of Appendix Y. The Agency may require an independent cost analysis for projects that have
an identity of interest between the applicant and the builder/general contractor.

Under the Code, the allocating agency is required to underwrite the project upon completion and
adjust the amount of tax credits necessary to make the project feasible. Applicants must
understand that the actual tax credits allocated will be the lesser of the tax credits reserved, the
amount of tax creditsin any carryover allocation, or the tax credits determined necessary after
cost certification.

If the Agency determines that an applicant that has received areservation of tax creditsin a
calendar year will not receive an allocation in that calendar year, either because the applicant will
not meet the carryover requirements, will not place the project building(s) in service in that
calendar year, or failsto meet any other conditions of its reservation in the Plan or under the Code,
the reservation will be revoked, and those credits will be reallocated to the next highest ranked
project(s) without afull reservation in that region and in that calendar year, pursuant to the terms
of the Plan or, in the Agency’ s discretion, when appropriate and possible, carried over for
alocation in the next calendar year. Allocated credits may also be returned to the Agency under
the following conditions as further described in Treasury Regulation Section 1.42-14: (1) credits
have been allocated to a project building that is not a qualified building within the time period
required by Section 42, for example, becauseit is not placed in service within the period required
under Section 42, (2) credits have been allocated to a building that does not comply with the terms
of its allocation agreement, (3) credits have been allocated to a project that are not necessary for
the financial feasibility of the project, or (4) by mutual written agreement between the allocation
recipient and the Agency. Returned credits also may include credits previously allocated to a
project that failsto meet the 10% test under Section 42(h)(1)(E)(ii) of the Code after the
close of the calendar year in which such allocation was made. Creditsthat are returned before
October 1 in any calendar year are treated as credits returned in that calendar year, and all or a
portion of such creditswill be reallocated to the next highest ranked project(s) without afull
reservation in that region and in that calendar year, pursuant to the terms of the Plan or, in the
Agency’ s discretion, when appropriate and possible, carried over for alocation in the next
calendar year. With respect to credits that are returned after September 30 in any calendar year,
all or aportion of such credits may also be reallocated to the next ranked project(s) without afull
reservation in that calendar year pursuant to the terms of the Plan, or all or a portion of such
credits may be treated by the Agency, in its discretion, where appropriate and possible, as credits
that are returned on January 1 of the succeeding calendar year to be allocated in that year.

By the time of the 10% cost certification, (1) the owner ship entity must have been legally
formed, and (2) qualifying expenditures must have been incurred in the ownership entity's
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(k)
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(m)

name or incurred by the owner ship entity pursuant to a reimbursement agreement with a
third party and such third party hasincurred such expenditures by thetime of 10% cost
certification.

The Agency may conduct construction inspections for adherence to approved final plans and
specifications.

The Agency will review the Final Cost Certification for compliance with the Code in addition to
application and reservation requirements.

The owner must sign and record a “ Declaration of Land Use Restrictive Covenants for Low
Income Housing Tax Credits’ (Extended Use Agreement) in the county in which the project is
located by December 31 of the year the project is placed in service and a copy forwarded to the
Agency.

Tax creditswill be allocated, based on applicable regulations, to those projects that have
complied with the Code in addition to the application and reservation requirements.

The Agency may revoke credits after the project has been placed in service in accordance with
Section 42 if the Agency determines that the owner has failed to implement all representationsin
the application to the Agency’ s satisfaction.

F. ACCESSAND MONITORING

1

In making application for tax credits, the applicant agrees that the Committee, the Agency, and
their designees will have accessto any information pertaining to the project. Thisincludes having
physical accessto the project, all financial records and tenant information for any monitoring that
may be deemed necessary to determine compliance with the Code. Applicants are advised that
the Agency, on behalf of the Committee, isrequired to do compliance monitoring and to notify the
IRS and the owner of any discovered noncompliance with tax credit |aws and regulations, whether
corrected or uncorrected. The Agency intends to conduct desk audits and monitoring visits of
projects for the purpose of evaluating continuing compliance with tax credit regulations, selection
criteria used to award bonus points, ensuring that the project continues to provide decent, safe and
sanitary housing. The Agency will periodically modify monitoring procedures to ensure
compliance with the requirements set forth in Section 42 and from time to time amended.
Applicants are advised that some portion or all of a project’s application may be subject to
disclosure to the public under the North Carolina Public Records Act.

A monitoring fee must accompany the Final Cost Certification (Appendix Y) for a project to receive an allocation
of tax credits. The monitoring fee will be published each year by the Agency. Refer to the Plan, Rental Production
Program Information (Appendix R), and tax-exempt financing guidelines (Appendices U and V) for further
information on Agency monitoring requirements.

G. PROJECT ANALYSIS PROCEDURE

A. TheAgency will first conduct an analysis of the preliminary application to eval uate the site appropriateness
and market feasibility of each project. See Site and Market Evaluation in Section V. A. of the Plan for scoring
criteria. Projects must, at a minimum, meet all Agency threshold requirementsto be allowed to submit a
full application.

B. Upon submission of afull application, the Agency will use acomputer spreadsheet program to perform a
standard financial analysis of each project and to determine the appropriate tax credit amount. No project will
receive an applicabl e percentage exceeding 9% for new construction and substantial rehabilitation costs and
4% for acquisition costs and certain new construction and substantial rehabilitation projects that are federally
subsidized. The Agency will decrease the percentage where the tax credit amount is deemed to be excessive.
Projectsin qualified census tracts or difficult to develop areas are eligible for up to a30% increase in the
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calculation of the project's qualified basis. Such increaseswill only be permitted when shown to be critical to
the feasibility of the project. QCT'sand DDA's are found in Appendix L.

C. Theanalysisof projectswill generally use athree-step procedure to define the appropriate tax credit amount.

1. Thefirst step will establish and evaluate total development cost (i.e., land, construction and soft costs),
eligible basis and rents that will be charged to tenants based on the application submitted.

2. Thesecond step will establish and evaluate the project's operating expenses and debt service costs based on
projected commitments for financing.

3. Thethird step will establish and use a pro formafinancial analysis of the project's total costs, net operating
income and projected total sources and uses of funding (See Appendix G). All projects must meet the
underwriting requirements and the affordability windows described in C.4. Agency Targeting General
Requirements. The maximum tax credit award will be determined using the total anticipated qualified
basis amount multiplied by an AFR halfway between the April 2001 AFR and the maximum of 4% or 9%,
or the annual credit amount necessary to ensure project financial feasibility and viability throughout the
credit compliance period. This isthe maximum amount of tax credits which will be reserved for a project
(if it isapproved for credits) to alow the Agency flexibility in allocating creditsif the applicable
percentage (based on the AFR) changes.

D. Ownership entitieswill be required to furnish cost certifications on completion of the project. These actual
costswill be used in the same three-step process to determine if the tax credit amount provided at the
reservation stage should be modified. Any material changes from the approved application not approved in
writing by the Agency may result in cancellation by the Committee of the tax credit reservation or reduction of
the tax credit amount.

Federal form 8609 will not be issued until the owner and/or management company produces evidence of attending a
low-income housing tax credit compliance seminar sponsored either by the Agency or a sponsor acceptableto the
Agency within the last 12 months. In addition, 8609s will not be issued until the Agency confirms that project has
adhered to the design elements represented in the application and that |andscaping and other amenities (play
equipment, etc.) have been installed as per the applicant’ s site/landscaping plan. The Agency will exercise
reasonable judgement in withhol ding the issuance of the 8609 considering the imposition of factors outside the
developer’ s control, such as adverse seasonal and/or climatic conditions. Evidence of escrowed funds to complete
landscaping may be required.

H. COMPLIANCE MONITORING

The Code requires the Committee to devel op and implement a compliance monitoring program for completed
projects that have received an allocation of low-income housing tax credits. A procedural manual has been
developed and it will be distributed to applicants. Compliance monitoring is required for a minimum of 15 years
after receipt of an allocation.

Applicants will be required to submit a quarterly report to the Agency for the first four full quarters after placement
in service for any project. At that time, if the project is determined to be in compliance with the Code, reports may
be required only on an annual basis. Applicantswill also be required to submit to the Agency acopy of the IRS
form 8609 and Schedule A filed with the IRS for the first year credits are claimed.

The Agency will annually conduct on-site inspections and desk audits of at least 33% of the projects under the
Committee's jurisdiction. If projects are determined to be in noncompliance, monitoring may occur more often. The
desk audit and inspection will include a project review of 20% of the units for the following:

Low-income certifications

Supporting income documentation

Leases

Rent record (including utility documentation)
Compliance with supportive services commitments
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Compliance with other commitments made in the application
Inspection for compliance with HUD Uniform Physical Condition Standards

All projects, at aminimum, are expected to meet HUD' s Section 8 Uniform Physical Condition Standards and
comply with local and state health and building codes throughout the compliance period. A Memorandum of
Understanding (MOU) has been executed with Rural Development (RD) to accept their physical inspectionsin lieu
of performing theinspection. The Agency will use discretion in determining when to utilize the MOU. In any
event, the Agency will continue to monitor compliance documentation.

The Agency will be monitoring rent levels relative to current median income levels. The Agency requires awindow
of affordability in calculating rents such that rents cannot exceed 90 percent of the Maximum Housing Expense for
high-income counties and 95 percent of the Maximum Housing Expense for |ow-income counties.

The county designation will be reviewed on an annual basis and published each year in the QAP. Tenant rents can
not exceed theinitial “window of affordability” from the original underwriting for the property without written
permission of the Agency. Inthe event the county designation changes from low to high or high to low, requiring a
changein the window of affordability, changesto the rent level will be handled as follows:

The Agency will not require areduction in the existing rent structure because of a change in county
designation. However, rent increases can only be implemented to the extent that they comply with the current
required calculation, using the window of affordability that currently appliesto the project. The Agency may
waive thisrestriction if the ownership entity submits awritten request and documentation demongrating that
the property will be financially jeopardized, and that it is unable to pay its operating expenses and debt service
requirements while maintaining at least a 1.15 debt coverage ratio.

In mixed-use properties, 100% of the units may be monitored in any building receiving an allocation of tax credits.

The Agency will be monitoring projects to ensure the required monthly deposits to reserve for replacement accounts
are made in accordance with the General Requirements.

During the compliance period the Committee and Agency reserve the right, under the provisions of Section 42 of the
Code, to perform an audit of any project that has received an allocation of tax credits. Thisaudit may include an
inspection of all buildings, and areview of all tenant records and certifications, and documents supporting items for
which the owner received points (or avoided point deductions) in the application for an allocation of credits.

Each applicant has chosen to utilize low-income housing tax credits to take advantage of the tax benefits provided.
In exchange for these tax benefits, certain requirements must be met so that the project will benefit low-income
tenants.

Under the provisions of the tax credits, the ownership entity of alow-income housing project will be required to
keep records (as defined below) for each building within a particular development. These records must be retained
by the owner for a minimum of six (6) years beyond the owner'sincome tax filing date (plus any extensions) for that
year. However, first year project records must be maintained for six (6) years beyond the tax filing date of the final
year of the project's compliance period, or for 21 years because those records are needed to prove the project's
eligibility for tax credits. The ownership entity must annually report to the Agency and maintain records for each
qualified low-income building in the project showing:

Total number of residential rental unitsin the building; (including the number of bedrooms and the sizein
square feet of each such unit)

Percentage of residential rental unitsin the building that are low-income units

Rent charged on each residential rental unit in the building (including utility allowances)

The size of each low-income household

Low-income unit vacancies in the building and documentation of when and to whom, the next available
units were rented

Income certification and student status of each low-income tenant

Documentation to support each low-income tenant's income certification
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Character and useof the nonresidential portion of each building included in the building's eligible basis
(thisincludes separate facilities such as clubhouses or swimming pools whose eligible basisis allocated to
each building)

Failure to report annually to the Agency is deemed as noncompliance and is reportable to the IRS.

Itistheresponsibility of the ownership entity to certify annually to the Agency that the project meetsthe
requirements of whichever set-aside of Section 42 is applicable to the project. Failure to certify is deemed as
noncompliance and reportable to the IRS. Thisannual certification requires that the ownership entity certify that:

The project meets the minimum requirements of the 20/50% or 40/60% test under Section 42 of the code
There has been no change in the applicable fraction as defined in Section 42 for any building in the project

The applicant has received an annual Tenant Income Certification from each low income resident and
documentation to support that certification; or in the case of atenant receiving Section 8 housing assistance
payments, a statement from the PHA certifying the household’ s size and amount of grossincome; or the owner
has a recertification waiver letter from the IRS in good standing that waives the requirement to obtain 31 party
verifications at recertification and has received an annual Tenant Income Certification from each low income
household, and documentation to support the certification at their initial occupancy

Each low-income unit was rent restricted in accordance with Section 42 of the Code.

All unitsin the project are and have been for use by the general public and used on anon-transient basis (except
for transitional housing for the homel ess)

No finding of discrimination under the Fair Housing A ct, 42 USC 3601-3619, has occurred for this Project. A
finding of discrimination includes an adverse final decision by the Secretary of Housing and Urban
Development, an adverse final decision by a substantially equivalent state or local fair housing agency, or an
adverse judgement from afederal court.

Each building in the project is and has been suitable for occupancy, taking into account local health, safety, and
building codes, and the state or local government unit responsible for making building code inspections did not
issue areport of aviolation for any building or low-income unit in the project

There has been no change in the eligible basis (as defined in Section 42(d) of the Code) of any building in the
project since last certification

All tenant facilitiesincluded in the eligible basis of any building in the project, such as swimming pools, other
recreational facilities, parking areas, washer/dryer hookups, and appliances were provided on a comparable
basis without charge to all tenantsin the buildings

If alow-income unit in the project has been vacant during the year, reasonabl e attempts were or are being made
to rent that unit or the next available unit of comparable or smaller size to tenants having a qualifying income
before any units were or will be rented to tenants not having a qualifying income

If the income of tenants of alow-income unit in the project increased above the limit allowed in Section
42(g)(2)(D)(ii) of the Code, the next available unit of comparable or smaller size was or will be rented to
residents having a qualifying income

An extended low-income housing commitment was in effect, including the requirement that an ownership entity
cannot refuse to lease a unit in the project to an applicant because the applicant holds avoucher or certificate of
eligibility under Section 8 of the United States Housing Act of 1937. Neither the ownership entity nor the
management agent has not refused to |ease a unit to an applicant based solely on their status as a holder of a
Section 8 voucher and the project otherwise meets the provisions, including any special provisions, as outlined
in the extended | ow-income housing commitment (not applicable to buildings allocated credits from years 1987-
1989)
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If the applicant received its credit allocation from the portion of the state ceiling set-aside for a project
involving “qualified nonprofit organizations’ under Section 42(h)(5) of the Code and its nonprofit entity
materially participated in the operation of the development within the meaning of Section 469(h) of the Code

There has been no change in the ownership or management of the project

The ownership entity of any exempted project must certify to the Agency on an annual basis that the project isin
compliance with the requirements for RD assistance or the tax-exempt bond financing guidelines, as applicable, and
that all requirements of Section 42 of the Code are also being met. The ownership entity must inform the Agency of
any noncompliance or if the owner is unable to make one or nore or the required certifications.

The Agency may elect to subcontract the monitoring procedure to other agents. In doing so, the Agency would
designate the subcontractor as the compliance monitoring agent who would perform the Committee's function.

In the event that any noncompliance with Section 42 of the Code isidentified, a discrepancy letter detailing the
noncompliance will be forwarded to the ownership entity and management company of the project.

The ownership entity must then respond in writing to the Agency within thirty (30) days after receipt of the
discrepancy letter when noncompliance has been determined. The response must address all discrepancies
individually and must indicate the manner in which corrections will be made. The owner will then have acure
period of sixty (60) days from the date of the discrepancy letter to correct the noncompliance detected and to provide
the Agency with any documentation or certification found to be missing during the annual management review. The
cure period may be extended for periods of up to six (6) months. Extensions will be based on a determination by the
Agency that thereis good cause for granting the extension.

The Agency will notify the Internal Revenue Service within forty-five (45) days after the expiration of the cure
period of any noncompliance that has been detected. All corrections made by the ownership entity within the cure
period will be acknowledged within this notice. A copy of the applicant’s response to the noncompliance will
accompany the notice to the IRS.

If apotential noncompliance is discovered during a compliance monitoring review, the ownership entity will be
required to have its managing agent attend a compliance training session within two months following the
compliance monitoring review.

Monitoring Fees

In order to reimburse the Agency for the 15-year cost of the compliance monitoring program, the following fee must
be paid prior to the issuance of federal form 86009:

For tax credit projects without an Agency loan (RPP funding), including
projects using tax-exempt bond financing and 4% credits $425 per all unitsin each low-

income building

For projects financed under the Section 515 Program of
Rural Development without RPP funding $250 per unit

For all projects receiving an Agency RPP |oan,
regardless of RD participation. $500 per all unitsin each |ow-
income building.

Thisfeeisapplied to al unitsin aproject, including units reserved for managers or other personnel.
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