Historic Preservation and Cultural Entertainment District Tax Credits
Best Practices for CPA Reports
The CPA Report is an attestation by the CPA for the purpose of providing the State with a high level of assurance that expenditures claimed on the QRE
 Schedule meet the definition of “Qualified Rehabilitation Expenditures” under Iowa Code Chapter 404A, Section 47 of the Internal Revenue Code, and the applicable state and federal rules, regulations and guidance, and further that the applicant is entitled to receive the credit for the costs identified in the report.  The CPA Report is expected to be completed in accordance with the American Institute of Certified Public Accountants Statements on Standards for Attest Engagements.
  
The procedures selected should be designed to allow the CPA, in his or her professional judgment, to conclude that a low risk exists that any of the costs claimed in the QRE Schedule are ineligible.  The procedures at a minimum should include:
· An examination of subcontractor and general contractor invoices and other relevant documents and agreements regarding the project to ensure that the amounts claimed on the QRE Schedule have been incurred by the applicant and meet the definition of qualified rehabilitation expenditures.  A list of documents generally reviewed by IDR is located at Historic Preservation Cultural and Entertainment District Tax Credit Document Request Spreadsheet | Iowa Department of Revenue and provides additional guidance as to the types of documents that should be reviewed.
· Steps to ensure that items that are susceptible to misclassification between qualified and ineligible expenditures are appropriately classified.   A general list of items that are not qualified can be found at: http://www.nps.gov/tps/tax-incentives/before-apply/qualified-expenses.htm.  A more detailed discussion of some common examples is set forth in the IRS, Market Segment Specialization Program, Rehabilitation Tax Credit (Rev. 02/2002) (available at: https://www.irs.gov/pub/irs-mssp/rehab.pdf.).  
· Identification and evaluation of any government financing (as defined in 223 IAC 48.22) received or anticipated that is related to the project to ensure appropriate treatment for HPCED Tax Credit purposes.  
· Steps to ensure that developer fees and other “soft costs” (including but not limited to attorneys’ fees, consultants’ fees, and construction interest) are appropriately reviewed to ensure that such amounts have been incurred, and are attributable to qualified activities. In addition, related-party transactions should be identified, and the CPA should ensure that information is available that will allow IDR to assess whether the transactions are reasonable based upon an arms-length standard.  For a discussion of developer fees, see IRS, Market Segment Specialization Program, Rehabilitation Tax Credit, Ch. 19 (Rev. 02/2002) (available at: https://www.irs.gov/pub/irs-mssp/rehab.pdf.). This arms-length standard, per IRS guidance, is measured against transactions outside the tax-credit arena. See IRS, Rev. Proc. 2014-12 (available at: https://www.irs.gov/pub/irs-drop/rp-14-12.pdf). 
The applicant and the CPA should interpret this guidance in a manner that provides transparency to the transactions involved in the project so that DCA and IDR can easily verify, as required under Iowa Code Chapter 404A, that the expenditures qualify for the HPCED Tax Credit.

The applicant should have the documents on the Document Request Spreadsheet, and any other documents related to the project, readily available to provide to IDR upon request.  The applicant should generally be able to provide the requested documents within three (3) business days of the applicable request.

Following each of these as best practices will reduce the amount of time required for IDR to review the financial components of your Part 3 Application.  IDR expects that, where a project includes a complete CPA Report satisfying each of these guidelines, IDR’s review should be expedited and may be completed in as little as 45 business days.
� For projects that have a reservation from prior to July 1, 2014, the report is a QRC Report, and the expenditures are referred to as “Qualified Rehabilitation Costs”.


� For projects that have agreements that were entered into on or after July 1, 2014, the examination requirement is mandatory.  See Iowa Code § 404A.3(5).  
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