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Banks, insurance companies, and other institutions make equity investments in Low Income Housing Tax
Credit (LIHTC) funds to be allocated tax credits and other benefits (losses and cash flow) according to a
delivery schedule outlined in the investor’s benefit schedule . It is important for the investor to
understand timing changes and factors that could lead to a change in credit delivery from what is
outlined in the initial benefit schedule.
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The first factor contributing to credit delivery is the timing of construction completion and the placed in
service (PIS) date. Delivery of credits to the investor cannot begin until:
     the building is completed, 
     issued a certificate(s) of occupancy, 
     and residents are living at the property.

Why it matters: Late PIS (and corresponding delayed start of lease up) pushes back credit delivery or 
alternatively, early PIS accelerates credit delivery; both trigger timing adjusters.

If credits are delayed or accelerated, the investor’s equity will be adjusted to account for the timing of
credit delivery. We refer to this as a Timing Adjuster. Depending on the language and calculations 

Another factor contributing to the value of credit delivery is a change in basis.

Why it matters: Credit calculation is directly related to eligible development costs. The more costs
associated with a project, the more credits are available, and vice versa: the fewer costs associated with a
project, the fewer credits are generated.

1 Refer to IRR explainer 
2 Every investment is subject to the terms of a legal agreement known as the Fund Agreement for syndicated investments or a Limited
Partnership Agreement for direct investments. 

Timing adjustments are
intended to be yield-
neutral to accretive to
protect the investor.

included in the Fund Agreement  executed between the investor and
the syndicator/developer, the investor may be required to increase an
equity installment for early delivery of credits, or may reduce an equity
installment for late delivery. These timing adjustments are intended to
be yield-neutral to accretive and to protect the investor. Upward timing
adjustments are typically capped at 5-10% of total projected equity per
the Fund Agreement.
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Placed In Service Date

Change in Basis

Credits depend on eligible development costs, also referred to as eligible basis, which are
confirmed by a third-party prepared cost certification once construction is completed. In a
standard 9% LIHTC transaction, absent any basis boost, a project’s annual credit amount will
be the lesser of the state allocation or  9% of the eligible basis as determined by a third-
party accounting firm.

https://www.ahic.org/docs/AHIC_IRR-Benefits_Schedule-FINAL.pdf


Developers can elect to defer the start of the credit period from the PIS year to the following tax
year.  This election is typically made to align the credit period with the year the building achieves
qualified occupancy, helping to maximize initial first-year tax credits.  This election can also help a
project avoid “two-third credits.”
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First-Year Credits (Special Rule for Year 1)
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Deferring First-Year Credits (Section 42(f)(1) election)

The annual credit period begins on January 1 of each calendar year. In the first credit year, credits start
partway through the year when lease-up commences. Accordingly, the project earns a prorated portion
of its annual credits based on actual occupancy during that first year.

If a project experiences cost overruns and the eligible basis is higher than projected, the
project generates more credits. An upward basis adjuster increases the investor's equity
installment to reflect the increased credit stream. Upward basis adjustments are typically
capped at 5-10% of total projected equity, depending on what was negotiated in the Fund
Agreement. 

If the final eligible basis is lower than projected, the project generates fewer credits and a
downward basis adjuster calculation is enacted, thus reducing the investor’s equity
installment as a result of the reduced credit stream.

Year 1 credits are almost
always lower than full annual
credits — and almost always

fluctuate from initial
projections.

Example: If the building is only 10% leased to qualified tenants
during Year 1, the project earns 10% of the annual credit amount.

Why it matters: Investors model this carefully because Year 1
credits are almost always lower than full annual credits and almost
always deviate from initial projections. If the project earns reduced
credits in Year 1, the IRS allows the project to “catch up” by
delivering the shortfall in Year 11.

The ⅔ Credits Rule (also referred to as 15-year credits)
Under IRS regulations, the project can defer credits to the next year only one time (see discussion above). 

If in the following year, the property doesn’t lease the full amount of units to qualified tenants (known as
achieving 100% Qualified Occupancy) to support the allocation, those units that are leased in subsequent
years cannot use the full credit rate (9% or 4%) but must use ⅔rds of the credit rate in calculating the
amount of credits, thereby reducing these units’ annual credit delivery to ⅔rds of what would typically be
delivered. 

These ⅔rds units are required to deliver credits over the remainder of the 15-year compliance period
versus the typical 10-year credit period. 



While the ⅔ credit rule allows for partial recovery of foregone credits, it does not fully restore the original
credit stream and shifts a portion of investor benefits into later tax years. As a result: 

     Total credits delivered are still lower than a full ten-year delivery 
     because the ⅔rds units deliver $0 credits in the building’s first 
     credit year, and these credits are not recovered in later years.
     Timing of benefits is deferred, which may impact investor yield
     Equity contributions are subject to adjusters to reflect delayed 
     credit delivery

Simple Example:

At the end of the first credit year, only 75 out of a total of 100 units achieve qualified occupancy.

Assuming these 25 units are leased to qualified tenants in year two, they will be limited to ⅔ of the
projected annual credit amount, and credits for these 25 units will be delivered over 15 years.

                          NEXT STEPS
                           Learn more about LIHTC program from the investor’s perspective with AHIC’s suite 
                           of underwriting and asset management best practices at bit.ly/LIHTCKnowledge.  

The ⅔ credit rule allows for
partial recovery — but does not
fully restore the original credit

stream, and shifts investor
benefits into later tax years.
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About the Series: AHIC's LIHTC Decoded series helps educate
industry participants and stakeholders about the investor's
perspective of this public-private partnership.

bit.ly/LIHTCKnowledge
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If leased in year 2, credits for these 25 units will be limited to ⅔ of the

projected annual credit amount and delivered over 15 years.

First-year credits are claimed on
the 75 qualified units; these units
will deliver credits over 10 years.

https://www.ahic.org/lihtc_decoded_ahic_knowledge.php
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