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Many hours are spent planning, checking and 
rechecking tenant files, income limits, utility 
allowances and numerous other factors to ensure 

that a property stays in compliance with low-income 
housing tax credit (LIHTC) requirements. However, even 
the best intentioned of owners might encounter a situation 
where they could face a recapture. LIHTC recapture can 
strike any property, anywhere. There are many causes of 
recapture, and it can cause a substantial financial effect 
to a property and its owners. So, how do you identify 
recapture? What is its effect and why does it even exist? 

This article discusses the circumstances that can lead to 
recapture, illustrate how to calculate the recapture and 
explain how interest plays a role in the overall financial 
impact.

Why Does Recapture Exist?
When Congress enacted the LIHTC program, it gave 
development owners the benefit of the doubt. In return for 
an owner’s agreement to operate a property in accordance 
with LIHTC requirements for 15 years, Congress would 
allow the owner to report its credits over 10 years. Again, 
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1 $1,500,000 $1,000,000 $1,500,000 $1,000,000 $500,000 66.67% N/A

2 $1,500,000 $1,000,000 $3,000,000 $2,000,000 $1,000,000 66.67% 33.33%

3 $1,500,000 $1,000,000 $4,500,000 $3,000,000 $1,500,000 66.67% 33.33%

4 $1,500,000 $1,000,000 $6,000,000 $4,000,000 $2,000,000 66.67% 33.33%

5 $1,500,000 $1,000,000 $7,500,000 $5,000,000 $2,500,000 66.67% 33.33%

6 $1,500,000 $1,000,000 $9,000,000 $6,000,000 $3,000,000 66.67% 33.33%

7 $1,500,000 $1,000,000 $10,500,000 $7,000,000 $3,500,000 66.67% 33.33%

8 $1,500,000 $1,000,000 $12,000,000 $8,000,000 $4,000,000 66.67% 33.33%

9 $1,500,000 $1,000,000 $13,500,000 $9,000,000 $4,500,000 66.67% 33.33%

10 $1,500,000 $1,000,000 $15,000,000 $10,000,000 $5,000,000 66.67% 33.33%

11 $0 $1,000,000 $15,000,000 $11,000,000 $4,000,000 73.33% 33.33%

12 $0 $1,000,000 $15,000,000 $12,000,000 $3,000,000 80.00% 26.67%

13 $0 $1,000,000 $15,000,000 $13,000,000 $2,000,000 86.67% 20.00%

14 $0 $1,000,000 $15,000,000 $14,000,000 $1,000,000 93.33% 13.33%

15 $0 $1,000,000 $15,000,000 $15,000,000 $0 100.00% 6.67%

16 $0 $0

Source: Novogradac & Company LLP
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the credit period is 10 years, and the compliance period 
is 15 years. By using a 10 year credit period, Congress 
increased the financial present value of those credits, 
which increased investor appetite and the price they were 
willing to pay. This presented a problem, as it created 
a disparity between the credits earned and the credits 
claimed. This gap in credits is most commonly referred 
to as the “accelerated credits.” Recapture is simply the 
method of returning those claimed, but unearned credits 
back to the Treasury. 

Recapture Percentages
The recapture percentage to be used in determining total 
recapture depends on the year the event occurred. As the 
compliance period is 15 years, credits are earned annually 
at a rate of one-fifteenth, while credits are claimed 
annually at a rate of one-tenth. 
 
When determining the recapture this rate is taken into 
account as follows: 

Recapture cannot occur in year 1. Instead, no credits 
would be claimed in year 1, and future credits would be 
claimed over the full 15 years, most commonly referred to 
as the two-thirds credits, which will be discussed later in 
this article. To better illustrate how the compliance period 
and credit period interrelate with one another we have 
provided the table below.

When Does a Recapture Event Occur?
Simply put, recapture exists when there is a decrease 
in qualified basis from one year-end to the next. This 
decrease can occur in two ways, either a decrease in 
the low-income applicable fraction or a decrease in the 
eligible basis. It is sometimes difficult to identify whether 

a recapture event has occurred. In the coming paragraphs 
we will go over ways to separate a recapture event from 
a non-event.

Measurement Period
Because qualified basis is measured at year-end, if a 
potential recapture event is identified during the tax year 
and corrected before year-end, there would be no recapture 
or loss of credits. Most often a taxpayer’s year-end is Dec. 
31, but in some cases it may be different. If a taxpayer 
were to begin claiming credits while under a fiscal year-
end, such as Sept. 30, the year-end measurement date for 
the remaining compliance period would be Sept. 30. 

Decreases in Qualified Basis
A decrease in qualified basis occurs in three general 
situations: a unit is not occupied by a qualified tenant or 
lack of proper rent restrictions; a building is disposed and 
it is not reasonably expected to continue to be operated as 
a qualified low-income building; or a unit is not suitable 
for occupancy.

For each of these occurrences, there are four possible 
outcomes: no loss of credits; loss of current year credits 
and no recapture; loss of current year credits plus 
recapture; or loss of current year credits, recapture and 
no future credits. 

Qualified basis is determined by multiplying two 
numbers: the low-income applicable fraction and the 
eligible basis. The low-income applicable fraction is the 
lesser of LIHTC units over total units or LIHTC floor-
space over total rentable floor-space. After the initial credit 
year, the low-income applicable fraction is measured on a 
building by building basis at the close of each tax credit 
year. The second number, eligible basis, is the amount of 
all depreciable development costs, including any basis 
boost, and can be found on Line 7 of the building’s 
Internal Revenue Service (IRS) Form 8609.

Let’s look into some examples of certain events that could 
qualify as a recapture event. 

Nonqualified Units
The most commonly encountered recapture event is 
likely caused by a nonqualified unit. This could occur for 
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YEAR RECAPTURE OCCURS RECAPTURE % 

Year 2 through 11 33.30%

Year 12 26.70%

Year 13 20.00%

Year 14 13.30%

Year 15 6.70%

Year 16 -

Source: Novogradac & Company LLP
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any number of reasons, and is good reason to have an 
excellent compliance division reviewing tenant files. An 
unqualified unit could be caused by leasing to an over-
income tenant. A nonqualified unit could also be caused 
by charging above limit rent and application charges, 
renting to a household of full time students, or a variety of 
other compliance issues. If not corrected by year-end, this 
type of noncompliance would lead to both a loss of credits 
and recapture the previously accelerated credits. 

Building Dispositions
Disposition of a building through sale or foreclosure, 
could lead to recapture; however, an exception is made if 
it is reasonably expected that the building will continue 
to be operated as a low-income building. If such an 
expectation can be made, the seller would not encounter 
any recapture; credits during the year of sale would be 
simply allocated be on a pro rata monthly basis, and future 
years’ credits would continue to accrue to the buyer. If, 
however, the buildings are not expected to remain low-
income qualified, the owner would lose the current year 
credits and recapture the previously accelerated credits.

Units Not Suitable for Occupancy
Not only could casualty loss events, such as flood, fire and 
wind lead to recapture, but so could a dilapidated unit. 
Taken at year-end, a unit found uninhabitable at year-end 
due to deferred maintenance and disrepair would lead to 
a loss of current year credits and recapture the previously 
accelerated credits. This is not to be confused with a unit 
undergoing a normal make ready process, this rule was 
intended to prevent LIHTC properties from becoming 
subpar housing.

A casualty event, on the other hand, would not 
automatically lead to such recapture. Instead, units 
damaged by a casualty event would only lose credits if the 
units were not back in service by Dec. 31, and recapture 
would only occur if the repairs were not made within a 
reasonable time. The IRS has stated that a reasonable 
period is generally a period not to exceed two years from 
the close of the year of the casualty loss. Additionally, 
major disaster areas are offered an exception that allows 
credits to continue to be claimed; however the property 
must still be repaired within the IRS guidelines.  Revenue 
Procedures 2014-49 and 2014-50 were issued August 
providing further guidance related to major disasters and 

qualified low-income properties.

In any case other than a casualty event, if the applicable 
fraction of a qualified low-income  property were to 
fall below the minimum set-aside, the project would 
lose current year credits, face recapture, and no longer 
participate in future credits.

Determining the Recapture Amount
So how is the recapture amount calculated? To determine 
the recapture amount, the decrease in the qualified basis 
must be identified. As previously mentioned, qualified 
basis is eligible basis multiplied by the applicable fraction 
on a building by building basis, which means the eligible 
basis, total units, and square footage all need to be taken 
into account when determining the reduction of qualified 
basis. Once calculated, the recapture is reported on IRS 
Form 8611 for each building subject to recapture.

When calculating the proportion of recapture, the 
formula is switched and the eligible basis is multiplied by 
the greater of recaptured units or floor space, because this 
will lead us to determining the new applicable fraction:

Once the new applicable fraction is determined, it is 
applied to the eligible basis found on Line 7 of the 
building’s IRS Form 8609:
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RECAPTURE % BY

BUILDING UNIT SQFT
ORIGINAL 

APPLICABLE 
FRACTION

NEW 
APPLICABLE 

FRACTION

1 15.00% 17.00% 100.00% 83.00%

2 20.00% 15.00% 100.00% 80.00%

3 0.00% 0.00% 100.00% 100.00%

4 15.00% 17.00% 90.00% 73.00%

5 15.00% 12.00% 70.00% 55.00%

Source: Novogradac & Company LLP

ELIGIBLE 
BASIS

ORIGINAL 
QUALIFIED 

BASIS

QUALFIED 
BASIS AFTER 
RECAPTURE

QUALIFIED 
BASIS SUBJECT 
TO RECAPTURE

1 $1,000,000 $1,000,000 $830,000 $170,000

2 $1,000,000 $1,000,000 $800,000 $200,000

3 $1,000,000 $1,000,000 $1,000,000 $0

4 $1,000,000 $900,000 $730,000 $170,000

5 $1,000,000 $700,000 $550,000 $150,000

$5,000,000 $4,600,000 $3,910,000 $690,000

Source: Novogradac & Company LLP
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After the qualified basis is determined, the previously 
claimed credits are determined per building, on an 
annual, cumulative basis, upon which recapture interest 
will later be determined. In this example, a 9 percent tax 
credit percentage and recapture event in 2014 have been 
assumed, Building 1 would have cumulative recapture 
determined as follows: 

Once the annual cumulative recapture amounts have 
been determined, the recapture interest can then be 
calculated.

Recapture Interest
In the event of recapture, an owner not only loses the 
accelerated portion of credits, but also the time value of 
money associated with claiming the “unearned” credits 
early. The IRS requires interest to be computed at the 
overpayment rate determined under section 6621(a)(1), 
compounded on a daily basis. The overpayment rates are 
published quarterly by the IRS and can be found online 
at www.novoco.com by searching for “Interest Rates for 
Tax Credit Recapture.” The overpayment rates are based 
on the federal short-term federal rate, and have remained 
flat at 2 percent and 3 percent for corporate and non-
corporate filers, respectively, since late 2011.

Interest is calculated beginning on the due date of 
the originally filed return claiming credits (excluding 
extension) through the date that the recapture and 
interest has been fully repaid to the IRS. The interest is 
nondeductible. In the table below, we have illustrated the 
impact of recapture interest upon a recapture event. 

Going Forward
Recapture not only effects past credits, but also future 
credits. Following the recapture event, and assuming 
the event causing the recapture has been corrected, the 
qualified basis will be increased and credits will be 

continued from page 3

BUILDING 1

YEAR
TOTAL 

CREDITS
CREDITS SUBJECT 

TO RECAPTURE

CUMULATIVE 
CREDITS SUBJECT 

TO RECAPTURE

2006 $90,000 $15,300 $15,300

2007 $90,000 $15,300 $30,600

2008 $90,000 $15,300 $45,900

2009 $90,000 $15,300 $61,200

2010 $90,000 $15,300 $76,500

2011 $90,000 $15,300 $91,800

2012 $90,000 $15,300 $107,100

2013 $90,000 $15,300 $122,400

$720,000 $122,400

Source: Novogradac & Company LLP

COMP-
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ACCOUNTING 
YEAR

CREDITS 
CLAIMED 

OVER CREDIT 
PERIOD

CREDITS 
EARNED 

OVER 
COMPLIANCE 

PERIOD

CUMULATIVE 
CLAIMED 
CREDITS

CUMULATIVE 
EARNED 

CREDITS AT 
YEAR-END

POTENTIAL 
CREDITS 
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DAILY 
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OVERPAYMENT 
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CUMULATIVE 
RECAPTURE 

WITH 
INTEREST

1 1999  $1,500,000  $1,000,000  $1,500,000  $1,000,000  $500,000 8.96%  $44,795  $544,795 

2 2000  $1,500,000 $ 1,000,000 $ 3,000,000 $ 2,000,000 $ 1,000,000 6.92% $ 117,100 $ 1,117,100 

3 2001 $ 1,500,000 $ 1,000,000 $ 4,500,000 $ 3,000,000 $ 1,500,000 5.71%  $209,474 $1,709,474 

4 2002 $ 1,500,000 $ 1,000,000 $ 6,000,000 $ 4,000,000 $ 2,000,000 4.50% $ 308,900 $ 2,308,900 

5 2003  $1,500,000 $ 1,000,000 $ 7,500,000 $ 5,000,000 $ 2,500,000 4.79% $ 443,420 $ 2,943,420 

6 2004  $1,500,000 $ 1,000,000 $ 9,000,000 $ 6,000,000 $ 3,000,000 6.54% $ 668,610 $ 3,668,610 

7 2005 $ 1,500,000 $ 1,000,000 $ 10,500,000 $ 7,000,000 $ 3,500,000 7.79% $ 993,419 $ 4,493,419 

8 2006  $1,500,000 $ 1,000,000 $ 12,000,000 $ 8,000,000 $ 4,000,000 7.67% $ 1,376,384 $ 5,376,384 

9 2007  $1,500,000 $ 1,000,000 $ 13,500,000 $ 9,000,000 $ 4,500,000 5.42% $ 1,694,836 $ 6,194,836 

10 2008 $ 1,500,000 $ 1,000,000 $ 15,000,000 $ 10,000,000  $5,000,000 4.00% $ 1,962,629 $ 6,962,629 

11 2009  - $ 1,000,000 $ 15,000,000 $ 11,000,000 $ 4,000,000 3.75% $ 1,779,173 $ 5,779,173 

12 2010  - $ 1,000,000 $ 15,000,000 $ 12,000,000 $ 3,000,000 3.46% $ 1,484,307 $ 4,484,307 

13 2011  - $ 1,000,000 $ 15,000,000 $ 13,000,000 $ 2,000,000 3.00% $ 1,079,224 $ 3,079,224 

14 2012  - $ 1,000,000 $ 15,000,000 $ 14,000,000 $ 1,000,000 3.00% $ 585,800 $ 1,585,800 

15 2013  - $ 1,000,000 $ 15,000,000  $15,000,000  - 3.00%  -  - 

Total $15,000,000 $15,000,000

Source: Novogradac & Company LLP
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This article first appeared in the September 2014 issue of the Novogradac Journal of Tax Credits. 

© Novogradac & Company LLP 2014 - All Rights Reserved

Notice pursuant to IRS regulations: Any U.S. federal tax advice contained in this article is not intended to be used, and cannot 
be used, by any taxpayer for the purpose of avoiding penalties under the Internal Revenue Code; nor is any such advice intended 
to be used to support the promotion or marketing of a transaction. Any advice expressed in this article is limited to the federal 
tax issues addressed in it. Additional issues may exist outside the limited scope of any advice provided – any such advice does 
not consider or provide a conclusion with respect to any additional issues. Taxpayers contemplating undertaking a transaction 
should seek advice based on their particular circumstances. 

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

claimed, albeit in a smaller amount. Future credits on 
the corrected qualified basis will be earned over the 
remaining 15-year compliance period. For example, if a 
building had been claiming credits at a rate of $15,000 
per year, and encountered a recapture event in year 5, it 
would lose the $15,000 it would have claimed in year 5, 
recapture the four previous years of accelerated credits, 
and going forward would claim $10,000 per year until 
year 15. 

Conclusion
Next time you encounter a potential recapture event you 
will know the factors that play a role in the recapture and 
how to determine the financial impact to your  property. 
For additional questions, contact a Novogradac & 
Company compliance professional. ;
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