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DATE ISSUED: September 1, 2009 REPORT NO: HCRO09-083

ATTENTION: Chair and Members of the Housing Commission
For the Agenda of September 11, 2009

SUBJECT: Finance Plan for Acquisition of New Affordable Housing Units

REQUESTED ACTION:

Approve a financing plan for the production of a minimum of 350 units of affordable housing and
authorize the procurement of financing for the acquisition, rehabilitation and/or new construction
of the affordable housing by the San Diego Housing Commission and authorizing all necessary
and appropriate actions to implement such procurement of financing.

STAFF RECOMMENDATIONS:

1. Approve a financing plan that would utilize up to $200 million of loan proceeds
generated by placing debt on the San Diego Housing Commission’s real estate portfolio
(formerly public housing) and new acquisitions, utilizing the following financing
mechanisms:

a. Fannie Mae conventional mortgage,

b. FHA 221(d)4) program (new construction and substantial rehabilitation) or FHA
223(f) program (minor rchabilitation), allowing the financing to qualify for an
American Recovery and Reinvestment Act of 2009 stimulus program “Build
America Bonds (‘BABs’),” which financing is only available to governmental
entities for a limited period of time and provides a direct federal subsidy equal to
35% of the interest cost of such financing thereby reducing the cost of debt, as
further detailed in this report.

2. Authorize the San Diego Housing Commission to refinance the affordable housing that
is acquired, rehabilitated or constructed and that have been acquired as 100% cash
acquisitions, thereby allowing the San Diego Housing Commission to place mortgages
on these new affordable units to further leverage the cash purchases and utilize the
BARBs program on these further refinancings secured by such new units (an eligible use
of the program) before the sunset of the program on December 31, 2610,

3. Approve the parameters for financing as referenced within the financing plan as
coordinated by NorthMarg Realty Services, Inc. (SDHC’s financial advisor) and
analyzed by Keyser Marston Associates (“KMA”) as referenced within this report.
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4.

Authorize the San Diego Housing Commission to form wholly owned Limited Liability
Companies (LLCs) and/or 501 (c)(3) non profit corporations or similar “special
purpose entities” as and when required by Fannie Mae and/or FHA as a condition of
financing and as required for financing.

Authorize a three-year capital expenditure budget of up to $200 million to include the
financing proceeds for the purposes outlined in this report, with the resulting debt
service and operating costs associated with the capital expenditure activity to be
reflected in the San Diego Housing Commission’s annual budget which is presented to
the Housing Authority for approval.

Authorize the San Diego Housing Commission to reimburse all third parties either
directly or through the selected underwriters associated with the financing of the
acquisitions, including compensation for the finance team as referenced within this
report.

As detailed in this report:

a. Confirm the retention of NorthMarq Realty Services, Inc, (“NorthMarq™) as a
financial advisor and authorize payment of fees to NorthMarq upon the closing of
financings as referenced within the report;

b. Authorize the retention of PNC and Greystone as underwriters and/or lenders and
authorize payment of compensation to such entities upon the closing of the
financings;

¢. Authorize retention of Orrick Herrington & Sutcliffe as attorneys to be involved in
the issuance of bonds and/or financing on behalf of the Housing Commission; and,

d. Authorize retention of Wade Norris of Eichner & Norris as a financing attorney to
be involved in the FHA and BABs financings.

Authorize the President and CEQ, or designee, of the San Diego Housing Commission
to execute any and all documents and to perform any and alf acts reasonably necessary
to implement the financing plan, provided, however, that each acquisition project shall
be approved by the Board of Commissioners of the San Diego Housing Commission
under the terms of the Acquisition Policy previously approved by the Housing
Authority of the City of San Diego.

BACKGROUND:

In September 2007 the San Diego Housing Commission (“SDHC”) received HUD approval to
transition out of the Public Housing Program and to own and operate those same 1,371 units. The
approval included the allocation of Housing Choice Vouchers to each resident. The units now
owned by the Housing Commission must continue to be rented to low income houscholds at rent
levels affordable to either 50% AMI ($41,300 for a family of four), or 80% AMI ($66,100 for a
family of four) or market rate rents, whichever is less. The Housing Commission is also obligated
1o leverage the equity in the 1,371 housing units to create a minimum of 350 additional affordable
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units to be rented at 80% AMI or below. The 1,371 units located on 150 sites were transferred to
Housing Commission ownership November 19, 2007. HUD further defined requirements for the
production of additional affordable housing on October 17, 2008. The Housing Commission has
been operating the housing on cash flow generated by the units since the transfer of ownership.
There are no morlgages on any of the properties. All net operating cash flow has been deposited
into an account and a portion of these funds are to be used to fulfill the obligation to create a
minimum of 350 additional affordable units as required by HUD and as previously approved by
the Housing Authority.

On March 24, 2009, the San Diego Housing Authority adopted the SDHC Real Estate Acquisitions
Policy 300.103 (Attachment 1) which delegates authority to SDHC to acquire units to achieve the
goal of producing a minimum of 350 units as required by HUD. In addition, under the new policy,
the Housing Authority may ask to review the action within seven (7) days. [Importantly, this
policy also authorized SDHC to obtain the financing necessary to carry out the acquisition and
production.

SDHC’s purchase of future properties, as described in this Board Report, are intended to be an
acquisition of units by SDHC pursuant to Policy 300.103 and to partially satisty the Housing

Commission’s obligation to acquire and/or produce a minimum of 350 units as required by HUD.

FINANCE PLAN:

To finance the existing portfolio for the purpose of acquiring more affordable housing, SDHC
proposes to use tax-exempt financing when advantageous and conventional (taxable} financing in
other circumstances. The financing will encumber all of the larger properties in two separate
groups (FHA on 37 properties and Fannie Mae on 35 properties).

One group would be leveraged {mortgaged] with loans from FHA under the 223(f) program.
Attachment 2 summarizes this lending program. This portion of the financing would be structured
so that it is eligible for Build America Bonds (except possibly for a small portion to cover
transaction costs or other non-BABs eligible expenditures). The American Recovery and
Reinvestment Act of 2009 provides for a taxable financing structure to benefit municipal issuers
known as “Build America Bonds” (BABs). The BABs interest rebate program currently offered by
the Federal government provides for a 35% interest rebate of the interest paid on debt used by a
municipality to acquire affordable housing projects. Loans from FHA under the 223(f) programs
(Attachment 3 summarizes this program) are the most attractive for use of the BABs program due
to the 35 year loan term offered by FHA (because the interest rebates continue for the full loan
term). Proceeds from this BABs-qualified FHA financing will be used to acquire additional
affordable housing properties which have two essential characteristics:

» they are owned solely by SDHC or SDHC-controlled entities or in partnership with other

public entities
¢ they qualify for tax exempt financing
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The second group will be leveraged utilizing the Fannie Mae conventional multifamily loan
program. The Fannie Mae conventional financing will be utilized to acquire properties which do
not qualify for BABs or tax-exempt bonds such as public/private partnerships and ground lease
deals. Fannie Mae is sclected for this component for faster and less expensive processing. Fannie
Mae financing is typically structured as 10 year term fixed rate financing with payments based on a
30 year amortization schedule.

SDHC has accumulated a “pipeline” of proposed acquisition projects that include a) acquisition of
existing multifamily units, b} acquisition and rehabilitation of multifamily units, ¢) acquisition of
new construction projects that have been stalled for various reasons and d} land. SDHC is
currently reviewing these opportunities to ascertain their viability and upon underwriting them,
will select and prioritize these properties based on key criteria that will augment the existing
SDHC portfolio (unit type, location, affordability level, etc.) so that the properties brought forward
for acquisition approval will meet SDHC’s stated affordable housing goals, the HUD production
goals and the commitment to a real estate portfolio that offers a balance of housing. All new
acquisitions will provide housing at or below 80% AMI at initial occupancy as required by the
terms of the HUD disposition approval.

The pipeline properties are also being divided into BABs eligible and non-BABs eligible financing
categories. In the “first wave” of acquisitions, SDHC’s use of the BABs eligible proceeds will be
to acquire properties to be solely owned by the Housing Commission and or in partnership with
other public entities (i.e., no private benefit) and those that can be acquired and completed within
the shortest timeframe. The properties will be acquired as an “all-cash” purchase. This will
“qualify” the use of the original loan proceeds for BABs treatment and as a cash purchase, will
eliminate the need for an expensive construction loan during the short time it will take to stabilize
the properties. At stabilization after lease up, cach acquisition asset will be leveraged with an
appropriate new long term loan which may also qualify for BABs if it can be financed by the
BABs eligibility “sunset” date of December 31, 2010. Again this is will be done to take advantage
of the 35% interest rebate available for BABs. Alternatively, some of the acquisitions will be
immediately financed with “construction/permanent” debt which will also qualify for the BABs
rebate (FHA 221(d)(4) construction/substantial rehabilitation financing, see Attachment 3 for
program summary), but because of an extended development timeline, cannot be leveraged again
with a BABs qualified mortgage by the December 31, 2010 program deadline.

This leveraging of the first wave acquisitions then creates additional funds for a “second wave” of
acquisitions, Future acquisitions in the second wave and beyond may include undeveloped land to
be developed by SDHC and in those cases SDHC will endeavor to use the FHA 221(d)(4) program
as noted above, which is advantageous because it provides non-recourse construction loans which
convert to long term permanent loans upon completion of construction and cost certification.
These loans can be executed as taxable or tax-exempt depending on whether the “acquisition”
asset qualifies and if there is benefit to incurring the additional execution cost of tax-exempt
bonds.
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Approval of the Financing Plan described in this report will authorize the CEO of the San Diego
Housing Commission and Executive Director of the Housing Authority of the City of San Diego to
execute documents, that include but are not limited to subordination agreements, title

insurance indemnity agreements, notes, loan agreements, regulatory agreements, declarations of
covenants, conditions and restrictions, deeds of trust, and any and all other agreements and
documents reasonably necessary to implement the Financing Plan as required by lenders,
underwriters, title insurers and others and to perform such other acts as are reasonably necessary to
effectuate the Financing Plan.

Timing:

On June 29, 2009, the SDHC approved a $20,000,000 line of credit from US Bank to facilitate the
initial acquisition of properties. SDHC intends to use this line to acquire properties up to the time
of closing the financing of the existing portfolio is approved, at which time the line of credit will
be repaid with proceeds from the Fannie Mae and FHA financing. The Fannie Mae Joans will be
closed by the end of this year to fund certain 9% tax credit developments with private partners that
SDHC has previously agreed to do. The FHA BABs loans will be closed in 3 groups beginning in
January 2010. The second instaliment of BABs loans (leveraging of the first wave of BABs
acquisitions) must be funded by the end of December 2010 after the first wave acquisition assets
are completed and stabilized to be able to utilize the 35% interest rebate for a second time. Itis
anticipated that the proceeds from this second installment of BABs loans will be deployed as
equity in a new series of acquisitions which will be leveraged immediately upon acquisition as
appropriate. The proceeds must be deployed in BABs qualified investments within 36 months.

Please refer to Attachment 5 for the Finance Plan Timeline.

Reguested Approval Parameters:

To underwrite the portfolio, SDHC has worked with NorthMarq and Keyser Marston Associates
(*KMA™). KMA has provided economic consulting services related to the proposed Finance Plan
which includes the following analyses:

I. Cash Flow Analysis, KMA has modeled SDHC’s cash flow and fund balance experience
over a five-year period, itemizing sources of funds (net operating income from existing portfolio
and new units, loan proceeds and interest rebates) and uses of funds (debt service, loan fees,
acquisition costs and other SDHC costs).

2. Balanced Portfolio Analysis. The KMA cash flow analysis is used to test various financing
terms and operating income and expense assumptions in determining the leverage {mortgage]
capacity of the existing portfolio as well as evaluating alternative investment opportunities that
fulfill SDHC’s goal of creating a minimum of 350 additional new affordable units.
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The SDHC former-public housing portfolio consists of 1,371 units; however, only 1,254 are 1o be
leveraged. There are 117 units in properties with fewer than 5 units that will remain unleveraged
and will generate approximately $913.000 in annual net operating income to SDHC.

The 1,254 units have a total estimated value of approximately $140,751,000 after netting out all
costs associated with the management and operations of the SDHC. Working with our financial
consultants to leverage these properties, at LTV ratios 10 basis points below allowable FHA and
Fannie Mae ratios, SDHC can extract approximately $102,628,000 in equity to use for new
acquisitions, as shown below.

This is an illustration based on today’s interest rates and is subject to change as interest rate
changes occur.

FHA/Fannie Mae

Program Limits SDHC Proposal
Total Estimated Value $140,751,000 $140,751,000
Maximurn Loan to Value 80% - 85% 70% - 75%
Interest 6.0% - 6.25% 6.0% - 6.25%
Term (years} 30-35 30
Actual Debt Coverage Ratio 1.27 1.37
Maximum Loan Amount $116,705,000 $102,628,000
Annual Debt Service $8,292,000 $7,682,000
Cash Flow $2,792,000 $3,402,789
BABs Interest Rebate $1,512,000 $1,339,000
1-4 Cash Flow £613,000 $913.000
New DSC 1.57 1.67
Estimated Number of Units Acquired 1,200 1,035

As evidenced above with a 1.37 DSCR, the underwriting of the existing portfolio will be done
very conservatively. When combined with the cash flow from the unleveraged 1-4 units, the
DSCR is 1.67. While Fannie Mae allows up to 80% LTV [Loan To Value], SDHC’s underwriting
will not exceed 70%. Similarly, FHA allows up to 85% LTV and SDHC will not exceed 75%
LTV.

SDHC currently has $10,700,000 in funds which were generated from the former public housing
units. Of this amount, we are setting aside $5,000,000 which will not be incorporated into our
financing and will be held in unobligated reserves. The remaining $5,700,000 will be added to the
teveraged funds of $102,628,000 and used for future acquisitions.
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All future financing of new affordable housing opportunities will conform to Fannie Mae and FHA
guidelines (see Attachments 2 & 3) and each new acquisition opportunity will be brought before
the SDHC Board for individual approval. Also, as previously mentioned, the Housing Authority
has seven (7) days to request further discussion including a presentation to the Housing Authority
for final approval.

The KMA analysis concludes that by leveraging the former-public housing portfolio, SDHC can
add approximately 1,000 new affordable housing units within the City over the next 3-5 year
period. This will be done in partnership with other developers as well as on its own or with other
public entities (to take advantage of the BABs financing). At the end of five years, it is anticipated
that the SDHC will have a cash balance of approximately $4,000,000 (excluding the $5,000,000
reserve) with net cash flow of approximately $100,000 per month.

It is important to note that the underwriting contains the following conservative assumptions:
» Debt placed on the existing portfolio will not exceed 75% LTV
¢ Reserves for future acquisitions are calculated with $1,000/unit per year in reserves
($700/unit/year in excess of standard reserve accounts)
¢ Recognizing that land valuations are currently depressed, the model assumes increases in
acquisition costs of 5%, 7.5%, 7.5% and10% for years 2 - 5.
e Rental income is included at:
$950-$1,000/unit/month for family 2-bedroom versus $1,478 that would be allowed
at 80% AMI
$600-$650/unit/month for senior 1-bedrooms versus $820 that would be allowed at
50% AMI
¢ Operating expenses are assumed at $4,500/unit for family and $3,700 for senior units
e [ncome increases at 2.5%/year and expenses increase at 3.5%/year

Also, SDHC will not acquire properties in excess of appraised value, as required by the Housing
Authority approved Acquisition Policy. Each newly acquired property will be presented to the
SDHC for approval.

Lastly, SDHC will perform a formal annual review of the Finance Plan which will be presented to
the SDHC Board. Any of the underwriting assumptions that need correction or any other
necessary adjustments to the model will be made no less frequently than annually.

Finance Costs: Please sce the Keyser Marston Analysis (Attachment 5) for estimated costs for
the Fannie Mae and FHA financing of the existing portfolio. The combination of lender Financing
Fee and NorthMarg Origination Fee (0.75% for Fannie Mae and 2.5% for FHA) is relatively low
given the significant commitment of lender resources required to process loans on a large number
of very small multifamily properties (the existing portfolio of 138 properties averages about 10
units per property). The SDHC financial consultant, NorthMarq, who has organized the Finance
Plan and will coordinate the efforts of the lenders, will receive an origination fee of 0.5% of the
total amount of financing direct from SDHC, plus up to 0.25% of the amount of the financing paid
by the lenders. An RFP for the Fannie Mae and FHA lenders was issued and the selected financial
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institutions are Greystone (Fannie Mae loans) and PNC (FHA loans). Each financial institution has
special expertise within their respective arcas,

SDHC will be responsible for reimbursing the lenders for all of the lenders” expenses associated
with processing and closing the financing. SDHC will be required to make deposits to the lenders
totaling approximately $800,000 for third party consultant reports, plus 0.30% HUD application
fees for the FHA financing (approximately $170,000). SDHC will also need to post refundable
good faith deposits at rate lock (within 30 days of closing) of 2% of the loan amounts for Fannie
Mae (approximately $822,000) and 0.5% for FHA (approximately $283.000). Rate lock deposits
are refunded at closing or shortly thereafter. All other financing costs can be paid from loan
proceeds at closing. Third party consultants must be engaged directly by the lenders as required by
Fannie Mae and FHA guidelines. SDHC is not and cannot be a party to those engagements.
Additionally SDHC will be responsible for reimbursing for the lenders’ legal, title, and
miscellaneous closing costs, and in the case of FHA, the required HUD fees.

Upon the approval of the Financing Plan by the Commission Board, the CEO, or designee, is
intending to and will pay a non-refundable application fee in the sum of $25,000 to PNC (FHA
fender) to begin the preparation of the paperwork for delivery to HUD so that the applications may
be submitted to HUD at the earliest possible time to maximize the utilization of the BAB interest
rebate. However, no other action with respect to the PNC financing will be taken and the SDHC
will not be obligated to proceed further, unless and until the Housing Authority of the City of San
Diego approves the financing plan.

Legal costs are estimated at $200,000 for Eichner & Norris ($100,000 for fiscal year 2010 and
$50,000 for fiscal year 2011 and 2012) and $250,000 for Orrick Herrington & Sutcliffe for the
same three year period.

FISCAL CONSIDERATIONS:

The Fannie Mae execution is the baseline for comparison and will be used for all acquisitions
Fannie Mae financing. The motivation to use FHA is in connection with the BABs interest
reimbursement opportunity. While the Fannie Mae financing typically only has a term of 10 years
(limit of 10 years’ BABs benefit), the FHA financing has a term of 35 years (at approximately the
same interest rate as the 10 year Fannie Mae financing) with the BABs interest rebate benefit
available for the entire 35 years. The extended term of the BABs benefit on the FHA financing
more than offsets the additional financing cost of the FHA financing versus the Fannie Mae
execution in the early term of the FHA financing.

PREVIOUS COUNCIL and/or COMMITTEE ACTION:

In September 2007, the Housing Commission received HUD approval to transition its public
housing stock. On March 24, 2009, the Housing Authority adopted the Housing Commission Real
Estate Acquisitions Policy 300.103 (HAR09-016) (Attachment 1). In addition, the Housing
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Commission is authorized to finance properties pursuant to the powers delegated to the Housing
Commission pursuant to Real Estate Acquisition Policy 300.103, which grants the Housing
Commission the power to obtain dwelling units, pursuant to the procedures set forth therein.
Section 3 of Policy 300.103 provides the Housing Commission “is authorized to review, approve,
and execute any and all documents necessary and/or appropriate to effectuate the acquisition(s)
referenced in this policy.”

Section 14 of Policy 300.103 delegates the authority and power to the Housing Commission to
acquire other units and projects, to achieve the goal of acquiring and/or producing a minimum of
350 units required by HUD in its approval of the public housing disposition, without further action
by the Housing Authority. The Housing Commission’s purchase of future properties, as described
in this Board Report, are intended to be an acquisition of units by the Housing Commission
pursuant to Policy 300.103 and to partially satisfy the Housing Commission’s obligation to acquire
and/or produce a minimum of 350 units as required by HUD.

On June 29, 2009, SDHC approved an interim revolving line-of-credit from US Bank in the
amount of up to $20,000,000 supported by $15,000,000 in AAA rated government bonds pledged
to Bank with a 90% advance rate and a 1** Trust Deed in favor of Bank on the Belden apartment
project (HCR09-059). This line of credit may be repaid at any time either as a partial pay down or
in full. The Belden property may be released early if loan is paid down to a level that can be
supported solely by the Pledged Bonds held as collateral (in which case the maximum foan amount
will be capped at the Pledged Bonds” advance rate). Loan may be prepaid without cost or penalty
provided 30 days advance written notice is given to the Bank in writing.

On June 21, 2009, SDHC received approval from the Housing Authority to take the initial steps to
issue Housing Authority mortgage revenue bonds payable from and secured in whole or in part by
some or all of the 1,366 rental housing units located throughout the City and previously transferred
to the Housing Commission by the Housing Authority, with the approval of HUD (HAR09-028).

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS:

In an effort to ensure this Finance Plan is reviewed by all interested parties, the San Diego Housing
Commission has scheduled reviews with the Office of the Independent Budget Analyst of the City
of San Diego, the San Diego Land Use and Housing Committee and the San Diego Housing
Federation prior to the presentation to the San Diego Housing Authority. In addition, the Housing
Commission held a Financing Plan Workshop on August 21, 2009 which was attended by
members of the public.

All properties acquired under this Financing Plan will include community participation and
outreach efforts. The Acquisition Policy also requires that a balancing of units among communities
be observed by the Commission.
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KEY STAKEHOLDERS & PROJECTED IMPACTS:

Key stakeholders include the non-profit and for profit development community which will produce
affordable housing in partnership with SDHC, other public entities which provide funds for
residential development (such as CCDC, SEDC and the Redevelopment Agency) and land and
apartment owners whose properties are acquired to create or maintain affordable housing.

ENVIRONMENTAL REVIEW:

This activity 18 not a project and is exempt from processing under the California Environmental
Quality Act (CEQA) pursuant to Section 15060(c)(3) of the State CEQA guidelines.

This project is determined to be exempt from processing under the National Environmental Policy
Act per 24 CFR 38.34(a)(1) and (2).

Respectfully submitted, Approved by,
g f
D. Lawrence Clemens Carrol M. aughan :\D
Senior Vice President Executive Vice President

and Chief Operating Officer
Attachments:

1. Housing Authority Report HAR09-016 dated March 19, 2009 with Real Estate
Acquisitions Policy 300.103

2. Underwriting Guidelines - FHA Section 223(f) and FHA Sections 221(d)(3) and 22 (d)(4)

3. Underwriting Guidelines - Fannie Mae Standard Mortgage (Greater than $5MM) and
Fannie Mae 3Max Express Mortgage (Less than $5MM)

4. Finance Plan - Timeline

5. Keyser Marston Analysis dated August 31, 2009

Hard copies are available for review during business hours at the Housing Commission offices at
1122 Broadway, Suite 300, San Diego and at the City Clerk’s office, 2™ floor, 202 “C” Street,
San Diego. You may review docket materials on the San Diego Housing Commission website at
www.sdhc.org



ATTACHMENT 1

@ SanDiego
hd HOUSINGgCOMMlSSION

DATE ISSUED: March 19, 2009 REPORT NO: HAR(09-016
ATTENTION: Members of the Housing Authority

For the Agenda of March 24, 2009
SUBJECT: Housing Commission Approach to the Foreclosure Problem (Citywide)
REQUESTED ACTION:

Approve the Housing Commission’s approach to mitigate effects of foreclosures in the City of San
Diego.

STAFF RECOMMENDATION:
Approve a broad-based approach to minimize and mitigate future foreclosures by:

1. Providing web-based technical support and resources to homeowners facing foreclosure and
by monitoring and reviewing proposed foreclosure prevention legislation;

2. Implementing steps to reuse foreclosed properties, and;

3. Updating the Housing Commission’s real estate acquisition policy {(Attachment) by
delegating, under specific conditions, to the President and Chief Executive Officer (CEO)
and the Board of Commissioners, authority to acquire single-family properties and
multifamily projects for the purpose of providing additional affordable housing. The
Housing Authority would retain the right to review any approval within seven days of any
Housing Commission action. Updating this policy requires City Council approval to modify
the Housing Commission’s advisory role in acquisition matters, in accordance with San
Diego Municipal Code Section 98.0301(d)(8). A companion report to this item is on today’s
City Council docket.

SUMMARY:

At its meeting of November 18, 2008, the Housing Authority directed the Housing Commission to
report on its strategy to respond to the foreclosure problems that exist and are anticipated in the
City. An approach was presented to the Housing Authority in a January 30, 2009, memorandum
from the President and CEO. This report incorporates actions needed to begin implementing the
foreclosure approach including updating the Housing Commission’s acquisition policy.

1. Foreclosure Prevention

Working with local community and business groups, the Housing Commission has developed a
web-based resource guide for financial counseling, communicating with lenders, and identifying
other resources for homeowners faced with potential foreclosure. This resource will be expanded
with related information and technical assistance as these become available,
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Legisiation contained within the Housing and Economic Recovery Act of 2008 (HERA), enacted in
July 2008, provided resources for foreclosure activities. The activities include modernizing and
expanding the reach of the Federal Housing Administration; tax credits for homebuyers; providing
funds for pre-foreclosure counseling; simplifying disclosures on mortgage documents; using
mortgage revenue bonds to refinance subprime loans, and; funding for property re-use initiatives.

Additional federal funding to address the foreclosure crisis is provided in the American Recovery
and Reinvestment Act of 2009 (the “economic stimulus” bill), signed into law on February 17,
2009. The bill includes approximately $5.5 billion in supplementary funding for the Neighborhood
Stabilization Program (NSP), and the HOME and Community Development Block Grant (CDBG)
programs. The Housing Commission will continue to moniter this new legislation and advocate for
greater attention 1o foreciosure prevention activities through its membership in national housing and
professional organizations.

On February 18, 2009, a proposal was announced by the federal government directing $75 billion in
government funds for relief to homeowners. The Homeowner Affordability and Stability plan will
provide access to low-cost refinancing, clear guidelines for loan modifications, incentives to help
borrowers stay current, and legislation to allow bankrupicy judges to restructure mortgage payments.

Also, in recent months, lenders are more interested in canceling foreclosures and providing “work
outs,” however, modifying the loans by involving unsustainably low interest rates may merely
postpone rather than avoid foreclosures. Lastly, the Federal National Mortgage Association’s
(Fannie Mae) Real Estate Owned rental policy allows renters in Fannie Mac-owned, single-family
foreciosed properties the opportunity to stay in their homes by signing a new month-to-month iease
with Fannie Mae.

il. Reuse of Foreclosed Properties

The Housing Commission’s foreclosure response activities have been fueled by HERA and the
NSP. The City will receive approximately $9.4 million for a range of actions primarily benefiting
buyers of foreclosed homes, Preliminary plans call for financial assistance to homebuyers under the
Housing Commission’s ongoing homebuyer programs and for issuance of a Notice of Funding
Availability (NOFA) inviting affordable housing providers, community organizations, and social
service agencies to submit proposals for acquisition, rehabilitation, rental uses and property
management using NSP funds to provide housing for households earning 50 percent or less of Area
Median Income (currently $39,500 for a family of four). This NOFA will be issued within 30 days
of fund availability and will require respondents to present proposals which meet the strict criteria
of the NSP program while addressing the greatest number of properties within reasonable costs.

To enhance available funding and maximize potential results, the Housing Commission will seek
additional funds dedicated to foreclosure activities. Recently, the Housing Commission was
awarded approximately $16 million in mortgage credit certificates for purchasers of foreclosed
homes; this represents significant additional help for homebuyers of these properties.
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Also, discussions have been held with the City’s Redevelopment Agency to assure that a
coordinated effort can be made to use Redevelopment funding that is dedicated for housing
rehabilitation and lev erage Housing Commission funds from the Lead Hazard Mitigation grants to
improve and “right size” obsolete or deteriorated homes. In the 2010 Fiscal Year Budget, the
Housing Commission wili include recommendations to dedicate funding to activities that alleviate
foreclosure impacts.

Additional relief activities are being explored. Funding for short term rental assistance, housing
relocation, and stabilization services may become available to the City through the American
Recovery and Reinvestment Act discussed above. It should be noted that there is some concern
about restrictions imposed on these funding sources and many in the affordable housing community
are working with advocacy groups to identify and correct unintended programmatic barriers.

Locally, the Housing Commission is recommending that the City Council consider focusing funds
from the CDBG program for the next two years on eligible activities that address the foreclosure
issue.

IX. Acquisition of Property

The Housing Commission has reviewed its internal policies and processes to identify those which
could expedite and expand foreclosure strategies. In this regard, Policy 300.103, which has
governed Housing Commission acquisition policy since 1978, has been updated to 1) reflect a
greater need for flexibility in efforts to minimize the destabilizing impacts on nej ghbofhoocis by
foreclosures and, 2) allow for more vigorous 1mplementat10n of the Public Housing Disposition
program, which commits the Housing Commission to acquire and/or produce 350 housing units.

The updated Policy seeks Housing Authority approval to delegate to the President and CEO and the
Roard of Commissioners authority to acquire foreclosed properties without waiting for Housing
Authority review and approval of each proposed purchase. If approved, the updated Policy would
significantly expedite development efforts with regard to the Public Housing Disposition program
and provide for accelerated reuse of vacant or blighted properties. The revised policy includes the
following requirements:

¢ The Housing Commission will only acquire properties at or below the appraised value;

Properties acquired by the Housing Commission will be used for low or moderate

income housing, either as rental properties or for resale to qualified purchasers;

o The Housing Commission will comply with state relocation law;

¢ The Housing Commission will endeavor to balance acquisitions of properties among
neighborhoods so as to not overly concentrate the acquisitions;

s The Housing Commission will submit a report to the Housing Authority twice a year on
the acquisitions completed in the prior six month period.
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As always, the Housing Authority has the right to review any action taken by the Housing
Commission within seven days of the action. To ensure complete disclosure of actions of the CEO
and/or the Board of Commissioners, the following process will be implemented:

¢ Fach Council office will receive a copy of every Housing Commission meeting agenda
one week in advance of the scheduled meeting;

e Should acquisition of property be recommended for approval, the appropriate Council
office will be contacted regarding the property under consideration;

¢ Following each Housing Commission meeting, each Council office will receive an email
synopsis of actions taken at the meeting so that if a Housing Authority member wants to
review an action, it will have ample opportunity to do so.

FISCAL CONSIDERATIONS:
There is no net fiscal impact from this action.

PREVIOUS COUNCIL and/or COMMITTEE ACTION:

The Public Housing Disposition program was approved on October 31 and November 18, 2008 by
the Housing Commission and the Housing Authority, respectively. The NSP Plan was approved by
the Land Use and Housing Committee on October 29, 2008, the Housing Commission on October

31, 2008, and by the City Council on November 18, 2008.

The Housing Commission Board approved the foreclosure approach at its meeting of February 20,
2009, and this item was approved unanimously by the Committee on Land Use and Housing on
March 11, 2009. Discussions and recommendations from those meetings will be summarized during
today’s Housing Authority meeting.

COMMUNITY PARTICIPATION AND PUBLIC OUTREACH EFFORTS:

Public hearings on the NSP program, including discussions on the foreclosure problem, were held in
October and November 2008. To ensure that the Housing Commission’s foreciosure efforts address
a broad spectrum of interests and concerns, a Stakeholder Advisory Committee has been convened
from people who have expressed interest in the foreclosure issue. This group wall provide valuable
feedback on community needs and resources; it will also allow the Housing Commission to
disseminate information to interested parties as federal programs evolve and other proposals and
resources are identified.

ENVIRONMENTAL REVIEW:

This propesed approach to the foreclosure problem is not a project pursuant to the California
Environmental Quality Act (CEQA); therefore, no CEQA environmental review is required. This
activity is also exempt from the National Environmental Policy Act pursuant to 24 CFR 58.34(a)(1
and 3).
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KEY STAKEHOLDERS & PROJECTED IMPACTS:

Residents of low and moderate income neighborhoods, particularly those areas most affected by
foreclosures (focused in Council Districts 3, 4, 7 and 8), community based organizations, planning
groups, and community based service providers,

Respectfully submitted by, Approved by,

()
D. Lawrence Clemens Carrol M. Vaugh
Senior Vice President Executive Vice and President &
Housing Development and Finance Chief Operating Officer

Attachment: Updated Policy PO300.103 — Real Estate Acquisition



ATTACHMENT

San Diego Housing Commission

POLICY
Subject: Real Estate Acquisition Policy
Number: P 300,103 | Effective Date: | Page 1
Purpose

To obtain dwelling units through acquisition of existing dwelling units/homes
andfor projects.

Goal

To procure existing dwelling units/projects as expeditiously as possible to
alleviate the foreclosure crisis and/or to meet the goal of acquiring a minimum of
350 units as mandated by HUD in its approval of the San Diege Housing
Commission's application for the disposition of public housing.

Implemeantation of Acquisition

)] fn order to allow the San Diego Housing Commission to acquire,
homes, units and/or mulitifamily projects, and any and all other
types and kinds of residential real property that are foreclosed or
are in jeopardy of being foreclosed, with or without the use of real
estate brokers, the Housing Authority of the City of San Diego
delegates to the San Diego Housing Commission, the right, power
and authority to purchase units/homes and/or projects as set forth
in this policy and the resolution approving this policy.

2) in addition to utilizing brokers and/or dealing directly with individual
developers and owners, the San Diego Housing Commission is
encouraged to deal directly with lenders, to the extent feasible,
including, without limitation, FNMA and FHLMC, to purchase
properties acquired by such lender(s) through foreclosure, or by
deeds in lieu of foreclosure, and/or to acquire properties which are
the subject of a Notice of Default during the foreclosure procedure,
but prior to actual foreclosure. in addition, the San Diego Housing
Commission is encouraged and authorized to deal directly with
lenders, to the extent feasible, to meet the goal of acquiring and/or
producing a minimum of an additional 350 units.

3) The San Diego Housing Commission is authorized to review,
approve, and execute any and ali documents necessary and/or
appropriate to effectuate the acquisition(s) referenced in this policy.
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San Diege Housing Commission
POLICY

Subject; Real Estate Acquisition Policy

Number: P 300.103 [ Etfective Date: | Page 2

4) The San Diego Housing Commission is authorized to contract
directly with brokers and/or to cooperate with brokers to effectuate
the acquisitions.

5) Any acquisitions of single family homes/ condominium units may be
accomplished by the President and Chief Executive Officer (CEQ)
of the San Diego Housing Commission, or designee, without further
action from or by the Board of Commissioners of the San Diego
Housing Commission, provided that the acquisition(s) is/are based
upon a purchase price(s) at or below an appraised value and
provided further the clear fee simple title may be acquired by the
San Diego Housing Commission at the close of escrow. The CEO
is authorized to execute any and all documents necessary and/or
appropriate to allow for the acquisition of the single family homes
and/or condominium units, as approved by the General Counsel of
the San Diego Housing Commission.

&) Acquisitions of multifamily projects and muitiple units shall be
approved by the Board of Commissioners of the San Diego
Housing Commission.

7) Any action taken by the Board of Commissioners of the San Diego
Housing Commission, as authorized in this policy, may be reviewed
by the Housing Authority of the City of San Diego within seven (7)
days of the date of any San Diego Housing Commission approval
of an acquisition, by notice from any Housing Authority
Commissioner (City Councilmember) and/or the Executive Director
of the Housing Authority, in accordance with the applicable
provigions of San Diego Municipal Code Section 88.0301(e).

8) Any action of the San Diego Housing Commission concerning any
acqguisition shall become final if no request for review by the
Housing Authority is received with such seven {7) days period, in
accordance with the provisions of San Diego Municipal Code
Section 98.0301(e).

9) The San Diego Housing Commission is delegated the power and
authority to acquire lending necessary and appropriate, if any, for
any acquisition approved by it.
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San Diego Housing Commission

POLICY
Subject: Real Estate Acquisition Policy
Number: P 300.103 | Effective Date: | Page 3
10)  The property acquired shall be utilized by the San Diego Housing

11)

12)

13)

14)

15)

16}

Revised February 12, 2009, effective

Commission, either as rental properties for low or moderate income
housing, and/or the homes and/or units may be resold to qualified
low and/or moderate income purchasers. Any property to be resold
shall be in safe, decent and sanitary condition.

No property may be acquired uniess and until a cerlified appraisal
of value has been obtained for each property to be acquired. The
purchase price for the property to be acguired must be at or below
the appraised value.

The San Diego Housing Commission shalt comply with state
relocation law, as required in connection with any acquisition.

The San Diego Housing Commission shall adopt Administrative
Regulations to further implement this poticy.

in addition to acquiring units that have been foreclosed and/or are
in jeopardy of being foreclosed, the San Diego Housing
Commission is delegated authority and power to and may acquire
other unitsfhomes and projects, to achieve the goal of acquiring
and/or producing a minimum of 350 units required by HUD in its
approval of the public housing disposition, without further action by
the Housing Authority, but subject to review by the Housing
Authority as referenced in Paragraph 7 of this policy. These
acquisitions may be accomplished with or without brokers, through
lenders and/or directly from private owners and developers, or any
combination of the foregoing.

The San Diego Housing Commission shall report to the Housing
Authority and the City Council not less frequently than twice a year
on the status of the acquisition(s) by written informational report(s}.

The San Diego Housing Commission shall endeavor to balance the
acquisitions of housing among neighborhoods so as to not overly
concentrate the areas of acquisition,
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Multifamily Rental Housing
Permanent Financing / Acquisition, Refinancing

FHA Section 2230

Purpose:

Permanent Financing / Acquisition, Refinancing for existing:
+ Market Rate Family Apartments

« Affordable Housing Apartments

¢ Senior Independent Apartments

= Urban Renewal Area Apartments

Eligible Borrowers:

Single asset borrower may be comprised of:
+« For-Profit Sponsor

+ Nonprofit Sponsor

« Public Entity Sponsor

Qualifications:

The property must contain at least 5 residentiai units with complete
kitchens and baths and have been completed or substantially
rehabilitated for at least 3 years:

= Projects requiring substantial rehabilitation are not eligible.

Commercial Space:

Comimercial space is permitted, limited to:
s 20% of gross floor area of the project, and
» 20% of effective gross income of the project.

Maximum Loan:

Purchase Transaction - the lesser of:

« B5% of value as repaired,

+ 85% of acquisition cost, including transaction costs, capitalization of
replacement reserve and repair costs,

# Loan supportable by 85% of net income,

« FHA's statutory per unit limits, adjusted by jurisdiction.

Refinance Transaction ~ the lesser of:

= 85% of value as repaired,

+ Greater of cost to refinance existing debt, including transaction costs,
capitalization of replacement reserve and repair costs, or 80% of value,

+ Loan supportable by 85% of net income,

+ FHA's statutory per unit limits, adjusted by jurisdiction.

foan Features:

1900 Grant Street

« Market Rate Family, Senior Independent (age 62+, and Urban
Renewal Apartments - no rent restrictions or tenant income limits.

« Affordable Housing Apartments — rent and income limits apply

pursuant to IRS Code,

Loan Term - up to 35 vears.

Fully amaortizing loan, no balloon payment.

Non-recourse permanent loan.

Lean is fully assumable by new owner.

Rate is fixed for entire loan term prior to loan dosing.

s ® B % #

Suite 750 Denver, Colorado 80203-4357 4@ 303-831-6004 v 303-832-2840
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AMERISGPHERE

Proegram may be used to credit enhance taxable and tax exempt bonds
in conjunction with the 4% LIMTC program, or as a direct loan in
conjunction with the 9% LIMTC program.

Secondary financing, including grants and tax credits, is permitted in
conjunction with the FHA-insured loan to cover certified project costs in
excess of 100% of value or replacement cost if provided by a Federal,
State or local governmental authority or instrumentality; otherwise if
provided by a private source, up to 92.5% of value.

Davis-Bacon prevailing wage requirements do not apply.

MNon-critical repairs may be deferred but must be completed within 12
months of lean closing.

Information Request: Please provide the following information for a preliminary loan quote:

&

# & #H &

80

1900 Grant Street

Brief description of property including year built, number of units, unit
mix and square footages, and site acreage,

Last three years, and year-to-date income and expense statements
and balance sheets.

Current rent roll.

Copy of restricted use agreement, if applicable.

Any available market studies, appraisals or environmental reports.
Copy of most recent mortgage statement, with escrow balances, for
property owned, or copy of purchase contract for property te be acquired.
List of and estimated costs of desired repairs to be financed.

Names of owner, principals, management agent, etc.; resumes

if available.

Suite 750 Denver, Colorado 80203-4357 1 303-831-6004 303-832-2840
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AMERISPHERE

Multifarnily Rental Housing
Mew Construction / Substantial Rehabilitation
Fria Sections 22 HAME) and 2271(cd {4

Purpose: New Construction / Substantial Rehabilitation financing for:
« Market Rate Family Apartments
= Affordable Housing Apartments
« Senior Independent Apartments

Eligible Borrowers: Single asset borrower may be comprised of:
+ For-Profit Sponsor
= Nonprofit Sponsor
+ Public Entity Sponsor

Qualifications: New Construction of proposed multifamily housing inciuding detached,
semi-detached, row, walkup or elevator-type rental or cooperative
housing containing 5 or more units, where:

+ No work has been done to the site prior to initial loan closing
{unless early start has been approved).

Substantial Rehabilitation - must meet one of the following criteria:

+ Cost of repairs, replacements and improvements exceeds the greater
of 15% of estimated replacement cost after completion, or $6,500 per
unit adjusted by jurisdiction, or

+ Two or more major building components are being substantially replaced.

Commerciai Space: Permitted to serve the needs of the project’s residents, limited to:
« 10% of gross floor area of the project, and
+ 15% of gross income of the project.

Maximum Loan: New Construction — the lesser of:
» 90% {100% for nonprofits) of replacement costs,
» Lpan supportable by 90% (95% for nonprefits) of net income,
» FHA's statutory per unit limits, adjusted by jurisdiction.

Substantial Rehabilitation ~ the lesser of:

s 90% (100% for nonprofits) of sum of rehabilitation costs and existing
value of land and improvements,

= Loan supportable by 90% (95% for nonprofits) of net income,

+ FHA's statutory per unit limits, adjusted by jurisdiction.

Loan Features: = Market Rate Family and Senior Independent (age 62+) Apartments -
no rent restrictions or tenant income limits.
s Affordable Housing Apartments — rent and income limits apply
pursuant to IRS Code.
Loan Term - conskruction period plus up to 40 years.
Fully amortizing loan, no balloon payment.
Non-recourse during both construction and permanent loan phases.
Loan is fully assumable by new owner.
Rate is fixed for entire loan term prior to initial toan closing.

& & & # %

1900 Grant Street  Suite 750 Denver, Colorado 80203-4357  1: 303-831-6004

2 303-832-2840
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AMERISPHERE

[

No lease-up hurdle is required for conversion to permanent loan.
Program may be used to credit enhance taxable and tax exempt bonds
in conjunction with the 4% LIKTC program, or as a direct loan in
conjunction with the 9% LIHTC program.

Secondary financing, including grants and tax credits, is permitted in
conjunction with the FHA-insured loan to cover certified project costs in
excess of 100% of value or replacement cost if provided by a Federal,
State or local governmental authority or instrumentality.

Developer fee (Builder’s and Sponsor's Profit & Risk Allowance
"BSPRA™} equal to 10% of all costs other than land may be included in
replacement costs.

Davis-Bacon prevailing wage requirements apply to costs of new
construction or rehabilitation.

Information Request:

1900 Grant Street

Please provide the following information for a preliminary loan quote:

@

E O 2 @ @

Brief description of proposed improvernents including number of units
with breakdown of rents by unit type.

Development ot rehabilitation budget.

Pro forma income and expenses for completed project.

Estimate of value of site; copy of purchase contract.

Any available market studies, appraisals or environmental reports.
Names of sponsor, developer, management agent, general contractor,
architect, etc.; resumes if available.

Site plan, unit floor plans, elevations, survey, architectural drawings,
etc. to the extent available.

Suite 750 Denver, Colorado B0203-4357  v:303-831-6004 v 303-832-2840
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Standard DUS Mortgage

Lenders in Fannie Mae's Delegated Undearwriting and Sarvicing (DUS™)
program offer a wide variety of innovative solutions fo meet borrowers’
needs. For financing conventional market-rate apartment properties, a
Standard DUS Mortgage is usually the best choice.

Benetfits of Standard DUS

Borrowers want: Standard DUS delivers:

Flaxibie terms Cheoose fixed-rate or ARM, balloon or fully amortizing, with a wide
choice of terms and prepayment options.

Certainty of execution DUS lenders have delegated authority to underwrite, commit and
rate lock loans without prior review by Fannie Mae. Fannie Mae and
the DUS lenders are in every market, every day.

Fast processing and underwriting Every DUS tender's organization is staffed with experienced real
estate professionals who use their delegated authority 1o close deals
quickly and smoothly.

Competitive pricing DUS lenders have access to both cash and securitization executions
and offer competitive tiered pricing based on the risk attributes of
the loan.

Eligible Properties

A Standard DUS Mortgage can be used for the acquisition or refinance of multifamily properties {minimum of 5 units).

Eligible Borrowers

Any creditworthy single-asset U.S. borrower with all U.S. principals is eligibie. Foreign borrowers may also have
ownership interests, subject o proper structuring of the borrowing entity.

Eligible Lenders

A list of approved DUS lenders can be found on www.fanniemae.com.

Loan Amount

Ne minimum or maximum. Some singie-asset DUS Joans exceed $150 million.

Loan Term

Terms ranging from 5 to 30 years are available. Terms of §, 7, 10, 15, 18, 20, 25 or 30 years are standard.

Amortization
Up to 30 years.

G S TR

Standard DUS
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Maximum LTV

80%. There are exceptions to this rule for income-restricted Multifamily Affordabie Housing transactions.

Minimum DBSCR

1.25x%. There are exceptions to this rule for income-restricted Multifamily Affordable Housing transactions.

Recourse Requiremenis

Non-recourse execution is available for most loans greater than $1.5 milfion. Standard carve-auts to non-recourse for
"bad acts” such as fraud are required.

Property Seasoning

New properties must have stabilized (typically 90% occupancy) for 80 days prior to funding. Loan commitments for
pre-stabilized properties wili be considered on a case-by-case basis.

Minimum Vacancy and Coilection Loss
5%

Escrows

Replacement reserve, tax and insurance escrows are typically required for higher leverage transactions.

Third-party Reports
Standard ihird-party reporis—~Appraisal, Phase | Environmental Assessment, and a Physical Needs Assessment—are
required.

Executions Available
Cash, MBS, or DMBS.

Interest Rates

Fixed and variable rates are available.

Accrual Basis
30/360 and Actual/360

Rate L.ock

30- to 90-day commitments are available. Extended Rate Lock feature is aiso available, allowing the borrower to lock
a rate 45 to 365 days in advance of closing.

Pricing

Pricing is tiered and based on the risk attributes of the loan.

Standard DUS Mortgage (as of 5/12/05) 2



Assumption

DUS Loans are typically assumable, subject to lender’s review and approval of the new borrower's financial capacity.

Prepayment Provisions

Fannie Mae offers borrowers three prepayment premium options: Yieid Maintenance, Defeasance, and Graduated
Prepayment Premium {example: 5-4-3-2-1 on 5-year term). Fannie Mae has the most borrower-friendly Defeasance
product in the marketplace; a single Fannie Mae debt instrument can be purchased to defease your loan.

Supplemental Financing

Fannie Mae offers the best, most flexible Supplemental Loan product in the business. As NOI continues to grow,
the DUS lender can provide Supplemental Loans on multiple ccecasions.

Additional Resources

For more detaited information about the DUS product line, see the Fannie Mae Multifamily Delegated Underwriting
and Servicing Guide found on AllRegs® Online.

Contact

To learn more about the DUS product line, lenders should contact their Fannie Mae Naiional Account Manager,
Borrowers should contact a DUS lender.

et

Standard DUS Mortgage (as of 5/72/405) 3




a full range of innovative solutions

3MaxExpress®

Fannie Mas's 3MaxExpress product offers flexible loan terms and
streamliined processing for foans of up to §3 million (up to $5 million in certain MSAs).

Borrowers Want 3MaxExpress Delivers

Flexible terms for small loans Fixed-rate or ARM, Balloon or Fully Amortizing loans, with a wide choice of
terms and prepayment options, including Yield Maintenance, Defeasance and
Graduated Prepayment Premiums.

Streamlined processing and Lenders have delegated authority to underwrite 3MaxExpress |oans.
underwriting Streamlined third party reports and data requirements shorten the loan
processing time.

Low cost execution Streamiined process reduces transaction costs and may allow financing of
some of these costs.

Competitive pricing Fannie Mae Cash and MBS (securitization) executions allow lenders to offer
consistent and competitive pricing, nationwide.

Eligible Properties
Acquisition or refinance of multifamily properties (minimum of 5 units).

Ineligible properties: Multifamily Affordable Housing, Manufactured Housing Communities, properties requiring substantial
rahabilitation, and Seniors independent and Assisted Living.

Eligible Borrowers
Any creditwarthy U.S. borrower or U.S. citizen.

Eligible Lenders
Approved Fannie Mae Small Lean lenders.

Loan Amount

Up to and including $3 million, or up to and including $5 million in the following Metropolitan Statistical Areas (*MSAs").
Boston, New York, Washington (DC), Chicago, Los Angeles, Orange County {CA), Sacramento, San Diego, San
Francisco and Seattle.

Loan Term
From 5 to 30 years.

Amortization
Up to 30 years.

Maximum LTV
80%

3MaxExpress® (as of 8/10/07)



Minimum DSCR
1.20x

Recourse Requirements

Non-recourse permitted in certain markets and for lower leverage transactions, with standard carve-outs to non-recourse
for "bad acts” such as fraud. Recourse required for loans less than or equal to $750,000 with individual Key
Principal/Principal executing a state specific Payment Guaranty document,

Property Stabilization
90% occupancy for 80 days required prior to funding.

Minimum Vacancy and Collection Loss
Greater of market, actual, or 5%.

Taxes and Insurance Escrows
Required for ali loans where Key Principal/Principal FICO Score is less than 680. With FICO Score greater than or equal
10 680, lender’s discretion to waive Escrows.

Replacement Reserves
Not required,

Third-party Reports
Short form appraisal and streamlined physical needs and environmental reports required.

Execufions Available
Cash and MBS

Interest Accrual Basis
Actual/360 or 30/360

Rate L.ock
30- to 90-day Commitments. Extended Rate Lock available for 45 to 365 days in advance of closing on a limited basis.

Assumption
Non-recourse loans are typically assumable, subject to Lender/Fannie Mae review, approval, and payment of a 1%
Transfer fee. Recourse loans have reduced assumability features.

Prepayment Provisions
Yield Maintenance, Defeasance, and Graduated Prepayment Premium (example: 5-4-3-2-1 on 5 year term).

Additional Resources
For detailed information about 3MaxExpress, see the 3MaxExpress Guide under Fannie Mae Multifamily on AllRegse
Online.

Contact

Lenders interested in participating, contact Mark Lacey at Fannie Mae (202) 7562-3427.
Borrowers may find contact information for Fannie Mae Small Loan Lenders at eFannieMae.com:
httos/Avew efanniemae. com/mifrefmateriaisflenderinfo/smicanienders isp.

3MaxExpress® (as of 8/10/07)






ATTACHMENT 4

San Diego Housing Commission Finance Plan Timeline

1. Finance Plan Approval

August 21

September 9

September 11
September 23

October 6

Staff presentation of Finance Plan to HC Board -
Workshop

Staff presentation of Finance Plan to San Diego Housing
Federation

Staff presentation of Finance Plan to HC Board — Approval
Staff presentation to Land Use & Housing Board

Staff presentation of Finance Plan to HA for approval

II. Leveraging of Existing Portfolio

Lender Due Diligence and Underwriting Phase

October 7

Through November

December

February-April 2010

Closing Phase
December/January
February 2010

March/April 2010

HC signs loan applications with FHA and Fannie Mae
lenders to start the due diligence and underwriting process

SDHC delivers reports and documentation needed by
Lenders for underwriting. Lenders conduct third party
consultant due diligence studies (appraisal, environmental,
engineering, seismic, survey, etc.)

FHA lender submits applications for mortgage insurance to
HUD. Fannie Mae lender completes approval process and
schedules closings.

FHA approves applications. FHA Lender scheduies
closings.

Fannie Mae closings occur.

Initial FHA closings occur.

Remaining FHA closings occur.

Page 1 of 3



i, New Additions to Portfolio

Acquisitions with non-government partners (not qualified for BABs interest rebate)

3Q2009-4Q2009

December/January

December-1Q2010

HC completes acquisitions up to $20 million using the US
Bank interim financing loan proceeds

HC pays off US Bank interim loan with proceeds of the
Fannie Mae permanent financing

HC continues targeted acquisitions with non-government
partners up to the limit of the amount of available proceeds
from the Fannie Mae financing, leveraging HC equity with
new permanent debt if applicable

Acquisitions to be wholly owned by HC (qualified for BABs interest rebate)

1Q2010-4Q2010

12/31/2010 deadline

HC executes acquisitions to be wholly owned by HC up to
the limit of the amount of available proceeds from the FHA
financing

a. Acquire with immediate permanent debt if stabilized,
otherwise acquire on an “‘all-cash” basis to quickly re-
deploy the BABs qualified loan proceeds and avoid the
cost and delay of a third party construction loan. Itis
likely that several of these acquisition properties will
not have achieved stabilized occupancy (partially
completed new construction condos, rehabilitation
properties, etc.).

b. Leverage the “pre-stabilized” acquisition properties
upon achievement of stabilized occupancy, generating
additional “equity” to use to acquire additional assets.

Any debt financing that is closed by this deadline for
properties wholly owned by HC can also qualify for the
BABs interest rebate provided that those loan proceeds are
used within 3 vears to acquire additional affordable housing
properties wholly owned by HC

BABs Interest Rebate HC receives an interest rebate of 35% of interest paid on

debt for all BABs qualified investments, materially
increasing HC’s annual net cash flow after debt service for
these assets.

Page 2 of 3



After 12/31/2010 HC executes a second round of acquisitions utilizing the
proceeds of leveraging the first round wholly owned
acquisitions as noted above.

a. These acquisitions need to be wholly owned by HC to
preserve the BABs interest rebate on the debt created in
leveraging the first wave acquisitions.

b. HC can leverage these acquisitions immediately to
achieve the maximum number of new affordable
housing units.

¢. All BABs qualified proceeds from the leveraging of the
first round acquisitions need to be re-invested in wholly
owned acquisitions within 3 years after that first round
leveraging occurs.

IV. On-Going Expansion of HC Portfolio

2011 and Beyond HC will have the opportunity to accumulate and reserve
growing cash flow after debt service on a growing portfolio
of affordable housing assets. HC can use this accumulated
equity going forward to continually acquire more
affordable housing properties, with or without the use of
leverage.

Page 3 of 3
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BALANCED PORTFOLIO ANALYSIS

San Diego Housing Commission

September 2, 2009
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