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TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS
BOARD MEETING

June 14, 2007
9:30 am
Capitol Auditorium

AGENDA

CALL TO ORDER, ROLL CALL Elizabeth Anderson
CERTIFICATION OF QUORUM Chair of Board

= Lender of the Year Award

PUBLIC COMMENT

The Board will solicit Public Comment at the beginning of the meeting and will also provide for Public
Comment on each agenda item after the presentation made by the department staff and motions made by
the Board.

» Public Presentation of the Results of the Home Program Advisory Task Force

The Board of the Texas Department of Housing and Community Affairs will meet to consider and possibly act
on the following:

CONSENT AGENDA

Items on the Consent Agenda may be removed at the request of any Board member and considered at
another appropriate time on this agenda. Placement on the Consent Agenda does not limit the possibility of
any presentation, discussion or approval at this meeting. Under no circumstances does the consent agenda
alter any requirements provided under Texas Government Code Chapter 551, the Texas Open Meetings Act.

Item 1: Approval of the following items presented in the Board materials:
General Administration ltems:
a) Minutes of the Board Meeting of May 10, 2007

Legal Items
b) Presentation, Discussion and Possible Action of Request for Proposals (RFP) for Bond Counsel

c) Presentation, Discussion and Possible Action of Request for Proposals (RFP) for Bond
Disclosure/Securities Counsel.

Multifamily Finance Production Items:
d) Presentation, Discussion and Possible Action for Housing Tax Credit Amendments:

07093  Cypresswood Crossing Orange

e) Presentation, Discussion and Possible Issuance of Determination Notices for Housing Tax
Credits Associated with Mortgage Revenue Bond Transactions with Other Issuers:

07414  Costa Clemente, Angleton, Brazoria County, Texas
Southeast Texas HFC is the Issuer
Recommended Credit Amount of $765,671

f) Presentation, Discussion and Possible Action for Memorandum of Understanding (MOU)
between the Texas Bond Review Board and TDHCA for the Issuance of 501(c)(3) bonds
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g) Presentation, Discussion and Possible Issuance of Multifamily Mortgage Revenue Bonds and
Housing Tax Credits with TDHCA as the Issuer:

07620  Windshire Apartments, Houston, Texas for a bond Amount Not to Exceed $15,000,000
and the Issuance of a Determination Notice Recommended Credit Amount of
$1,195,903. Resolution No. 07-016

h) Presentation, Discussion, and Possible Action for the Inducement Resolution Declaring Intent to
Issue Multifamily Housing Mortgage Revenue Bonds for Developments Throughout the State of
Texas and Authorizing the Filing of Related Applications for the Allocation of Private Activity
Bonds with the Texas Bond Review Board for Program Year 2007, Resolution No. 07-015:

07625  Costa del Rey Houston

Texas Homeownership Program Division ltems:
i) Presentation, Discussion and Possible Approval of Amendment to Master Servicer Contract

j) Presentation, Discussion and Possible Approval of Participating Lender List for Single Family
Mortgage Revenue Bond (MRB) Program 69

HOME Division Items:
k) Presentation, Discussion and Possible Approval of HOME Division Owner Occupied Housing
Assistance for disaster relief recommendation:

2006-0221 Starr County

Community Affairs Division:

[) Presentation, Review and Approval of the draft Program Year (PY) 2008 Low Income Home
Energy Assistance Program (LIHEAP) State Plan for posting to the TDHCA website and Public
Comment

m) Presentation, Review and Approval of draft Community Services Block Grant (CSBG) State Plan
for 2008-2009 for posting to the TDHCA website and Public Comment

Portfolio Management and Compliance Division
n) Presentation, Discussion and Possible Approval of Request for Amendments to HOME
Investment Partnerships Program Contracts:

1000217 Cameron County
ACTION ITEMS

Item 2: Presentation, Discussion and Possible Approval of Multifamily Division Items — Specifically
Housing Tax Credit Items:

a) Presentation, Discussion and Possible Action for Housing Tax Credit Amendments

04036  Villa del Sol Brownsville
060148 Pineywoods Orange Development Orange
060149 Women'’s Shelter of East Texas Lufkin

b) Presentation, Discussion and Possible Action for 2007 Competitive Housing Tax Credit Appeals

07190  Stephen Austin School Apartments Greenville

07191 Washington Hotel Lofts Greenville
07192  Historic Lofts of Waco High Waco
07210  New Hope Housing at Bray’s Crossing Houston
07291 Cypress Creek at Reed Road Houston
07302 Casa Alton Alton

Appeals Timely Filed
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Item 3: Presentation, Discussion and Possible Approval of HOME Division ltems:

Item 4:

Item 5:

Item 6:

EXECUTIVE SESSION

OPEN SESSION

a) Presentation, discussion and possible action for the 2007 HOME Rental Housing Development

appeals:

07263 Constitution Court Copperas Cove
07340 Copper Creek Homes Hudson

07343 Parkwood Apartments Nixon

All other appeals filed timely

Presentation, Discussion and Possible Approval of Disaster Recovery Division Items -
Specifically FEMA Alternative Housing Pilot Program Application Program:

a) Presentation, Discussion and Possible Approval of FEMA Alternative Housing Pilot Program
Application Program (AHPP) Strategy

Presentation, Discussion and Possible Approval of Portfolio Management & Compliance
Division Items:

a) Presentation, Discussion and Possible Approval of Requests for Amendments to HOME
Investment Partnerships Program Contracts

542061 City of La Feria
1000020 City of Cotulla
1000253 City of Lewisville
1000501 City of Splendora

Presentation, Discussion and Possible Approval of Real Estate Analysis Division Items:

a) Presentation Discussion and Possible Action for the 2007 Competitive Housing Tax Credits
Appeals of Credit Underwriting Reports

07235  Woodchase Senior Community El Paso
Appeals Timely Filed

a) The Board may go into Executive Session (close its meeting to the public) on any agenda item if
appropriate and authorized by the Open Meetings Act, Texas Government Code, Chapter 551

b) The Board may go into Executive Session Pursuant to Texas Government Code §551.074 for the
purposes of discussing personnel matters including to deliberate the appointment, employment,
evaluation, reassignment, duties, discipline or dismissal of a public officer or employee

1. Discussion relating to the salary for Acting Director of Internal Audit
2. Deliberations on hiring of Internal Auditor

c) Consultation with Attorney Pursuant to §551.071(a), Texas Government Code:
1.  With Respect to pending litigation styled Dever v. TDHCA Filed in Federal Court
2. With Respect to pending litigation styled Ballard v. TDHCA Filed in Federal Court

3. With respect to possibility of requesting of an Attorney General Opinion regarding the use of
legislative intent for rule development

4. With Respect to Any Other Pending Litigation Filed Since the Last Board Meeting

Action in Open Session on Items Discussed in Executive Session

Elizabeth Anderson

Elizabeth Anderson
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REPORT ITEMS

Executive Director's Report

TDHCA Outreach Activities, May 2007

Monthly Report on HOME Amendments Granted

Legislative Update

2007 Competitive Housing Tax Credit Challenges

Summary of Developer Actions for Residences on Old Denton Bond Transaction

oakhwN =~

ADJOURN Elizabeth Anderson

To access this agenda & details on each agenda item in the board book, please visit our website at www.tdhca.state.tx.us or
contact Nidia Hiroms, 512-475-3934; TDHCA, 221 East 1 7 St, Austin, TX 78701, and request the information.
Individuals who require auxiliary aids, services or sign language interpreters for this meeting should contact Gina Esteves, ADA
Responsible Employee, at 512-475-3943 or Relay Texas at 1-800-735-2989 at least two days before the meeting so that
appropriate arrangements can be made.

Non-English speaking individuals who require interpreters for this meeting should contact Nidia Hiroms,512-475-3934 at least
three days before the meeting so that appropriate arrangements can be made.Personas que hablan espariol y requieren un
intérprete, favor de llamar a Jorge Reyes al siguiente numero(512) 475-4577 por lo menos tres dias antes de la junta para hacer
los preparativos apropiados.




TEXAS HOMEOWNERSHIP DIVISION

LENDER OF THE YEAR AWARDS
June 14, 2007

As part of June’s celebration of Homeownership Month, the staff and TDHCA Governing Board would
like to recognize the lending community for their contributions to affordable housing and their efforts to
increase the homeownership rate in Texas. Through the issuance of low interest rate mortgage revenue
bond loans, the Texas First Time Homebuyer Program, in conjunction with its network of participating
lenders, originated over $280 million in mortgage loans in 2006 and enabled approximately 2,500
individuals and families to experience the benefits of homeownership. As a result of increased program
awareness in the lender community, the program experienced its most successful year to date and
provided homeownership opportunities to individuals and families across the state.

In recognition of their efforts, the TDCHA Governing Board is recognizing the top lending institution and
top producing loan officer under the Texas First Time Homebuyer Program. The lenders were selected
from the current group of 40+ participating lending institutions. The selection criteria included five
factors with a corresponding percentage assigned to each factor: 40 percent for the highest number of loan
originations, 25% for the lowest borrower income level served, 20 percent for the highest number of
minority homebuyer loans originated, 10 percent for the smallest average loan amount and 5 percent for
the number of participating branch offices or most counties served and overall program performance.

The following Lenders have been selected for recognition of their achievements.

Countrywide Home Loans, Inc. — “Lender of the Year”

In 2006, Countrywide originated 331 loans totaling over $32 million. Their homebuyer’s average area
median family income was 71% and 47% of the loans originated were made to minority homebuyers.
They also have 93 branch offices located within the state. Countrywide also allows mortgage brokers to
deliver loans through their wholesale division. As a result, an additional 71 loans were originated and
funded totaling over $8 million.

Connie Tharp, Wells Fargo Bank, Houston - “Loan Officer of the Year”

In 2006, Ms. Tharp originated and closed 31 loans under the Texas First Time Homebuyer Program. This
represents one of the largest levels of loan originations by an individual loan officer. She has worked in
the banking industry for over 10 years and has participated in the Texas First Time Homebuyer Program
for 2 years. The majority of her day to day business consists of working with first time homebuyers; she
is an asset to the mortgage banking industry and is truly committed to providing affordable housing to all
Texans.




Topic

Overview of the HOME Task Force
Presentation on Loans vs. Grants and Match
Requirements

(Issues #2 & #8)

Questions & Answers

Presentation on Multifamily Issues
(Issue #11)

Questions & Answers

Presentation on Expenditure Rates, Contract
Terms, & Benchmarks
(Issues #1, #3, & #4)

Questions & Answers

Presentation on Distribution o f Funds, HBA, &
Bootstrap
(Issues #5, #9, & #10)

Questions & Answers

Presentation on CHDO Issues
(Issues #6 & #7)

Questions & Answers

Conclusion

Speaker

Brooke Boston

The Honorable Jerry C.
Agan

Cynthia Bast

Tres Davis or Designee

Matt Hull

Don Currie &

Michael Hunter

TDHCA Governing Board

TDHCA HOME Program Advisory Task Force
Thursday, June 14, 2007

Presentation to TDHCA Governing Board
9:30 AM Capitol Extension Auditorium

Time Allotted

5 mins

10 mins

5 mins

10 mins

5 mins

10 mins

5 mins

10 mins

5 mins

10 mins

5 mins

10 mins

Note: 90 Minutes have been set-aside for this presentation



TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS

HOME Investment Partnerships Program
Advisory Task Force Report

June 7, 2007

THIS DOCUMENT DOES NOT REFLECT THE VIEWS OF TDHCA OR THE TDHCA GOVERNING
BOARD. THIS DOCUMENT IS A PRODUCT OF THE HOME INVESTMENT PARTNERSHIP PROGRAM
ADVISORY TASK FORCE.
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An Introduction to the HOME Program Advisory Task Force

The HOME Investment Partnerships Program (HOME) is one of the State’s most
effective tools for providing affordable housing to low-income Texans. The program’s
flexibility allows the state to assist communities in revitalizing existing substandard
housing through owner occupied rehabilitation, help provide home ownership with
down-payment assistance, and help those who would otherwise be unable to achieve
safe affordable housing through rental assistance programs, including funds targeted for
persons with special needs. These funds are also used to help improve Colonias,
assist people with Contract for Deed Conversions, promote Rental Housing
Preservation and development needs, and to assist Community Housing Development
Organizations (CHDOs) in their work to help Texans in need. The State of Texas HOME
Program (HOME Program) is administered by the Texas Department of Housing and
Community Affairs (TDHCA) and receives approximately $40 million annually in federal
funding from the U.S. Department of Housing and Urban Development (HUD).

Each year, TDHCA'’s governing Board approves a Consolidated Plan that reflects their
goals for the programming of the annual HOME allocation. The plan identifies what
eligible activities will be targeted, ensures that the annual allocation of funds meets all
federal and state set-asides and provides for compliance with all state and federal
regulations. Additionally, the plan ensures that the HOME Program funds, when
necessary, are allocated in accordance with a statutory regional allocation formula that
provides for dissemination of funds across all regions of the state and in both rural and
urban/exurban areas.

In 2005 TDHCA began developing strategies to improve program performance and
address the delay in intended beneficiaries receiving the benefits of awarded funds.
TDHCA'’s Board also began a more thorough evaluation of program policies in an effort
to improve program delivery and stretch this resource. As a result of these efforts,
TDHCA released a series of proposed changes to the HOME Program Rules (10 TAC,
Part 53) and application guidelines in December 2005. The Department also reviewed
its current contracts to make efforts to accelerate delivery of benefits.

TDHCA conducted public hearings and roundtable meetings to collect public comment
on the proposed modifications. After completing a thorough review of all collected public
comment, the new HOME Program Rules were adopted by the Board in February 2006.
Through the new rules, the Board and staff sought to broaden delivery of HOME
Program funds to communities across Texas, ensure the appropriate and expeditious
use of funds, assure that the neediest Texans would benefit directly from the program
by imposing a five-year affordability period, and put mechanisms in place that would
improve the long-term viability of the program. TDHCA has continued to receive
comment from HOME Program participants on issues related to the rule changes as
well as other aspects of program activities.

THE DISCUSSION AND OPTIONS SECTIONS OF THIS DOCUMENT DO NOT REFLECT THE VIEWS OF TDHCA OR THE TDHCA GOVERNING
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TDHCA has also recently set a goal of improving program administration in a way that
improves the Department’s national ranking as measured by HUD guidelines. To
develop creative approaches to meet this challenge, staff has internally identified issues
that warrant further scrutiny and possible change. Part of this process is to utilize the
enormous experience and talents of people identified as leaders in the program. This
combines the ability to address public comment and identify potential program changes
to help achieve TDHCA's goal by examining all the issues from a variety of viewpoints.
To maximize creative approaches TDHCA has taken on a comprehensive evaluation of
the State’s HOME Program by creating the HOME Program Advisory Task Force (the
Task Force).

These measurements identified by HUD are considered an important indicator of
success in distributing the funds. Elected leaders at the state and national level review
this performance measure to provide guidance on how well the program is perceived to
be performing. These measurements may also impact the level of funding for the
program overall and for the state program in particular. They also are used by HUD
when special issues arise, such as disaster needs, as a factor in considering whether to
grant waivers on the use of funds.

More directly, many of the measures used to create HUD’s rating system are directly
correlated to the delivery of these resources to their intended beneficiaries. This
includes information provided to intended beneficiaries, compliance with program
requirements, commitment of funds, completion of projects and other goals that
demonstrate that the funds are helping individuals. The desire to improve the
Department’s ability to deliver services to the intended beneficiaries is why TDHCA is
striving to improve its ranking.

The Task Force’s purpose is to utilize a knowledgeable, experienced and creative group
of individuals to provide the Executive Director of TDHCA with a critical evaluation of,
and options for constructive changes to, the State of Texas HOME Program.

The goals for the Task Force included:

x ldentify internal and external processes and issues related to the HOME Program
that may require attention to ensure maximum program efficiency.

x Research and identify possible options for improvements for the HOME Program
including identification of implications including potential operational, program
administration and public policy impacts within state and federal requirements.

= Advise the Executive Director of TDHCA regarding the results of this effort.

The Task Force was designed to occur in two phases. The first phase was initially
comprised of a committee of Department staff with cross-divisional experience with the
HOME Program. That group identified a list of issues that they believe are the most
critical for improving program administration and performance. They considered
recurring issues raised by the users of the program, public comment and their daily
knowledge of program operation when developing the list of issues. The group also
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chose its topics selectively to ensure that the efforts of the Task Force could be focused
to the most salient and far-reaching issues. Their mission was to concisely summarize
these key issues while not yet making specific recommendations for change.

The second phase of the Task Force is comprised of a diverse group of external
stakeholders that include consultants, program administrators, local officials and
advocates. The group membership reflects representation from all HOME activity types,
rural and urban areas, and nonprofit and for-profit entities. It is now the task of the
external Task Force to identify approaches to provide services most needed by Texans,
improve program administration and performance, and outline the pros and cons of
each of the options recommended by the Task Force. The product of the Task Force
will be this report in final form which will advise the Executive Director with a variety of
viewpoints on future options for developing a stronger HOME Program.

A Note on the Organization of the Report

The following report is organized by Issue, each with an overview of the background,
salient factors for consideration, current research and related HOME Program policies.

Included for each Issue is an Options Discussion section. Options are numbered
sequentially throughout the entire document to facilitate reference of options.

THE DISCUSSION AND OPTIONS SECTIONS OF THIS DOCUMENT DO NOT REFLECT THE VIEWS OF TDHCA OR THE TDHCA GOVERNING

BOARD. THIS DOCUMENT IS A PRODUCT OF THE HOME INVESTMENT PARTNERSHIP PROGRAM ADVISORY TASK FORCE.

Page 5 of 91




List of Members of the HOME Program Advisory Task Force

First Name Last Name | Organization

Al Swan Affordable Housing of Parker County

Ann Chappell Habitat for Humanity of North Texas

Ann Denton Advocates for Human Potential, Inc.
Annette Gutierrez Rio Grande Council of Governments
Brooke Boston Texas Dept of Housing & Community Affairs
Bruce Spitzengel GrantWorks, Inc

Bud Love Bud Love Consulting

Camile Pahwa Diana Mclver & Associates, Inc.

Charles Lucas Lucas Consulting, Inc.

Cloy Richards City of West Tawakoni

Cynthia Bast Locke Liddell & Sapp LLP

D'Ann Johnson Texas CBAR

David Ojeda Community Services of South Texas
Dennis Hoover Hamilton Valley Management, Inc.

Don Currie CDC Brownsville

Donna Chatham Association of Rural Communities in Texas
Doug Dowler Pineywoods Home Team

Frances Leos Martinez Texas CBAR

Fred Cantu Office of the Honorable Juan Manuel Escobar
Fred Huerta Housing Plus

Gary Driggers

George Fite City of Hughes Springs

Jake Brisbin Rio Grande Council of Governments

James Waddill BeLaire Construction

Jean Langendorf | United Cerebral Palsy of Texas

Jennifer Daughtery Foundation Communities

Jerry C. Agan Presidio County

Jim Fieser Fieser Development, Inc.

John Henneberger | TLIHIS

Juan Vargas Webb County Self-Help Center

Judy Langford Langford Community Management Services
Judy Telge Coastal Bend Center for Independent Living
Karen Swenson Greater East Texas Community Action Program
Ken Martin Texas Homeless Network

Lucy Trevino Texas Dept of Housing & Community Affairs
Manuel Lara City of Mathis

Marc Gold Department of Aging & Disability Services
Mark Mayfield Texas Housing Foundation

Mark Taylor Gary Traylor & Associates

Mary Kay Thomas Amazing Grants

Matt Hull TACDC
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Michael Hunter Hunter & Hunter Consultants

Mike Harms Ctr for Housing & Economic Opportunities Corp.
Mirenda White-Harris | Kerbow and Associates Consulting, Inc.
Patrick Barbolla Fountainhead Companies

Rhoda Gersch Combined Community Action, Inc.

Robert Chavira SMi Consulting

Robin Sisco Langford Community Management Services
Sarah Mills Advocacy Inc

Steve Ashman Department of Aging & Disability Services
Steve Kerbow Kerbow and Associates Consulting, Inc.
Steven Carriker TACDC

Tres Davis GrantWorks, Inc

Truman Dougharty Newton County

Walter Moreau Foundation Communities
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EXECUTIVE SUMMARY

Background

The State of Texas HOME Program (HOME Program) is administered by the Texas
Department of Housing and Community Affairs (TDHCA) and receives approximately
$40 million annually in federal funding from the U.S. Department of Housing and Urban
Development (HUD). In an effort to increase the efficiency of the administration of the
program and improve the State’s overall performance with HUD, TDHCA launched the
HOME Program Advisory Task Force.

The Task Force’s purpose was to utilize a knowledgeable, experienced and creative
group of individuals to provide the Executive Director of TDHCA with a critical
evaluation of, and options for constructive changes to the State of Texas HOME
Program.

The goals for the Task Force include:

x ldentify internal and external processes and issues related to the HOME Program
that may require attention to ensure maximum program efficiency.

x Research and identify possible options for improvements for the HOME Program
including identification of implications including potential operational, program
administration and public policy impacts within state and federal requirements.

= Advise the Executive Director of TDHCA regarding the results of this effort.

The Task Force was designed to occur in two phases. The first phase was initially
comprised of a committee of Department staff with cross-divisional experience with the
HOME Program. That group identified a list of issues that they believed were the most
critical for improving program administration and performance. Their mission was to
concisely summarize these key issues while not yet making specific recommendations
for change.

The second phase of the Task Force was comprised of a diverse group of external
stakeholders that include consultants, program administrators, local officials and
advocates. The group membership reflects representation from all HOME activity types,
rural and urban areas, and nonprofit and for-profit entities. The product of the Task
Force will be this report in final form which will advise the Executive Director with a
variety of viewpoints on future options for developing a stronger HOME Program.
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Overview of Options

Issue 1: Improving Commitment and Expenditure Rates on HUD SNAPSHOT

As part of its oversight of its recipients, HUD generates a “report card” to inform
recipients of their performance and national ranking, the HUD Snapshot. In order to
improve Commitment and Expenditure Rates on the Snapshot, HOME Task Force
members examined a variety of issues and offer several options that modify existing
milestones in order to improve performance on the report.

Issue 2: Form of Assistance for Owner Occupied Activity — Loan vs. Grant

In previous years, TDHCA provided all HOME OCC awards in the form of a grant, but
under the new HOME Rules, assistance is offered in the form of a five-year deferred
forgivable or zero-percent interest rate loan, depending on the homeowner’s income. To
improve the effectiveness of the OCC Program, Task Force members focused on
providing options for three main areas of analysis. First, members examined the current
program structure and offer alternative programs such as a Graduated Income Loan
and/or Demonstration Loan Program. Second, the Task Force members analyzed
processes and offer options to streamline operations and costs by allowing activities
such as single appraisal. Third, members sought to minimize the burden on
beneficiaries dealing with homeowner’s insurance for the entire loan period. Fourth, the
Task Force examined the need to provide for additional soft costs for new activities
required for the loan program.

Issue 3: Determination of Appropriate Contract Terms

As noted previously, there were several programmatic modifications to the 2006 HOME
Rules. One of those changes was the reduction of the contract term for Owner
Occupied (OCC) Housing Assistance contracts from 24 months to 18 months with key
mandatory interim benchmarks also included. To determine more appropriate contract
terms, the Task Force identified additional activities that must be accounted for in the
program’s timeline and offer options to address programs more specifically by offering
separate contract terms based on the activity and focus of the program, such as a
longer contract term for Tenant Based Rental Assistance (TBRA) Olmstead vouchers.

Issue 4: Interim Contract Performance Benchmarks

Interim contract performance benchmarks were instituted for contracts as part of the
revisions to the 2006 Owner-Occupied (OCC) HOME Rules and were already in
existence for multifamily contracts. These performance benchmarks provide single
family and multifamily contract administrators with a clearly defined roadmap for the
contract period. As in Issue 3, the HOME Task Force members identified additional
activities that must be accounted for in the program’s benchmarks and offer a range of
options to include those activities, such as the procurement of professional services
prior to contract award and aligning the Contract Start Date with the signature of the
Executive Director on the contract. In addition to including more activities in the
benchmarks, the Task Force members propose alternative benchmarks tailored to each
program type.
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Issue 5: Distribution of Funds Across Eligible Activities

TDHCA currently allocates funding to all federally allowable activities. While greater
variety in program activities allows TDHCA to meet more types of housing demands, it
can also limit the effectiveness of any one program by restricting the availability of
funds. In order to present several equitable methods for distributing funds among
activities, HOME Task Force members deliberated the current distribution methods and
offer a variety of options that increase each program’s flexibility such as the initiation of
a Reservation System, an alternative application of the Regional Allocation Formula,
and other alternatives to distribute HOME funds across the various programs.

Issue 6: Utilization of CHDO Funds

Federal program guidelines require that at least 15% of HOME funds must be set aside
for specific activities to be undertaken by a special type of nonprofit called a Community
Housing Development Organization (CHDO). CHDOs must be certified by the
Department and the funds must be allocated for housing development activities. Over
the years, the use of CHDO funds has presented some challenges. In order to improve
the utilization of CHDO funds, the HOME Task Force members analyzed a variety of
issues surrounding CHDOs and offer an array of options such as creating a single
family development program; utilizing forward commitments for large scale
development; simplifying CHDO application and implementation processes; match
funding with capacity; the creation of a Cross-Division CHDO Team to assist, guide,
and approve for compliance potential projects; use of CHDO proceeds; and a variety of
funding options that increase investment, capacity and the long-term financial health of
organizations.

Issue 7: Increasing Capacity of CHDO Applicants

In Texas, state law requires that at least 95% of all HOME funds be utilized in non-
Participating Jurisdictions (non-PJs), parts of the state that do not receive funds directly
from HUD. One of the challenges TDHCA has faced is jointly meeting the CHDO set-
aside and the state 95% requirement because often the CHDOs with the capacity to
implement development activities are located in more urban areas. In order examine
ways to increase the capacity of CHDO entities in Texas, the HOME Task Force
provides a variety of options to address challenges such as the long-term designation &
certification of organizations; organizational benchmarking for success; prioritized
funding; funding for programs such as capacity building tied to benchmarks and
mentoring of smaller organizations and a proposal to promote risk mitigation through
“workout solutions” with Department staff.

Issue 8: Match Requirements

Federal HOME regulations generally require that each Participating Jurisdiction (PJs)
provide match in an amount equal to no less than 25% of the total HOME funds drawn
down for project costs. Match is a permanent contribution to affordable housing and is
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not additional support from federal funds or loans. HUD provides for a distress criteria
that Texas has historically satisfied and reduces match liability to 12.5%. The State of
Texas does not provide the entire match necessary to meet this requirement and relies
on Contract Administrators to provide match. In order to realize the necessary Match
Requirements, HOME Task Force members offer a variety of options to reduce and/or
tier Match based on community size and the program.

Issue 9: Modification of Assistance Amount for Homebuyer Activities

Historically, the HOME Program has provided Homebuyer Assistance (HBA) down
payment and closing cost assistance to first-time homebuyers for the acquisition of
affordable single family housing. Currently, eligible homebuyers may receive up to
$10,000 in the form of a 2nd or 3rd lien, 0% interest, 10-year deferred forgivable loan.
Loans must be repaid at the time of resale of the property, refinance of the first lien,
repayment of the first lien, or if the home ceases to be the homebuyer’s principal
residence. In order to facilitate the use of funds in the HBA program, Task Force
members offer alternative methods for Down payment Assistance including a sliding
scale based on a variety of factors such as Area Median Family Income (AMFI),
percentage of household income, and percentage of maximum purchase price. In
addition, members offer options to increase requirements for lenders such as fixed
interest rates, restrictions on closing costs and fees, and education regarding predatory
lending practices.

Issue 10: HOME vs. Bootstrap: Utilization of Funds for OCI Activities

TDHCA has begun to notice a trend, primarily in colonias, that the Bootstrap Loan
Program is in competition with the HOME Program. If a community applies and is
funded through both the HOME Program and the Bootstrap Loan Program, the HOME
program funds are utilized first posing challenges to the Bootstrap Program. In order to
increase the utilization of funds for Bootstrap activities, the Task Force is proposing a
variety of options such as increasing the allowable cost of the program, extending the
contract term, and using down payment assistance funds to complement the Bootstrap
programs goals.

Issue 11: Multifamily Housing

In Texas, HOME funds are used for multifamily rental projects in two different ways: (1)
as a single source of financing or (2) as gap financing, in conjunction with other
sources. In recent years, TDHCA has seen fewer multifamily applications for single
source financing; most of the applications are for gap financing, particularly with low-
income housing tax credits ("LIHTC"). The Task Force reviewed a variety of issues
regarding multifamily housing and identified some of the following options for
consideration including the establishment of a pre-application process for HOME,
opportunities to collaborate with the Housing Tax Credit cycle and Rural Development
office when feasible, and additional underwriting recommendations.
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Issue 1: Improving Commitment and Expenditure Rates on HUD
SNAPSHOT

Background

As part of its oversight of its recipients, HUD generates a “report card” to inform
recipients of their performance and national ranking. These HOME Program
Performance “SNAPSHOTSs” are quarterly cumulative performance reports, which are
instrumental in tracking the progress of the HOME Program and in staying informed of
activities undertaken with HOME funds. The performance SNAPSHOT is an important
tool in helping to evaluate program performance by providing a context for
accomplishments. In addition to the Overall Ranking, the following categories are also
ranked on the SNAPSHOT:

Program Progress

% of Funds Committed

% of Funds Disbursed

Leveraging Ratio for Rental Activities

% of Completed Rental Disbursements to All Rental Commitments
% of Completed CHDO Disbursements to All CHDO Reservations

Low-Income Benéfit:
% of 0-50% AMI Renters to All Renters
% of 0-30% AMI Renters to All Renters

Lease-up:
% of occupied Rental Units to All Completed Rental Units

It is the ranking in this document that determines TDHCA’s national ranking among
other states. At this time TDHCA is currently ranked 33rd out of the 51 state
Participating Jurisdictions (PJs). The SNAPSHOTS for Texas for the years 2003-2006
are included as Appendix

Considerations

Several factors should be kept in mind when reviewing the SNAPSHOT information:

> Numbers alone do not provide a total picture of a PJs performance in this
program.

x The SNAPSHOT is not intended to be the final word on the success or quality
of a local or State HOME Program, but serves as an overall barometer.

x The SNAPSHOT does not capture the size or complexity of development
projects undertaken by PJs, and no additional credit is given to states that
undertake more difficult projects.
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=< The SNAPSHOT does not capture whether a PJ is out of compliance with
HOME Program requirements as identified through independent audits or
HUD monitoring visits.

Of particular relevance to Texas, the SNAPSHOT does not consider the amount of the
annual funding allocation received by each PJ. In 2006, Texas received the second
largest state allocation (approximately $40.6 million), second only after California
(approximately $55.6 million). The State of New York is the third highest with an
allocation of approximately $35.5 million. Ohio is fourth largest with $27.6 million, and
Pennsylvania is fifth largest with an allocation of $26 million. In total only 9 state PJs
receive allocations greater than $20 million. The remaining 42 states receive less than
$20 million each. Twenty three states actually receive less than $10 million.

All of the states with the larger allocations tend to have lower rankings on the
SNAPSHOT. Among the states that have the ten highest allocations, the highest
ranking was only 30th (lllinois with an allocation of $22.4 million). States with smaller
allocations tend to have the higher rankings, such as Vermont, which is ranked 1% and
receives $3.5 million. The top three ranked states each received only $4.3 million or
less.

When Texas is compared on its overall ranking to the five other states that received the
highest funding allocations, Texas ranks highest at (33), higher than California (38),
New York (44), Ohio (46) and Pennsylvania (48). When Texas is compared only among
the 10 states receiving the greatest amount of funding, Texas ranks 2nd, ranking higher
than California and 7 other states that receive significantly less funding.

Task Force Discussion

NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of
Department staff, nor does their inclusion indicate concurrence from Department staff.

The Task Force as a group had fairly limited discussion on this issue. The Options
below reflect the discussions sufficiently.

The Task Force noted that Options pursued in other portions of this report may
positively impact the SNAPSHOT for the State of Texas. Instances where this might
occur include:

x Benchmarks: Adopting the proposed benchmarks will allow administrators to
remain in compliance, provide additional milestones and guidance, and
expend the funds awarded. Reallocating the funds only slows expenditure
rates.
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x Contract Terms: Adopting the proposed contract terms will allow enough time
for administrators to fully expend their awards and reduce the need for
contract extensions. Not having to reallocate unexpended funds will improve
the expenditure rate.

Options

1. Pursue Adjustment to Evaluation Method with HUD

As noted in the Considerations section, HUD compares all states equally and does not
make adjustments or give consideration for large states. The Task Force recommends
that TDHCA continue to work with other large states in requesting that HUD update
their evaluation tool to better reflect variations in types of PJs (particularly large PJs).

Pros:

x Allows Texas to continue to operate its programs based on public input
and community needs and not be driven by a “surface” measurement from
HUD that may have little impact and/or may drive the use of affordable
housing funds to areas where it is less needed but where funds can be
more readily expended.

Cons:
x Does not make an improvement in the SNAPSHOT rankings.
It should be noted that the Task Force did not feel that targeted improvement on the
SNAPSHOT as an independent goal should be a high priority for the Board, but rather

implementation of many of the other Options presented, would ultimately result in
SNAPSHOT improvement. Therefore, no additional Options were specifically identified.
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Issue 2: Form of Assistance for Owner Occupied Activity — Loan vs.
Grant

Background

As noted earlier, new HOME Program Rules were adopted by the Board in February
2006. Since that time, TDHCA has continued to receive comment from HOME Program
participants on issues related to the rule changes. Among the programmatic
modifications, the 2006 HOME Rules changed the form of assistance for the Owner-
Occupied Housing Assistance (OCC) activity from a grant to a zero-percent interest
deferred, forgivable loan or a deferred, repayable loan. The new rules were
implemented with the 2006 — 2007 HOME Contracts.

Considerations

In previous years, TDHCA provided all HOME OCC awards in the form of a grant.
Under the new HOME Rules assistance is offered in the form of a five-year deferred
forgivable or zero-percent interest rate loan for a 30 year term, depending on the
homeowner’s income.

For very low income families earning no more than 50 percent of the area median family
income (AMFI), the assistance is in the form of a five-year deferred forgivable loan. Any
qualifying family that stays in the home for five years will have the full loan amount
extinguished without funds ever requiring repayment. For each year the qualifying family
stays in the home, a pro-rata share is reduced annually until the entire loan is
extinguished. However, if the family does not occupy the home for the full five-year
period, a pro-rata share of the original loan amount must be repaid so that it can be
‘recycled” into loans serving additional very low-income Texans. For families earning
from 51 percent to 80 percent AMFI, assistance will be offered in the form of a 30-year,
zero-percent interest loan. This would require repayment of the loan at sale, refinance,
or at the end of the loan period.

This change achieves three policy objectives. First, it effectively puts in place a
minimum affordability period, ensuring that for a set time period, a qualified low income
family will benefit from the limited HOME Program funds available. When assistance
was provided in the form a grant, it was possible for a program beneficiary to transfer a
home that had been improved or reconstructed through the HOME Program to
someone who was not low income, undermining the program goals and objectives.
Providing the assistance in the form of a loan gives TDHCA a mechanism to ensure that
funds are used as intended: to provide safe, decent affordable housing to low income
families.

The second objective is to maintain funding availability for this activity and thereby serve
more families. Every year, demand for HOME OCC funding far exceeds funds available.
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In 2005, TDHCA received a total of $62 million in requests for HOME OCC funding but
had only $22 million available. By providing assistance in the form of loans to those with
incomes between 51% and 80% of AMFI, TDHCA will create a continuing source of
funds to assist future families.

The third policy goal is to meet the statutory directives that promote the use of TDHCA'’s
limited funds to assist those people most in need. As was demonstrated in the first
round of applications in 2006, the deferred forgivable loans encourages administrators
to find qualified persons at or below 50% of AMFI.

Concerns have been raised regarding the impact of this change on families served, and
TDHCA takes these concerns seriously. Significant public testimony and letters were
received opposing the change from a grant to a loan format. Responses urged TDHCA
to consider that many OCC beneficiaries are elderly and/or people with disabilities who
live on a fixed income. Concern was expressed about these recipients’ willingness to
undertake a lien on what, in many instances, is their sole asset.

However, it is likely that the vast majority of OCC beneficiaries will not have to make
loan payments. Of the 534 families expected to benefit from HOME OCC awards made
in 2005, only 32 — or six percent — earn more than 50 percent AMFI. The new rules
have increased this trend: as stated above all applications for OCC received by TDHCA
in 2006 have indicated that they will serve only families earning up to 50 percent AMFI.
As previously stated, this income group will only be required to repay their outstanding
loan amount if they do not remain in their home for five years. In serving this population,
TDHCA meets state statutory requirements to target housing assistance to extremely
low and very low income households.

The impact of this new policy for families earning above 50 percent AMFI should be
minimal. The maximum loan amount possible under HOME OCC would be $60,000.
(This is equal to the maximum per household assistance allowed under OCC.)
However, in most if not all cases, the actual loan amount will be less than this because
of the manner in which the loan amount will be determined.

Ultimately, under these rules, homeowner equity is protected, the home is worth more,
and the homeowner owes less than at the start of the rehabilitation. The homeowner
has clear title to their property and will be living in a safer, more energy efficient home.
TDHCA'’s Board ensured that the rule changes continued to protect the low income
homeowner.

Questions have also been posed regarding the disposition of the property if the
homeowner were to pass away during the loan period. Ownership passes to the legal
heirs. The heirs are not required to sell the home at the time of the transfer of
ownership. However the remaining loan balance is calculated and a lien for that amount
attaches to the property. If the property is sold, the loan balance is paid to TDHCA from
the sale proceeds.
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In response to comment that the new requirements will be more challenging to
implement for subrecipients, TDHCA has implemented a comprehensive technical
assistance delivery program for contract administrators for the life of their HOME
contracts.

During the public comment period on the rule, some noted that changing the form of
HOME OCC assistance from a grant to a loan will require contractors to undertake
additional administrative activities. However, these costs will be defrayed through funds
available for program overhead. This change does not decrease funds available for
direct services to program beneficiaries. On average, research has indicated the cost
associated with attaching a lien under the HOME OCC program to be approximately
$2,500 per household. The HOME Program considers such expenditures to be “soft
costs” and allows awardees to apply up to 12 percent of their per unit expenditure on
such costs. The remaining 88 percent can only be used for “hard costs,” i.e., direct
services such as the actual repair or reconstruction of a home. Funds available for hard
costs are not affected by this change.

For a unit receiving the maximum $60,000 of assistance, $6,429 would be available for
“soft costs” while $53,571 would be available for “hard costs.” In addition to funds
available for “soft costs,” local administrators are provided an amount equal to four
percent of their award for overall administrative costs. For instance, an awardee
receiving the maximum $275,000 in project funds would receive an additional $11,000
in administrative funds.

Task Force Discussion

NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of
Department staff, nor does their inclusion indicate concurrence from Department staff.

For over ten years, the Texas Department of Housing and Community Affairs (TDHCA)
has administered the HOME Owner Occupied Housing Program (OCC) utilizing grants
as the form of assistance serving the low-income persons of Texas. The implications of
these new rule changes are far reaching and require intricate steps and documentation
in order to comply. Many of the issues and paperwork regarding the loan procedures
are still in the development process, even though five months have already elapsed in
the 2006 contract period. This situation is elongating the process and extending into the
time frame — a time frame that within the new rules was shortened from 24 months to 18
months — for completion of contractual obligations.

The requirements for the deferred loans are complicated for the OCC Rehab Activity.
The Department’s staff has been working diligently to develop the loan process;
however the Task Force members feel that limited definitive information has been
disbursed to the Contract Administrators and to their management firms. In the Task
Force’s opinion, the insufficient information provided makes it clear that a great deal of
additional effort and increased costs will be required to implement the loan process. It is
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the consensus of the Task Force that there could be more efficient ways of obtaining
program income as presented in analysis later in this chapter.

While the need for program income is recognized, currently, the cost of administering
the program is projected to outweigh the program income. As mentioned previously,
one challenge has been that the procedures for administering the forgivable loan
process have not been fully developed. Also, the initiation of this “across the board” loan
program has discouraged many low-income homeowners from applying for HOME
funds and makes it difficult to get households to participate in the program. There were
additional considerations identified through the Task Force meetings regarding the
changes in the HOME program. Ultimately, there may be better ways of accomplishing
the forgivable loan program than are being developed at this time, which could be fully
vetted through a Demonstration Project, for example.

Some other challenges, such as the requirement for two appraisals, necessitate the
coordination of these services and unnecessary costs for activities that can be
completed in a single service agreement. While these additional services are eligible
program “soft costs”, no additional funds have been allocated to pay for the appraisal
work or the acquisition and coordination of these services. Finally, there are challenges
with the use of title companies to close the loans and the use of a large number of
documents for the closings. While these services are eligible program “soft costs”,
again, no additional funds have been allocated to pay for the Owners Title Policy or the
acquisition and coordination of these services.

In addition to these considerations, there were four larger issues discussed by Task
Force members including new challenges with Flood & Homeowner’s Insurance,
Increased Administration Costs, Unclear Titles and Milestones. All of these will be
addressed more in-depth in the remainder of this chapter.

Flood and Homeowner’s Insurance

The requirement for flood and homeowners insurance for the five year loan period is a
federal requirement specific only to the period of affordability. Previously as a grant
program there was neither an affordability period requirement for this activity nor an
insurance requirement. The creation of a five-year loan program triggers a five-year
affordability period, and therefore a need for both flood and homeowner’s Insurance.
Unfortunately, the OCC program is not allowed to pay for insurance for the remaining
four years of the loan; it is only an eligible “soft cost” for the first year of the affordability
period.

Considering that many of the beneficiaries of the OCC Program qualify with Rider 5
incomes' and often have incomes well below these limits (most earn less than $12,000

! Definition of “Rider 5” — A statutory requirement recently updated during the 80" session that dictates
“no less than 20% of the housing finance division’s total housing funds shall be spent for individuals and
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annually), the burden of mandatory flood and homeowners Insurance is an impractical
burden.

The Department needs to consider liability issues with requiring flood and homeowners
insurance during the remaining 4 years of the loan period and the consequences of not
enforcing the requirement. If a home is destroyed or damaged under circumstances
eligible for assistance from a Homeowners Insurance policy and the owner did not
maintain such a policy as required by the Department, then the Task Force believes the
Department may incur liability for not enforcing its policies.

As with appraisals, while these services are eligible program “soft costs”, no additional
funds have been allocated to pay for the first year of the Homeowners Insurance or the
acquisition and coordination of these services for the family.

Increased Administration Costs

As previously mentioned, there are significant costs for the coordination of the loan
program. These costs are additional to those established by the Departments “soft cost”
guidelines and cost caps that were approved by HUD—and were themselves
unadjusted for inflation or other cost increases prior to 2007.

The amount available to pay “soft costs” was slightly increased when TDHCA approved
an additional $5,000 per housing unit assistance to make the total assistance cap
$60,000. Since the soft cost cap is calculated as a percentage of total hard costs, the
amount available to pay “soft costs” also increased by approximately $535 per unit.

The additional costs for new third-party services necessary under the loan program
including two appraisals, owner’s title policy, property survey, and homeowners
insurance is estimated to be approximately $2,500 per unit. This estimate does not
include the cost of acquiring and coordinating these added services to be incurred by
Contract Administrators and management firms. Even with the added “soft costs” from
the $5,000 cap increase, there is an estimated $2,000 for out-of-pocket, added
expenses. Additionally, costs for the initial appraisal, property survey, and title search
add an estimated $1,000 to be incurred prior to the loan closing. These costs are not
reimbursable as “soft costs.”

The loan closing also presents some financial risk, since approximately 80%+ of the
program beneficiaries are elderly and/or people with disabilities, due to the Rider 5
income limits, the involvement of immediate family members is typical and significant.
The families of prospective beneficiaries often participate in the application process to
assist and protect the interest of their parents or grandparents. The “full” closing
requirements includes numerous closing documents (an estimated 30 forms are

families earning between 31% and 60% of median family income”, and provides additional parameters for
assisting low-income families in Texas.
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required to be executed) to be reviewed and hopefully executed by the beneficiary of
the assistance.

The increased complexity of this transaction makes it a potential deal breaker—
homeowners enter into a loan agreement with its numerous forms that can create
distrust and misunderstandings. Prospective beneficiaries may “walk away” during the
process, placing a financial strain on the Contract Administrators and their grant
managers who are not reimbursed for these costs. This is a relatively common
occurrence even under a grant program because it often involves a family’s sole asset.
The greater the concern of a prospective beneficiary the more likely they are to “walk-
away” after pre-loan costs has been incurred by the Contract Administrators.

Unclear Titles

There is an additional unintended consequence to this loan process— the creating of
unclear titles due to non-sale of a home in the event of the homeowner’s death or
relocation due to health problems. As a higher percentage of the assisted units benefit
elderly households, there is a higher than normal probability that the homeowner will
pass away or need to relocate to a family member’'s home or to a nursing home due to
health problems during the five-year loan period. While the Department may develop
systems to verify that owners are continuing to inhabit the assisted housing unit,
beneficiaries could devise means to circumvent the rules in order not to be burdened
with paying the remaining unforgiven balance.

This is significant because family members of Rider 5 qualified homeowners are also
often low-income and lack the financial capacity to cover these costs themselves. The
risks include foreclosure and auction of these properties and their potential removal
from the Owner Occupied housing stock. It could also result in evictions and potentially
homelessness if the unit is occupied by people with disabilities or elderly family
members, minor children, or others who survive the homeowner of record. This self-
preservation response will inevitably result in titles becoming unclear or clouded. The
loan program will foster unwanted behavior from negatively impacted family members
unable to deal with the impacts of the loan program.

Milestones

Currently, the existing milestones are not attainable under the loan program due to the
significantly increased complexities and demands upon Contract Administrators and the
Department.

The clock is ticking on the eighteen month contract period that started on November 1,
2006. At this time, many Contract Administrators still do not have fully executed State
contracts and approved Policies and Procedures. [The Department staff note that as of
the finalization of this report all 2006 Administrators do have fully executed contracts.]
The application process has started while the loan procedures remain in doubt. As
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applicants ask questions about their obligations under the loan program, there is little
guidance on the details by the Department. The Implementation Workshop conducted
on November 2" and 3, 2006, left many (still) unanswered questions.

It is the consensus of the Loans vs. Grants Subcommittee and many other Task Force
members that Department staff has been overwhelmed by the challenges of developing
procedures for the loan program initiative. The Department HOME Program expenditure
rate shall be significantly reduced due to the inability of Contract Administrators to
implement the program in a timely manner.

In order to assist the Department in meeting its goal of increasing the expenditure rate
and facilitating the transition of the HOME OCC program to one that creates/recycles
program income, the Task Force would like to offer the following options for
consideration.

Cost-Benefit Analysis

A Cost Benefit Analysis was conducted in February/March of 2007 through a joint effort
of concerned HOME management consulting firms who are members of the Task
Force. The purpose of the analysis was to quantify the assumption that the forgivable
loan program would be cost effective. The full analysis is provided in the HOME
Program Advisory Task Force Data Compendium, which is available upon request from
the Department.

The estimated added costs of the loan program are $2,862 to Contractor Administrators
(cities, counties and nonprofits) for acquiring before and after appraisals, a boundary
survey, a before and after benchmark elevation survey (if in floodplain), a title search,
title insurance, closing costs including recording fees, homeowner’s insurance, flood
insurance (as appropriate). Further, Department staff time is also increased.

The analysis used the 550 units assisted in 2005 as a benchmark. The estimated cost
of the forgivable loan program for program year 2006 would be $1,574,100 (550 x
$2,862).

The Department requirement for homeowner’s property insurance for the additional four
years of coverage at an average of $547/year equals $2,188 for each unit. For 550
units, an additional cost of $1,203,400 would be added to the low income homeowner’s
cumulatively for the program year 2006.

Housing Data: A list was furnished from the Department of 410 homeowners assisted
from Program Year 2001 funds. These units were completed from 3 to 5 years ago;
25% of the homeowners were randomly selected to be surveyed. The results showed
92 units with original homeowners or show their ownership still on the tax rolls; 5 units —
data not available; 4 units are no longer owned by the original owners; and, 4 units
show that the homeowners are deceased.
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Assuming that one of the five “data unavailable” units is no longer owned by the original
homeowners, only 5 of 92 units could potentially return funds to the program. Assuming
an average pre-loan equity of $20,000 a unit prior to reconstruction, the loan amount
would have been a maximum of $35,000 per unit ($55,000 - $20,000). All of the units
with a transfer of ownership surveyed were at least 2 years into the forgivable loan
period, reducing the loan by an additional 40% or $14,000, giving an average
repayment amount of $21,000 per unit. This results in an estimated program income of
only $105,000 (5 units X $21,000) for the sample.

Since the survey was based on 105 homes, the $105,000 should be multiplied by 4 to
represent the 410 units assisted in Program Year 2001. It is estimated that no more
than a total of $420,000 in funds would be able to be recaptured by the Department.

This Cost Benefit Analysis estimates that the costs to implement the forgivable loan
program would exceed the program income by $1,154,000.

Closing Costs without flood Insurance ($2,622 x 550 units) | ($1,442,100)
Department Prepared Closing Documents | ($240 x 550 units) ($ 132,000)
Subtotal | ($1,574,100)
Estimated Program Income Subtotal | $ 420,000

Net Program Income Subtotal | ($1,154,100)

Additional costs incurred by very low and moderate income households to be assisted
due to Homeowners Insurance for the four remaining years will be $1,203,400.

| Beneficiary Paid Homeowners Insurance | ($547 x 4 x $550 units) | $1,203,400 |

Conclusion: The Cost Benefit Analysis performed by the Task Force shows that the
Forgivable Loan Program will not be cost effective and only burden very low income
homeowners.

Options

2. Graduated Income Loans

In order to meet the Rider 5 requirements a proportionate amount of funds would have
to be designated for this income level, therefore the Department could create a
graduated loan program where anticipated program income will exceed administrative
cost. This can be accomplished through a graduated income loan program.

a. 30% or less or Rider 5 Income — Return to Grants

b. 31% - 50% Income — Continue 5-year deferred forgivable loan

c. 50% - 80% Income — An amortized direct loan, requiring monthly
payments of principal and interest. Interest rate of two percent (2%)
per annum. Allow assumption of loan by new owner.
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Pros:

Cons:

x

Will renew interest by very-low income homeowners in applying for the
HOME program. By having the grants only for those at Rider 5 or lower,
applicants will be motivated to serve those families first.

Going back to grants at some level would eliminate many of the recently
required soft cost items associated with administering the program to 30%
and below and Rider 5 homeowners.

TDHCA would not have to expend staff resources administering loans.

Needy homeowner at the 50-80% income levels would have a greater
opportunity of accessing OCC funds available through TDHCA.

A positive program income would be generated for TDHCA.

If implemented for the 2006 program it would require an amendment to the
current contracts.

There would be no possibility of program income being generated from the
portion of funds designated for grants.

Percentage of funds provided to very low-income homeowners would be
reduced.

TDHCA would have the expense of servicing the loans.

There would be no assurance of an affordability period on the grants.

3. Demonstration Loan Program

The Demonstration Projects concept will allow the optimal development of the
forgivable loan program on a manageable scale that can then be transferred to the
larger population of contracts for implementation in a later program year. The
Department could sponsor a statewide application round for three large projects
($900,000 per project with 15 units at $60,000 per unit assisted). Award one large
project in each of three different regions of the State. The larger projects will make the
process more attractive to the Contract Administrators (CA’s). As part of the
demonstration projects, the scoring criteria will include points for presentation of the
fastest most cost efficient manner in which to administer and close the projects. Allow
the CA’s latitude to work with staff to fully develop the processes throughout the
contract period.
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Pros:

= Will improve the current expenditure ratio for the majority of contracts by
eliminating the time-consuming loan process for the 2006 and 2007
contracts.

x Allows the process to be completely worked out for the forgivable loan
process in a demonstration setting rather than subjecting the entire 2006
and 2007 contract population to untested, hastily developed procedures.

Cons:

x May initially take longer to provide benefit, but this situation will be for a
few units as opposed to the many.

> Will not implement Board’s desire for forgivable loans in the immediate
future but rather in a matter of two to four years.

4. Revise Appraisal Requirements

Allow the appraiser to complete an appraisal of the property to establish the current
value of the land and improvements, and then provide an as-built appraisal of the
projected value based upon the construction plans and specifications and construction
contract amount.

This is an accepted method for completing this task as currently used for multi-family
HOME projects. Allow for the cost of the appraisal work to be paid as “soft costs”
above the current 12% of construction “hard costs”. This requirement was based on
public comment to safeguard homeowner’s equity through a reduction to the loan
amount. Simplifying the appraisal process by combining the ‘before’ and ‘after’ values
into a single appraisal service will not reduce the desired benefits to assisted
homeowners. This change would reduce the costs for multiple appraisal by reducing
the need for a second trip to the site by the appraiser, reduce the amount of time
needed to coordinate and complete a second appraisal, and will reduce the time to
determine the final loan amount (loan less appraisal adjustments) to fully complete or
close the project.

Pros:
x Increases the efficiency of completing these tasks as well as reduce costs.

x Requiring two separate appraisals is an unnecessary financial burden on
the OCC Program.
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= Allows greater efficiency to complete the project in fewer steps and in less
time.

Cons:
> Would require a program policy issuance revision.
x Requires changes to the method that appraisals will be completed.
5. Provide for Unfunded Additional Soft Costs

The loan program increases the number of activities (appraisals, owners title policy,
property survey, and homeowners insurance, as well as flood insurance if needed)
expensed out of soft costs for implementation. Board members questions regarding
the eligibility of costs for the additional services have been answered correctly by
Department staff in the affirmative but there was no clarification as to the impact of
these additional activity costs. Currently soft costs are limited to 12% of the total hard
costs.

Soft costs are typically contracted to consulting management firms to essentially “turn-
key” the implementation of the OCC Program. This is very similar to the Housing Tax
Credit (HTC) Program utilizing Developer Fees for the needed management services
for implementation. Another similarity is that if a program is not implemented, there
are no fees reimbursed and any costs incurred in attempting to implement the
program are non-reimbursable. For the HOME OCC Program costs are absorbed with
no chance of reimbursement when insufficient qualified homeowners cannot be
determined eligible for assistance. In other cases, significant costs are incurred for
large numbers of applicants when only a maximum of five (5) applicants can be
assisted. Soft cost fees are only paid for services where assistance is awarded and
fully implemented for each individual household assisted.

In comparison with the HTC Program, if these costs were transferred to Developer’s
fees with the resulting reduction of fees, there would be justifiable complaints filed with
Department by HTC developers.

One alternative is to modify the soft cost cap by allowing the cap to be exceeded for
specific loan program activities. The current soft costs limit of 12% of hard
construction costs would be increased by the actual out of pocket costs for the new
loan program activities including appraisals, owners title policy, property survey, and
homeowners insurance, as well as flood insurance (if needed).

A second alternative is to increase the cap for total amount of assistance from the
recently adjusted amount of $60,000 to $62,500. The additional $2,500 would be
reserved for out-of-pocket expenses for the added third-party services required under
the loan program. The increase in “soft costs” of $535 resulting from the recent
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increase in the total expenditure cap would be adequate to reimburse for the added
service delivery costs incurred by Contract Administrators.

Pros:

x Providing additional funding for increased soft costs addresses unfunded
increased costs for the forgivable loan program.

x Contract Administrators who are often small rural communities will not be
burdened with additional costs associated with the 2006 awards.

x The very limited trained and experienced consulting management firms for
the OCC Program will not be forced to cease operations due to
inadequate funding for their services.

x Contract Administrators will not be forced to deobligate funding due to the
additional costs for added services needed for the forgivable loan
program.

x The loan program significantly increases the cost of implementation
through out-of-pocket expenses and additional management services to
acquire and coordinate the new required services.

Cons:

=< Will require Board action to authorize additional costs and resulting
program policy amendments.

6. Not Requiring Four Additional Years of Homeowner’s Insurance

While the first year of insurance can be paid with “soft costs”, these additional costs
have not been budgeted for and are not required by federal regulations or rules. The
remaining four years of insurance costs are prohibitive to the Rider 5 beneficiaries
whose severely limited incomes (most earn less than $12,000 annually) will force a
choice between insurance coverage and food, utilities, medical and other basic
necessities. Revised Department data on the OCC Program accurately shows that
approximately 68% of the beneficiaries are elderly households. It is estimated that an
additional 13% are disabled households assisted that are not duplicated in the elderly
percentage.

While it may be considered good public policy to require homeowner’s insurance to
protect the beneficiary’s greatest asset, it is neither reasonable nor practical.
Considering that the OCC Program is an affordable housing program assisting
households with severely limited incomes, the standards of private lenders in the
mortgage industry cannot be reasonably applied.
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Pros:
= Requiring beneficiaries to maintain homeowners insurance during the five-
year loan period creates an impossible financial hardship to Rider 5
eligible beneficiaries.

Cons:

x Requiring households to maintain an additional four years of homeowner’s
insurance protects both the beneficiary’s and Department interests.

= Department may have concerns that their lien is not protected during the
affordability period.

x Requiring homeowner’s insurance is good public policy.
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Issue 3: Determination of Appropriate Contract Terms

Background

As noted in Issue 2, there were several programmatic modifications to the 2006 HOME
Rules. Another one of those changes was the reduction of the contract term for Owner
Occupied (OCC) Housing Assistance contracts from 24 months to 18 months with key
mandatory interim benchmarks also included. TDHCA took this step in an effort to
obligate and expend funds more quickly, and prompt more expeditious contract
execution by subrecipients. Contract terms for other activities are identified in TDHCA'’s
rules.

Considerations

The previous rule provided for 24-month HOME contracts. In many instances,
contractors would report no activity to TDHCA until late into the contract and then
request a contract extension. This practice delayed or denied services to the intended
low-income beneficiaries and resulted in a low HOME expenditure rate for the state.
The state’s low expenditure rate has drawn the attention of HUD and places this
important funding at risk. TDHCA implemented this rule change to encourage
administrators to utilize HOME funds more timely and effectively and to address federal
concerns regarding the HOME Program’s expenditure rate.

TDHCA believes that the interim benchmarks and shortened contract period will
encourage more expeditious delivery of services and expenditure of funds. The reduced
contract term will also allow TDHCA to reallocate resources more quickly in cases of
nonperformance, again ensuring that funds are being used to help low income Texans
instead of sitting unutilized.

The contract term change for the OCC activity was implemented in concert with another
change relating to the maximum total award amount for this activity; these two items are
closely linked and the maximum award amount change must be taken into
consideration when evaluating the contract term change. TDHCA, during its rule
changes, reduced the maximum contract award amount for this activity for a
subrecipient from $500,000 to $300,000 (a recent Board approved change from original
of $275,000). Based on TDHCA'’s standard that the maximum OCC assistance per
household is $60,000 (a recent Board approved change from original of $55,000), this
reduction meant that the number of households to be assisted was reduced from
approximately 9 households to 5 households for any given contract.

The primary policy goal achieved by lowering the maximum HOME Single Family
assistance award from $500,000 to $300,000 is to allow more communities than ever
before an opportunity to secure an award, thereby increasing the dispersion of HOME
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funds throughout the state. The lower maximum amount also eases the match burden
on local communities — again increasing access to the program for the smallest of
communities. In addition, TDHCA has experienced high levels of contract extension
requests from awardees that are not able to complete nine units in the two-year contract
period. Reducing individual awards is expected to enhance communities’ ability to
complete five units in the contract timeframe and thus deliver needed housing to low
income families on a timelier basis.

By reducing the number of households being served, the amount of time necessary for
completing the contract is commensurately reduced. The new 18-month contract period
is consistent with the lower number of households being assisted by each administrator.

TDHCA believes that 18 months provides sufficient time to undertake contracted
activities. However, public comment gathered for the proposed HOME Rules indicated
that due to the many requirements of the program, administrators felt it was already
difficult for contracts to be completed within the 24-month period. Respondents were
concerned the 18-month period would be difficult and would force numerous contract
administrators to request a 6-month extension through the amendment process.

TDHCA realizes that some delays in program delivery are beyond the control of the
contract administrators. Because of this, as with the previous 24-month contract term
policy, a time contract extension may be requested and granted on a case-by-case
basis. Additional extensions raise concerns about the ability to perform and require
Department approval. Further, to address subrecipient concerns relating to meeting
contract deadlines, TDHCA is providing more extensive technical assistance to contract
administrators, especially those with no previous experience administering a HOME
Program contract.

The shortened term will encourage participants to expend the funds more quickly. It is
expected that the shortened term will also allow TDHCA to more quickly identify, and
therefore assist, contract administrators that are struggling to meet timelines and
expend funds.

In addition to OCC Assistance, single family HOME Program activities include
Homebuyer Assistance (HBA) and Tenant Based Rental Assistance (TBRA). HBA
contracts have a term of 24 months, and TBRA contracts have a term of 30 months.
Recent public comment suggests that the term for TBRA contracts needs
reconsideration.

Task Force Discussion
NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of

Department staff, nor does their inclusion indicate concurrence from Department staff.

The Options described below reflect the discussions sufficiently.
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Options

Since the topics of “Determination of Appropriate Contract Terms” and “Interim Contract
Performance Benchmarks” are closely interlinked, this chapter will lay out broader
options for changing the contract term, while specific benchmarks associated with those
proposed options will be delineated more clearly in the following chapter.

7.

For Tenant Based Rental Assistance (TBRA) Vouchers, the contract term
should be extended from 30 to 36 months. (See Option 10 for corresponding
benchmarks.)

Pros:

Cons:

The change in contract length reflects a more realistic timeline for
qualifying applicants, locating acceptable units, and providing the full 24
month term of assistance.

Fewer extensions will be needed to complete contracts, resulting in
quicker expenditure of funds.

Does not speed up expenditure to the 30 month time period, as desired by
TDHCA.

For Tenant Based Rental Assistance (TBRA) Olmstead? and other TBRA
Disability Vouchers, the contract term should be increased from 30 to 48
months. (See Option 10 for corresponding benchmarks.)

Pros:
x

x

These milestones/benchmarks increase the responsiveness to the needs
of people with disabilities and other “at-risk” populations and establish
standards for Best Practices for the HOME TBRA program.

The proposed TBRA Olmstead milestones/benchmarks better
accommodate the needs of persons exiting institutions, with the need to
obtain Medicaid waiver services, as well as housing, there are many
bureaucratic requirements to work through for the population.

2 “Olmstead’—refers to the 1999 landmark Supreme Court decision that recognized Title Il of the
American with Disabilities Act (ADA), to assure the least restrictive setting for persons with disabilities of
all ages. Through the decision, the States are instructed to adopt plans in conjunction with this decision.
Texas’ response is the “Promoting Independence” initiative and the Department adopts policies and
procedures to assist with the initiative.
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Cons:

The proposed plan allows for a full 24 months of assistance and transition.
An increased 48 month contract term also assists with recruiting tenants,
assisting them with applying and waiting for Medicaid, applying for
transitional funding assistance, find housing, and live in housing for a full
24 months. A 24 month contract term will not work or allow the contractors
adequate time to address all of the necessary processes.

The proposed plan allows the Department to closely monitor meaningful
benchmarks and will allow TDHCA to identify problems earlier in the
contract, implement technical assistance in time to make a difference on
the outcome of the contract, and hold contractors more closely
accountable for meeting requirements.

Increased numbers of people with disabilities and households at, or below,
30% AMFI are served.

There are fewer failed contract efforts and a related decrease in
deobligated funds.

There are fewer requests for contract extensions because slow-performing
contracts are identified and assisted earlier during the contract period.

Does not speed up expenditure to the 30 month time period, as desired by
TDHCA

9. Return to a 24 month Contract Period in the HOME Owner Occupied (OCC)
Rehabilitation activity. (See Option 11 for corresponding benchmarks.)

Pros:

The proposed Benchmarks more accurately reflect the time needed to
implement an Owner Occupied rehabilitation activity.

The proposed Benchmarks will create the need for fewer contract
extensions, since challenges will be identified in the first 12 to 18 months
of the contract.

There will be less deobligated money as a result of more realistic time
constraints.

PY 2006 had sweeping programmatic changes. Returning to a 24 month
contract gives both TDHCA and Contract Administrators the time to work
out how to implement the program with these changes.
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> Allows time to deal with unexpected hurdles.

= The additional 6 months will assure that assistance is provided in a timely
manner. Deobligating funds at the end of 18 months does not get
assistance out quicker to households since the funds must then be
awarded to a new administrator and the clock starts all over.

Cons:
< The 18 month contracts will need to be amended.

x The proposed option does not directly address the Department’s desire to
expend funds more quickly.

Of note, the contract terms were shortened to 18 months by the Department rules have
not yet been revised to reflect an 18 month benchmark period. The option of shortening
the current OCC benchmarks from their current 24 months to months was discussed by
the Task Force members and unanimously rejected. The reasons for not wishing to
adjust the current benchmarks to reflect the reduced contract term are as follows:

A. The benchmarks are currently set on a 24 month timeframe.

B. Owner Occupied contracts, on the whole, cannot realistically be completed in
a timeframe shorter than 24 months.

C. Proposing a shorter timeframe for the benchmarks would contradict the
unanimous decision reached by the group for strongly encouraging amended
benchmarks and a contract term of 24 months for the Owner Occupied
activity.
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Issue 4: Interim Contract Performance Benchmarks

Background

Interim contract performance benchmarks were instituted for single family contracts as
part of the revisions to the 2006 HOME Rules and were already in existence for
multifamily contracts. These performance benchmarks provide single family and
multifamily contract administrators with a clearly defined roadmap for the contract
period. In the course of technical assistance site visits and contract monitoring, the
performance requirements provide a framework for actively identifying challenges for
contract administrators and enhancing TDHCA'’s ability to provide instruction.

The interim contract performance benchmarks for single family activities are provided
below as excerpted from Texas Administrative Code.

Owner-Occupied Housing Assistance:

x 6 months - Contract Environmental Clearance must be complete

=< 12 months - 50% of funds must be committed, 25% of funds drawn, and 25% of
match supplied

=< 18 months - 100% of funds must be committed, 50% of funds drawn, and 50% of
matched supplied

=< 24 months - 100% of funds must be committed, 100% of funds drawn, and 100%
of matched supplied

Homebuyer Assistance Activities:

=< 6 months - Environmental Clearance must be complete

=< 12 months - 50% of funds must be committed, 25% of funds drawn, and 25% of
match supplied

=< 18 months - 75% of funds must be committed, 50% of funds drawn, and 50% of
matched supplied

=< 24 months - 100% of funds must be committed, 100% of funds drawn, and 100%
of matched supplied

Tenant-Based Rental Assistance:

x 6 months - Contract Environmental Clearance must be complete

=< 12 months - 50% of funds must be committed, 25% of funds drawn, and 25% of
match supplied

=< 18 months - 75% of funds must be committed, 50% of funds drawn, and 50% of
matched supplied

=< 24 months - 100% of funds must be committed, 75% of funds drawn, and 75% of
matched supplied

=< 30 months - 100% of funds must be committed, 100% of funds drawn, and 100%
of matched supplied
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For all of these benchmarks the HOME Rules allow that lower percentages, due to
extenuating circumstances, may be allowed when requested with good cause and
approved by the Executive Director.

Performance requirements for multifamily HOME contracts are organized around the
closing of the HOME loan and the expenditure of program funds within the
Department’s three-year contract term. In the six months prior to closing, administrators
must complete a site and neighborhood clearance, an environmental clearance and a
program design. The multifamily benchmarks have not been identified as needing
further analysis; they are consistently integrated as conditions of closing on the loan and
have a proven track record of success.

Considerations

These interim contract performance benchmarks are expected to encourage contract
administrators to expend their HOME funds more effectively while, at the same time,
satisfying performance benchmarks throughout the contract period. The interim
requirements should reduce contract terminations and the amount of HOME funds that
are subsequently deobligated.

Public comment gathered for the proposed HOME Rules indicated that, due to the many
requirements of the program, HOME award recipients expected difficultly in complying
with the interim performance requirements.

TDHCA is developing a performance timeline to guide HOME Program single family
administrators and track and maintain their progress across the contract period. The
timeline will underscore the established performance requirements and will be an
important tool for both administrators and TDHCA in maintaining the project schedule
necessary for timely completion of the contract.

Task Force Discussion

NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of
Department staff, nor does their inclusion indicate concurrence from Department staff.

Of all the programs managed by the Department, the Homebuyer Assistance (HBA) is
the most reliant upon market conditions. As the HBA program is the one program that
assists clients in purchasing existing housing, then the program follows the normal real
estate market cycles e.g. the real estate market is stronger and more vibrant during the
summer months than in deep winter. Benchmarks for the HBA program need to follow
the actual process more closely, as in the Multifamily program, to ensure success.

In order for the program to be successful the Contract Administrator must recruit the
active involvement of local Realtors, mortgage companies and title companies. This is
often difficult because of the following reasons: 1) HBA is more paper intensive than
loans without assistance and Realtors, mortgage lenders and title company personnel
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receive no additional fees for processing them. 2) Real Estate transactions utilizing HBA
take longer to complete than transactions without assistance. As loan officers and
Realtors are traditionally paid on a commission basis, delays in getting transactions to
closing results in delays in receiving commissions. 3) Transactions involving HBA
generally are less expensive than those without HBA. Loan officers and Realtors being
paid on a commission basis will earn less in commissions than they would on other
transactions.

Because of the aforementioned reasons recruiting aggressive loan officers and Realtors
is difficult and time consuming. Therefore, in a typical HBA program, progress starts
slowly and momentum is gained throughout the contract term. Typically, more lenders
and realtors are involved in the second summer selling season in these programs than
are involved in the first summer selling season. Additionally, if the HBA award is tied to
a particular lending product, the availability of that product will affect the ability of the
Contract Administrator to begin the program in a timely manner. For example, if the
lending product is a USDA product, the program is affected by timing of the federal
budget in terms of when USDA will have funds to close loans. If the HBA award is tied
to a local single family mortgage revenue bond issue, then the start of the program has
to be delayed until the bonds are sold.

Additional considerations discussed during the Task Force meetings identify that
currently Tenant-Based Rental Assistance (TBRA) rental assistance vouchers are
issued to the elderly and people with disabilities. After two years, this assistance ends
unless the issuing administrator can find additional funding from another source or
receives an additional TBRA award from the Department. At the end of the two years,
elderly people and people with disabilities find themselves unable to meet their rental
obligations and face a serious housing hardship. Many face the possibility of being
placed in a nursing home or an institution. On average, these facilities can cost the
taxpayer approximately four times as much as the TBRA vouchers. Therefore, the two-
year cycle and its benchmarks must be addressed for these populations

An option to decrease those circumstances that engender homelessness for members
of at-risk population would be for the Department to set-up a method where those
individuals who need additional assistance (past the two year limit of the program) be
moved to the Department’'s Section 8 Assistance program. If this program is not an
‘entittement” or meant to be “long-term” assistance “elderly” should be an ineligible
program category. Without options to transition seniors, it is inappropriate to provide
assistance, settle them into a home, and then jerk the assistance away two years later,
displacing them in the community.
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Options

In order to provide a more comprehensive process, the following options are presented
for consideration:

10.

Proposed Alternative Olmstead Milestones/Benchmarks and Contract
Terms of 48 months for the HOME Investment Partnerships Program TBRA
Activity

In order to balance the Tenant Based Rental Assistance (TBRA) program
processes and reporting requirements of the Department, the proposed
milestones have been added/changed to the TBRA program to demonstrate how
increased communication with TBRA contractors (through attaining the
milestones) will assist in mitigating challenges earlier in the contract period.

One important distinction in the proposed model below is a separate set of
milestones for Olmstead population.

Table 4.1 Comparison of HOME and Proposed TBRA & TBRA Olmsted Milestones

From start of Current HOME Proposed Proposed non-
contract Program TBRA Olmstead TBRA Olmstead TBRA
Milestones Milestones Milestones
3 months 25% of prospective | 25% of prospective
tenants identified; tenants identified;
10% of total TBRA 10% of total TBRA
application packets | application packets
completed completed
6 months 50% of prospective | 60% of prospective
tenants identified; tenants identified;
20% of TBRA 30% of TBRA
application packets | application packets
completed completed
9 months 75% of prospective | 90% of prospective
tenants identified; tenants identified;
40% of TBRA 75% of TBRA
application packets | application packets
completed completed

*Start of contract is after the contract execution by the TDHCA Executive Director and the required Implementation Workshop

training has been provided by TDHCA.

(Table Continued on Next Page)
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Table 4.1 Comparison of HOME and Proposed TBRA & TBRA Olmsted Milestones

(Continued)

From start of Current HOME Proposed Proposed non-
contract* Program TBRA Olmstead TBRA Olmstead TBRA
Milestones Milestones Milestones
12 months 50% of funds 100% of prospective | 100% of TBRA
committed; tenants identified; funds committed
25% of funds 60% of TBRA
drawn application packets
completed; 10% of
funds committed
18 months 75% of funds 85% of TBRA
committed; application packets
50% of funds completed; 30% of
drawn funds committed
10% of funds drawn
24 months 100% of funds 100% of TBRA 50% of TBRA
committed; application packets | funds drawn
75% of funds completed; 50% of
drawn funds committed;
30% of funds drawn
30 months 100% of funds 75% of funds
committed; committed;
100% of funds 50% of funds drawn
drawn
36 months 100% of funds 100% of TBRA
committed; funds drawn
75% of funds drawn
48 months 100% of funds
committed;
100% of funds
drawn

*Start of contract is after the contract execution by the TDHCA Executive Director and the required Implementation Workshop

training has been provided by TDHCA.

The following “Pros” and “Cons” offer a preliminary assessment of the advantages and

disadvantages of the proposed milestone/benchmark option:

Pros:

= These milestones/benchmarks increase the responsiveness to the needs
of people with disabilities and other “at-risk” populations and establish
standards for Best Practices for the HOME TBRA program.

x The proposed TBRA Olmstead milestones/benchmarks better
accommodate the needs of persons exiting institutions, with the need to
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11.

obtain Medicaid waiver services, as well as housing. There are many
bureaucratic requirements faced by the population.

= The proposed plan allows for a full 24 months of assistance and transition.
An increased 48 month contract term also assists with recruiting tenants,
assisting them with applying and waiting for Medicaid, applying for
transitional funding assistance, find housing, and live in housing for 24
months. A 24 month contract term will not work or allow the contractors
adequate time to address all of the necessary processes.

x The proposed plan allows the Department to closely monitor meaningful
benchmarks and will allow TDHCA to identify problems earlier in the
contract, implement technical assistance in time to make a difference on
the outcome of the contract, and hold contractors more closely
accountable for meeting requirements.

x Increased numbers of people with disabilities and households at, or below,
30% AMFI are served.

< There are fewer failed contract efforts and a related decrease in
deobligated funds.

x There are fewer requests for contract extensions because slow-performing
contracts are identified and assisted earlier during the contract period.

Cons:

x The 48 month contract term is too long from TDHCA’s perspective —
cutting it too close to the Department’'s 5-year window to expend the
funds.

Proposed Alternative Benchmarks for the HOME Investment Partnerships
Program Owner Occupied Rehabilitation Activity

As in the TBRA recommended option, the proposed changes to the Benchmarks
for the Owner Occupied (OCC) Rehabilitation program in Table 4.2 below
balance the program processes with reporting concerns of the Department. One
notable difference is the inclusion of additional benchmarks for activities, which
would directly impede achieving commitment and subsequent benchmarks if not
adequately met. While it is understood that the current expenditure rate is low,
deobligating funds at the end of 18 months does not get assistance out more
quickly to households, since the funds must be re-awarded to a new
administrator, starting the clock all over again. Again, identifying challenges
earlier in the contract is the key to avoiding problems, extensions, and
deobligation or losing funds.
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Table 4.2 Comparison of Current HOME Program Benchmarks and Proposed
Owner Occupied (OCC) Benchmarks

Current HOME Program
Benchmarks

Proposed OCC Benchmarks

the 20 month point

6 months Contract Environmental Contract Environmental
Clearance complete Clearance complete (no change)

12 months 50% of funds must be Application intake is complete
committed; 25% of funds
drawn; and 25% of match
supplied

18 months* 100% of funds must be Site Specific Environmental
committed; 50% of funds Clearance has been submitted
drawn; and 50% of match to TDHCA
supplied

20 months No current benchmark at All set-up documents have been

submitted to TDHCA,;
committing 100% of the funds to
be expended.

24 months**

100% of funds must be
committed; 100% of funds
drawn; and 100% of match
supplied

All funds expended and all
match supplied.

*Currently the contracts end at 18 months and include a 60 day grace period to draw balance of funds
**plus the 60 day grace period to draw funds that is currently in place

12. Contract Start Date For all Activities Should be the Date the Contract is
Signed by the TDHCA Executive Director

Pros:

Cons:

None identified.

Contract period will accurately reflect the process. Currently, there is a lag
between the contract start date and the date that the contract is executed
by the TDHCA Executive Director. This lag can be months, effectively
reducing an 18 month contract to a 14 month (or less) contract.

This would be easier on Department staff, since start and end dates could
be staggered, alleviating the crush of paper as each benchmark
approaches.

THE DISCUSSION AND OPTIONS SECTIONS OF THIS DOCUMENT DO NOT REFLECT THE VIEWS OF TDHCA OR THE TDHCA GOVERNING
BOARD. THIS DOCUMENT IS A PRODUCT OF THE HOME INVESTMENT PARTNERSHIP PROGRAM ADVISORY TASK FORCE.

Page 39 of 91




13.

14.

Procurement for Professional Services Should be Allowed Prior to Contract
Award.

Pros:

= Earlier procurement would expedite implementation of program.
Cons:

= None identified.

Proposed Alternative Benchmarks for the HOME Investment Partnerships
Program Homebuyer Assistance (HBA) Activity

Due to the challenges mentioned in the background of this document,
benchmarks for HBA should be at a lower percentage at the beginning of the
program and steadily increase throughout the contract term with the majority of
the project completions occurring during the last summer selling cycle. If the
HBA award is tied to new housing construction, then additional time is required to
effect the construction of the houses.

Additionally, the first benchmark in all the TDHCA administered HOME programs
is Environmental Clearance--completed by the six-month mark. In HBA
programs, each house is individually environmentally cleared. Since houses are
added to the program throughout the term of the contract, this measure cannot
be met. However, at the six month point the environmental clearance for
administrative expenditures can be completed.

Finally, there is one additional item that should be mentioned in the
benchmarking process and that is the official start date of the contract. In many
cases, there is a gap between the official start date and when the contract is
executed by all parties. The benchmark process should begin upon the date of
final execution of the contract because the Contract Administrator is prohibited
from expenditure of funds prior to that date.

(Table on next page)
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Table 4.3 Comparison of Current HOME Program Benchmarks and Proposed
Homebuyer Assistance (HBA) Benchmarks

Current HOME Proposed HBA Benchmarks
Program
Benchmarks
6 months Environmental Environmental Clearance for
Clearance must be administrative activities only.
complete
12 months 50% of funds must 30% of funds must be

be committed; 25% committed; 15% of funds drawn
of funds drawn; and | and 15% of match supplied
25% of match
supplied

18 months 75% of funds must 60% of funds must be

be committed; 50% committed; 30% of funds drawn
of funds drawn; and | and 30% of match supplied
50% of match

supplied

20 months No current 75% of funds must be
benchmark at the 20 | committed; 50% of funds drawn
month point and 50% of match supplied

24 months (plus the 100% of funds must | 100% of funds must be
60 day grace period to | be committed; 100% | committed; 100% of funds

draw funds that is of funds drawn; and drawn; and 100% of match
currently in place) 100% of match supplied
supplied
Pros:

x The proposed benchmarks are realistic and will allow administrators to
remain in compliance with their contracts.

Cons:
x None identified.
Recommended Options if Benchmarks are not met (all activities):
A. For the first Benchmark that has been missed by more than thirty (30) days, the
Department will contact the Administrator and their consultant (if any) to arrange a

Technical Assistance (TA) visit. At this visit a plan of action to get the contract back
on course will be agreed to by all parties.
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B. If a second Benchmark is missed by more than thirty (30) days and the plan of
action agreed to by the Department and the Administrator has not been
implemented, the Department will contact the Administrator and their consultant (if
any). The Administrator will be required to provide full explanation of the reason(s),
including extenuating circumstances, which have caused this second delay.

a. If a reasonable explanation for the delay is provided, the Administrator will
continue to keep the Department informed of their progress on a monthly
basis.

b. If no reason can be provided for the delay, the Department may de-obligate
any unexpended funds, provided that construction has not begun on a home.

i. For homes that construction has begun, and it is reasonable to assume
completion prior to contract expiration, funds for those homes will not
be deobligated.

ii. Any projects that have had no work started may have their funds
deobligated by the Department.

C. De-obligation of funds due to expenditure issues, will not prohibit the Administrator
from participating in future HOME Program funding cycles.

D. Voluntary Deobligation of unexpended contract balance by the Administrator will
have no adverse affect on future participation in the HOME Program.

E. An alternative model, based on the Housing Tax Credit model, could be created to
assess more punitive consequences if milestones are not met or an extension is
requested. Some of the challenges with this option include the individual nature of
the projects (families and different owners for each unit assisted), which creates a
level of uncertainty not present in the Housing Tax Credit (HTC) program. Finally, it
is important to note, there is considerably less money in the HOME Program activity
than in a small HTC project.

THE DISCUSSION AND OPTIONS SECTIONS OF THIS DOCUMENT DO NOT REFLECT THE VIEWS OF TDHCA OR THE TDHCA GOVERNING
BOARD. THIS DOCUMENT IS A PRODUCT OF THE HOME INVESTMENT PARTNERSHIP PROGRAM ADVISORY TASK FORCE.

Page 42 of 91




Issue 5: Distribution of Funds Across Eligible Activities

Background

Each year, TDHCA’s governing Board approves a Consolidated Plan that reflects their
goals for the programming of the HOME allocation which is approximately $40 million.
The plan identifies what eligible activities will be targeted, ensures that the annual
allocation of funds meets all federal and state set-asides and provides for compliance
with all state and federal regulations. Additionally, the plan ensures that the HOME
Program funds are allocated in accordance with a statutory regional allocation formula,
when applicable, that provides for dissemination of funds across all regions of the state
and in both rural and urban/exurban areas.

TDHCA currently allocates funding to all federally allowable activities. While greater
variety in program activities allows TDHCA to meet more types of housing demands, it
can also limit the effectiveness of any one program by restricting the availability of
funds. Further, some activities may be less cost effective or more challenging to
administer. To that end, this topic of discussion will focus on how TDHCA identifies the
demand of its HOME activities, what factors drive the allocation of funds, and whether
TDHCA should limit the number or variety of programs that utilize HOME funds.

The following chart reflects how the 2007 annual funding plan is calculated
incorporating both Federal and State set-asides:
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HUD 2007 FUNDING
2007 HOME Allocation $ 40,746,942
Re-Allocation $ -
2007 ADDI Funds $ 673,861
Total $ 41,420,803
HOME FUNDS-General $ 40,746,942
$1,629,878 = 40% Contract Administrators
Less 10% ADMIN $ 4,074,694 |$2,444,816 = 60% TDHCA
sub total| $ 36,672,248 ( $
Less 15% CHDO Set-Aside $ 6,112,041 |Subdivision)
sub total| $ 30,560,207
Less 5% CHDO Operating Expenses $ 305,602 |Operating Expenses
sub total| $ 30,254,604
Less PWD Housing Programs $ 4,000,000 |SF
sub total| $ 26,254,604
Less Contract for Deed Programs $ 2,000,000 |SF
sub total| $ 24,254,604
Less Rental Preservation $ 2,000,000 |MF
sub total| $ 22,254,604
Less Rental Development $ 3,000,000 |MF
sub total| $ 19,254,604
Plus 07 ADDI funds $ 673,861 |SF
sub total| $ 19,928,465 |SF funds subject to RAF
According to 2007 One Year Action Plan:
HBA = 10% of allocation $ 1,992,847
OCC = 75% of allocation $ 14,946,349
TBRA = 15% of allocation $ 2,989,270
$ 19,928,465

The Community Needs Survey, an informational tool administered by TDHCA, is
designed to provide TDHCA with a better understanding of what regional and local
governing entities prioritize as their greatest housing and community service needs.
This survey was most recently conducted in 2003 and 2006. TDHCA reviews the
responses submitted from local community leaders and summarizes the data.
Approximately 50% of the respondents have indicated that home repair assistance is
their greatest need, followed by homebuyer assistance and construction of new rental
development. These responses mirror the application requests received for the HOME
Program.

Single Family Activity Demand
A review of recent funding years for single family activities yielded the following results:

2002-2003

TDHCA conducted a double funding cycle meaning that it accepted applications for two
years worth of HOME funds. Approximately $32 million was made available for single
family activities. The total amount requested exceeded $132 million resulting in an
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overall oversubscription of approximately $99.7 million. This oversubscription resulted in
only 32% of all funds requested actually being funded. Of the $99.7 million
oversubscription, approximately $96 million was a result of the OCC activity.

2004

Approximately $22 million was made available for single family activities. The total
amount requested exceeded $93 million resulting in an oversubscription amount of
approximately $71.1 million. This oversubscription resulted in only 23% of all funds
requested actually being funded. Of the $71.1 million oversubscription, approximately
$68 million was a result of the OCC activity.

2005

Approximately $30 million was made available for single family activities. The total
amount requested exceeded $78 million resulting in an oversubscription amount of
approximately $48 million. This oversubscription resulted in only 38% of all funds
requested actually being funded. Of the $48 million oversubscription, approximately $42
million was a result of the OCC activity.

2006-2007

TDHCA again conducted a double funding cycle. Approximately $46 million was made
available for single family activities. The total amount requested exceeded $47 million
resulting in an oversubscription of approximately $1 million. This oversubscription
resulted in 97% of all funds requested actually being funded. TDHCA believes that this
significant shift was due to several factors including the rule change that was designed
specifically to reach more applicants by reducing the maximum request per applicant.

Rental Activity Demand

Prior to 2003, TDHCA was challenged in its Multifamily (rental) lending with HOME
resources. Application rounds were not oversubscribed. Since that time, TDHCA has
made an effort to increase the number and amount of HOME lending through
multifamily programs. Starting in Fiscal Year (FY) 2004 TDHCA began releasing its
HOME Rental funds as open cycles meaning that applications were not submitted
competitively, but instead could be submitted any time throughout the year as long as
funds were still available. The intent was to open the time period during which funds
were available to give applicants greater flexibility in seeking funding and to allow
smaller developments access to funding for a longer period during the fiscal year.

There have generally been three HOME rental programs: a Preservation activity, a
General activity, and then a Community Housing Development Organization (CHDO)
rental activity. For each of the HOME rental activities, the open cycle approach has led
to greater subscription and subsequently greater production. The most significant
increase has been through the General Set-Aside available to all eligible applicants for
new construction, rehabilitation and acquisition. In both fiscal years 2005 and 2006 the
General Set-Aside and Preservation activity has been sufficiently subscribed or over
subscribed. There are unique factors that contribute to this oversubscription which
include a scoring incentive in the Housing Tax Credit (HTC) Program for applicants that
apply for HOME funding and an HTC Rural Rescue activity that promotes the
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subscription of the Preservation funds. The other activities have continued not to have
significant oversubscription.

2004

Multifamily HOME Program funding was provided for rehabilitation and new construction
for 453 low-income housing units. An average of $11,938 was spent per unit on
rehabilitation of multifamily housing units, and an average of $46,615 was spent per unit
of new construction.

2005

Multifamily HOME Program funding was provided for rehabilitation and new construction
for 706 low-income housing units. An average of $7,564 was spent per unit on
rehabilitation of multifamily housing units, and an average of $26,928 was spent per unit
on new construction.

2006

Multifamily HOME Program funding was provided for rehabilitation and new construction
for 466 low-income housing units. An average of $15,788 was spent per unit on
rehabilitation of multifamily housing units, and an average of $38,234 was spent per unit
on new multifamily construction.

Considerations — Single Family Activities

Although the percentage of funding available for each single family activity has
fluctuated over the last several years, the Owner Occupied (OCC) program remains the
activity most oversubscribed (the degree to which the application requests exceed the
total of funds available). Funding for activities that do not have enough qualified
applicants is redirected to the next activity that had a higher number of qualified
applicants within the region.

Considerations — Multifamily Activities

As noted, one of the Multifamily activities relates to the availability of CHDO funds.
Federal program guidelines require that at least 15% of the annual allocation be
directed to CHDO entities. In the past, these funds have been undersubscribed as
demand and capacity are limited. However, in 2006, the CHDO set aside was fully
subscribed, showing growing demand and capacity among non-profits to utilize the
funds. Because the CHDO funds are a federally required set-aside, the distribution of
funds must continue to include this set-aside regardless of it's under subscription.
Because TDHCA wants to fully utilize its HOME funds, the topic of CHDO funds is
included later in this report as an independent issue.

Considerations — Summary

In summary it should be noted that while oversubscription on single family or multifamily
activities may be perceived as demand, it is not necessarily a reflection of true demand
in a community or a reflection of need. Often subscription to a program or activity is
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limited by the program’s cost effectiveness to administer by the subrecipient, the
administrative dollars to be earned, the role of consultants in the application or
implementation process, the incentives provided by other programs, etc. A discussion
on the allocation of funds must weight all of the factors.

Task Force Discussion

NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of
Department staff, nor does their inclusion indicate concurrence from Department staff.

The Task Force as a group had fairly limited discussion on this issue. The Options
below reflect the discussions sufficiently. It was discussed that the annual Consolidated
Plan process which ensures public comment on the annual allocation of HOME funds is
a good method for ensuring the ability to change the allocations as needed and that
separate from this input, the Consolidated Plan process should also be used.

Options
15. Award HOME Homebuyer Assistance funds through a reservation system,
similar to the Single Family Mortgage Revenue Bond down payment
assistance program.
Pros:

x Commitment and expenditure rates for TDHCA will increase.

x Increased interest and utilization of the program.

> It will allow small communities to provide Homebuyer Assistance on a
smaller scale without competing for funds via a competitive application
cycle.

Cons:

x The HOME Allocation is subject to the Regional Allocation Formula. If not
utilized, the amount set-aside for Homebuyer Assistance under this
reservation system will remain on hold in a region. Currently, Homebuyer
Assistance funds are moved to the rural set-aside for the Owner Occupied

activity if no applications are received for a region and/or subregion.

x Implementation training, as well monitoring, will significantly increase.
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16. Increase the amount of HOME funds allocated to non-CHDO rental housing
development activities to at least $10 million.

Pros:

Cons:

Funds will be expended in a timely manner, increasing the Department’s
expenditure rate and national ranking status.

It is the primary intent of the HOME Program according to the HOME Final
rule at 24 CFR 92.1.

Nationally, other states spend about 52% of their entire HOME allocation
on multifamily, while Texas spends only about 13-14%. At the same time,
the amount of money available for owner occupied rehabilitation financing
on a per home basis in Texas far exceeds the amount of money used for
this activity in other states.

Multifamily owners can show that their HOME funded projects are serving
the very low income community in significant proportions.

It will decrease the amount of funds available for the need and demand
OCC, HBA, and TBRA activities.

It will not increase the utilization rate for CHDO rental funds which seem to
be the most problematic for the agency to commit. The single family
programs are as a whole oversubscribed while multifamily programs are
not.

In other states, the HOME allocation may not be large enough to support a
variety of uses. For ease of administration, many states simply allocate
their HOME funds to multifamily. In addition, many states have
adequately funded housing trust funds that can be used to support single
family activities, thus enabling HOME funds to be used for subsidizing
multifamily developments. This is not the case in Texas.

HOME funds are a precious, limited resource and should be prioritized
according to need. While there are other programs available to finance
multifamily rental, like tax credits and bonds, there are fewer programs
available to finance owner occupied rehabilitation and similar activities for
which HOME funds are used in Texas.

The OCC program is considered to be an economic development and
neighborhood revitalization program that helps stabilize neighborhoods in
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17.

18.

19.

decline and encourages increases in property values and taxes across
single family neighborhoods.

Keep the current allocation the same, with no additional funding for
Multifamily development, since the multifamily housing has not been
identified as a high needs priority by the current Community Needs Survey.

Pros:

=< Provides local officials with control and a voice in the process for
allocating affordable housing resources.

x HOME represents the only significant source of single family
homeownership funding for the rural areas of the state.

Cons:

x May not prioritize most efficient administration of HOME funds, but
according to the HOME Program Production Report (12/31/06) the HOME
Program Cost per Unit by Activity and Type and Tenure, the average for
rental activities was $11,523 more than Homebuyer programs and $5,480
more than Homeowner programs.

Department should consider a forward commitment process to help assure
CHDOs that are meeting benchmarks and using funds effectively that there will
be funds to follow that first award. Department should utilize a forward
commitment type process for large scale CHDO developments, thus protecting
the CHDO'’s risk, while at the same time gaining advantageous economies of
scale. The CHDO will know that funds will be available for later stages of a
project, not just Phase |. This would also apply to public housing authorities.

Pros:

x Will allow for longer-term support for CHDOs producing multifamily rental
properties.

Cons:
x Could prevent new CHDOs from accessing funds in a timely manner if
more funds are forward committed.

Enhanced Flexibility. Developers perceive that the TDHCA Board has
established a policy that HOME funds for multifamily should be used as a
repayable loan and not as a grant. We recommend that TDHCA be more flexible
in its approach, using the funds in whatever way a property needs them. Some
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20.

properties are capable of repaying loans, with or without interest. Loans that can
be repaid should be repaid, as the funds can be recycled for other uses.
However, some loans must be "soft" and some projects, particularly in rural
areas, cannot repay the funds at all. The preference for fully repayable loans has
discouraged many non-profits from participating in the CHDO set-aside. There
are numerous rural properties that require preservation and cannot support loan
repayment. The pool of applicants would be increased and the greatest needs of
the State of Texas would be met if TDHCA would take a more flexible approach
to the use of its HOME funds for multifamily rental.

Pros:

= As noted above, a primary goal for the HOME program is to serve low and
very loan income families with rental housing properties. Under federal
law, the HOME program is unique in its structure — it can be used to fulfill
many different kinds of needs. There are projects that simply cannot be
built or preserved without HOME funds. These are the projects that need
to be prioritized. With that priority, TDHCA will see a more effective use of
its HOME allocation.

Cons:

x When HOME funds are repaid, they can be recycled for other uses. Thus,
TDHCA will maximize the benefit of its HOME funds by requiring
repayment. With limited HTF money available, recycling HOME funds is
even more critical. Projects that are incapable of repaying the HOME
funds are marginally viable and are too great of a risk for this limited
resource.

Instead of applying the Regional Allocation Formula annually across the entire
state every year, stagger the number of regions that are served by the formula
over several years. For example, 2008 funds may serve 6 regions and 2009
funds may serve the remaining 7 regions.

Pros:

x More funds will be invested into targeted areas, creating a more significant
impact in those regions.

Cons:

< All regions will not be able to participate annually, which may limit some
organizations.
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21. Department needs to create a Single Family CHDO Development activity for rural
Texas.

Pros:
> Will help maximize the use of CHDO funds in Texas.

x Single family CHDO funds can be structured as a loan as less equity is
needed for single family production programs.

x Can be used in conjunction with down payment assistance already
available through TDHCA.

Cons:
x Will take resources away from the CHDO multifamily program

x May prove to be more difficult for the agency to administer the program.
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Issue 6: Utilization of CHDO Funds

Background

Federal program guidelines require that at least 15% of HOME funds must be set aside
for specific activities to be undertaken by a special type of nonprofit called a Community
Housing Development Organization (CHDO). A CHDO is a private nonprofit community-
based service organization that has obtained or intends to obtain staff with the capacity
to develop affordable housing for the community it serves. CHDOs must be certified by
the Department that they are a CHDO before receiving funds. These funds must be
allocated for housing development activities in which qualified CHDOs are the owners,
developers and/or sponsors of the housing. These CHDOs must demonstrate the
capacity of their key staff to carry out the activity they are planning.

CHDOs are not eligible for Tenant Based Rental Assistance or Owner Occupied
rehabilitation activities. The only eligible activities include the following when carried out
by a CHDO acting as the owner, sponsor or developer:

Acquisition and/or rehabilitation of rental housing

New construction of rental housing

Acquisition and/or rehabilitation of homebuyer properties

New construction of homebuyer properties

Direct financial assistance to purchasers of HOME-assisted housing sponsored
or developed by a CHDO with HOME funds.

X X X X X

In Texas, state law requires that at least 95% of all HOME funds be utilized in non-
Participating Jurisdictions (non-PJs). Non-PJs are essentially parts of the state that do
not receive funds directly from HUD and are generally the rural areas of the state. One
of the challenges TDHCA has faced is jointly meeting the CHDO set-aside and the state
95% requirement. Often the CHDOs with the capacity to implement development
activities are located in more urban areas. Because of this situation, TDHCA over the
years has consistently examined new methods to effectively distribute its CHDO funds.
For the last several years, TDHCA has almost solely used its CHDO funds for
multifamily rental activities. This issue is structured to consider whether CHDO funds
can effectively be used in other non-rental activities as well.

As previously noted there were originally attempts to utilize CHDO funds for single
family development. One of those efforts included an Interim Construction Program (FY
1998) which funded several partnerships between developers and participating lenders.
These funds were designed to pay 50% of the acquisition cost and all construction costs
through an interim loan which was taken out by a participating lender. The program was
not limited to CHDOs and funds were awarded to a number of non-profits. While funds
were ultimately allocated and therefore considered a success, the program proved labor
intensive and a majority of the contracts required substantial time extensions to reach
project completion.
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Another single family effort to fund CHDO developers with down payment assistance
was deemed as non-CHDO eligible. The decision was based on the fact that the
CHDOs did not use the funds to develop the property. TDHCA considers the
development of the property to mean that program funds are applied to at least one or
more phases, including acquisition, lot development, or building construction. If funds
have been budgeted for such uses, financing activities such as down payment
assistance or principal buy down become legitimate CHDO expenditures.

Considerations

As noted, a significant challenge to TDHCA has been identifying and/or building CHDOs
with adequate capacity in rural areas. Capacity and adequate markets were challenges
even before funds were limited to primarily rural non-PJ areas. The capacity of CHDOs
is considered an independent issue later in this report; while they are tied together, this
Issue is intended to discuss the use of CHDO funds for other activities in addition to
rental activities. After several years of only releasing CHDO funds for multifamily
activities and not always achieving sufficient demand, TDHCA has begun work on
single family CHDO development programs again. TDHCA believes funds should
continue to be used for rental activities, but that by expanding this pool to other types of
activities the full amount of CHDO funds can be annually committed.

Two single family CHDO development programs have been developed over the past
eighteen months. The first, known as The Colonia Model Subdivision Program (CMSP),
made funding awards in February, 2007. The program functions as a small scale
development program limited to $1.5 million per applicant and is designed to promote
development of single family homes. The funds function as a first lien, zero-interest
repayable loan committed by TDHCA for a 30-year term. Affordability is considered to
be satisfied after 15 years. The loan amount is calculated based on the family’s ability to
pay. Taxes, insurance and utilities are calculated as part of the affordability. The
program allows only five lots to be acquired at any given time and three units in
production at any given time to prevent a risk of more than five lots in default from any
given contract.

Similar to the CMSP, the Single Family Development Program is being developed and
an application manual will be completed. The major difference between these two
programs is that the CHDO Single Family Development Program requires a loan by a
private lender. The program creates a large second lien in the form of a deferred
forgivable loan.

A possibility for future CHDO development might be pre-development loans. These
loans are allowed for specific costs under federal regulations (24 CFR 92.300). Another
area for CHDO activity is the partnering of for-profits or experienced CHDOs with less
experienced CHDOs in a way that would allow training or “peer mentoring” during the
development process. At a minimum, this structure would require clearly defined
partnership roles, the complete legal and fiscal liabilities delineated, and operating plans
of the mentoring entity while the CHDO maintains control over the project. TDHCA

THE DISCUSSION AND OPTIONS SECTIONS OF THIS DOCUMENT DO NOT REFLECT THE VIEWS OF TDHCA OR THE TDHCA GOVERNING

BOARD. THIS DOCUMENT IS A PRODUCT OF THE HOME INVESTMENT PARTNERSHIP PROGRAM ADVISORY TASK FORCE.

Page 53 of 91



could consider cultivating longer term commitments to CHDOs on the development,
technical assistance and funding of single or multifamily developments in rural Texas.

While these options are not exhaustive, they provide a basis for discussion.

Task Force Discussion

NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of
Department staff, nor does their inclusion indicate concurrence from Department staff.

When examining issues regarding Community Housing Development Organizations
(CHDO)’s, there are typically five major topic areas of analysis including: 1) the
underutilization of funds or being “undersubscribed” (not enough applications) for a
particular activity 2) capacity building issues—both growing the existing capacity of
operating CHDO’s and fostering the growth of new organizations 3) single family
development or examining ways to assist in the increased participation by non-profits in
single family development 4) multi-family housing development issues including
promoting non-profit investment in multifamily properties 5) Loan Guarantees—
leveraging financing from private-sector financial institutions.

While “capacity building” issues will be discussed more extensively in the following
chapter, the remaining four issues will be addressed through options in the following
section:

Options

Underutilization

As previously described, the challenge of underutilization of funds includes the inability
to fully subscribe the 15% annual CHDO allocation. In part this may be due to the fact
that the use of HOME CHDO funds has heretofore been primarily for rental activities.
Given the difficulty in reaching the 15% minimum set-aside amount, it is not practical to
recommend increasing the percentage at present, unless a Single Family program is
also implemented. In order to increase full participation by CHDO'’s, the following
options are presented:

22. Simplify the CHDO application. The Department’s current requirement that all
CHDO organizational documentation must be submitted with each CHDO
application is repetitive, costly, and time consuming. An annual certification of
significant events, similar to that used by the US Treasury CDFI fund, should be
ample to ensure CHDO compliance.

Pros:

x Many organizations will come back into the program once it is simplified
and less expensive to applicants.
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23.

24,

Cons:
x None identified by the Task Force.

Set benchmarks for CHDO's that are interested in receiving Department HOME
predevelopment funds. As a part of the Department’'s CHDO Capacity Building
project, the Department should work with CHDO's to set realistic benchmarks for
administrative, financial, and project performance. These benchmarks should be
used to measure long term administrative, financial, and project viability of the
CHDO itself. CHDO'’s attaining such benchmarks should be eligible for and
receive priority for Department HOME funding. The US Department of Treasury
CDFI fund benchmarks could be used as a model for starting to assemble such
criteria.

Pros:

x This will help increase the capacity of CHDO'’s; ensure the Department
that funds awarded to CHDO’s that have achieved the benchmarks are
not significantly at risk. This benchmarking process will allow CHDO’s to
transparently view the Department’s expectations for an organization that
they are willing to invest HOME dollars in Being able to access the
Department's HOME funds on a “preferred” basis, would encourage
CHDO'’s to continue to strive to improve performance related to such
benchmarks, particularly if larger HOME awards, were available to such
organizations.

Cons:

= None identified by the Task Force.

Creation of a Cross-Division vetting team, made up of representatives from
various TDHCA Departments would perform due diligence within own Division on
proposals that are submitted or are in the process of being developed by
CHDOs. Project proposals would be discussed by the team; and additional
technical assistance provided if warranted. Once a fully vetted HOME CHDO
project proposal has passed Cross-Division team review, the Project would be
deemed by the Department to have been viable with the established HOME
funding level, and would be presented to the Board for consideration.

Pros:

x Such a process would allow for CHDO projects to be developed in concert
with Department staff. Cross divisional personnel would ensure that
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25.

roadblocks would be identified and suggestions made for overcoming
such. Department staff would assist potential applicants with the
development of, or the review of, CHDO projects both those in
development as well as those seeking “open cycle” funding. This would
provide a “one stop” shop within the Department for CHDO’s to have their
projects vetted, outside of the “all or nothing” application award process.

Cons:
x None identified by the Task Force.

Tier eligible funding levels based on CHDO capacity. The Department should
scale awards based on capacity of organization, allowing for organizations with
demonstrated greater capacity to be awarded a larger amount of funds. (e.g.
CHDOs producing less than 10 homes per year limited to $250,000; CHDOs
producing between 10-25 limited to $500,000 etc.)

Pros:

x This type of HOME funding is common in many states, and encourages
small CHDO participation and provides an appropriate level of funds for
anticipated production; allows for CHDO’s to be escalated to higher
funding levels based on successful execution; provides for more
sophisticated CHDO’s to expend larger amounts of funds than are
currently available in a funding round.

Cons:

x Staff may have to work more closely with organizations to determine level
of capacity

x None identified by the Task Force.

26. A percentage of CHDO proceeds should be left with the CHDO for future eligible

projects to serve as an incentive to participate and to allow the CHDO to develop
more affordable housing. Additionally, once the CHDO proceeds have been
utilized for eligible activities, no further Department monitoring is required.

The suggestion that funds awarded under the CHDO set aside be initially used
by the CHDO (say for interim construction) and that only a small percentage of
such funds be permanently left in the project while the remainder of the funds are
returned to the Department as program income to be “washed” of the CHDO
designation is not a concept supported by the Committee.
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Pros:

= Allowing the CHDO to utilize project proceeds creates a capital pool for
CHDO's to utilize for future affordable housing in accord with the HOME
rules. The retention of such proceeds would encourage more CHDO
applicants than would returning such funds as program income to the
Department.

Cons:
x None identified by the Task Force.

Single Family Development

A single Family Development program should be developed and implemented by
the Department that is structured to meet the needs of CHDO developers and
sponsors. Once HOME funds go through the system, the Department should set
aside a certain percentage of the resulting program income to go back into a CHDO
capacity building initiative at the Department.

27. Currently, the Department underwriting staff has limited experience in
underwriting Single Family development deals. The Task Force would like to
suggest having a SF underwriting specialist as part of the TDHCA / CHDO
team.

Pros:

x The Single Family development underwriter will assist the CHDO in
properly structuring the development project to meet TDHCA guidelines,
to maximize HOME effectiveness, and to ensure viability of the project. In
this way, the SF development will be “underwritten” by the Department as
the project proforma is developed. This will minimize the chances of
CHDO projects being submitted that are deemed to be unacceptable to
the Department’s underwriting department.

Cons:
x None identified by the Task Force.

28. The Department should develop a method to “risk share” through CHDO
predevelopment loans or grants (to pay costs of items required by the
Department’s application process that are prohibitive as upfront costs) as CHDO
projects move forward. This could take the form of sharing the costs of
predevelopment activities. A CHDO project submission to the Department (using
the Tax Credit application criteria as an example) would be so expensive up front
that a CHDO would be unlikely to apply with no guarantee of funding. CHDOs
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should be provided, through predevelopment funding and a pre application process
from the Department, the funds necessary to pay for costs of items, such as
market studies, environmentals, surveys, appraisals, engineering etc. after an
initial proforma of the project has been reviewed, and deemed feasible by the
vetting team.

CHDO'’s should be allowed to retain “project proceeds” for other eligible housing
activities as permitted by the HOME rules. This would provide CHDO’s with a way
to build capital for future SF and MF development projects

Pros:

x CHDO SF projects can be developed in stages from raw land option and
acquisition, through infrastructure development, through interim
construction, construction, and home sales. The Department vetting team
would work with the CHDO through each step, if needed, with the
assumption that HOME funds will ultimately be made available to the
project. Allowing CHDO’s to retain “project proceeds” encourages
applicants and allows for additional capital to be used by the CHDO’s for
future affordable housing activities.

Cons:
x None identified by the Task Force.

29. More timely approval and responses on submitted proposals are needed from
the Department. The process needs to be more streamlined and HOME
contracts awarded on a more timely basis. Initial application roadblocks such as
required appraisals, environmental assessments, etc., are expensive with no
guarantee of HOME funding. Requirements for applying for funding should be
less restrictive, perhaps utilizing a preapplication process to assist the
Department in determining viable projects to move forward. This could be done
as a part of the Cross-Division team. The present HOME application system is an
“all or nothing” approach that fails to allow for projects to be revised or
restructured by the applicant.

Pros:

x This process would allow for the Department to view viable projects
outside of the formal HOME application process, tie up predevelopment
funds to projects deemed viable, and move projects in a sequential
manner toward HOME funding approval.

Cons:

x None identified by the Task Force.
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30. Create an open funding cycle. This would allow more sophisticated CHDOs to

31.

seize development opportunities as they arise on the local level and be able to
get an application to the Department and get it approved quickly.

Pros:

x Single family development opportunities are market driven. The ability to
be able to develop and secure funding for a single family development
project allows for costs to be minimized; allows for timely commitment of
funds by the private sector to the project; advantages market dynamics
motivating SF homebuyers; allows for additional leverage.

Cons:
x None identified by the Task Force.

The Department should utilize a forward commitment process as regards the
commitment of HOME CHDO funds for larger SF development projects.

Pros: The utilization of a forward commitment would allow large scale SF
affordable housing developments to be master planned thus saving development
costs that ultimately are passed to the buyer. A forward commitment of HOME
funds would allow for larger development projects; would allow for additional
HOME dollars to be expended in the event of heightened market demand; would
provide the CHDO with assurance that future HOME dollars are available to it
should all benchmarks be met; would allow for sequential infrastructure
development to be completed in advance of HOME expenditure deadlines; would
allow for development costs to be minimized; and would allow the CHDO to
realize cost savings due to larger scale.

Cons:

x None identified by the Task Force.

Multifamily Development

While many Single Family issues are similar to those for Multifamily (MF) CHDO
projects, there are several unique issues in Multifamily development identified by the
Task Force. Initially, there is a delay in getting MF funds out the door. Secondly,
significant time gap between applying for funding and receiving a contract. Third,
projects have expenses up front before an award begins.

32. The Department should make the projects the priority instead of the competitive

cycle. Like SF, viable projects should be brought to the table through a simple
preapplication process that is reviewed by the Department vetting team.
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33.

34.

Pros:

x The Department has the ability to scan projects for viability, and to work
with the CHDO to develop the project for success.

Cons:

x None identified by the Task Force.
Department should fund smaller CHDO projects or first-time projects, scaled to
the capacity of CHDO. This would allow the Department to help build the
capacity of less sophisticated CHDO’s with less risk.

Pros:

x Smaller CHDO projects could be funded in stages, with the Department
assisting the CHDO throughout the development process.

Cons:

x None identified by the Task Force.

The Department should have a “workout group” that is independent, to which
CHDOs that need help to resolve issues can discuss possible solutions to
roadblocks with to keep their projects viable.

Pros:

x The current HOME application process is an “all or nothing” gamble. The
above “workout group” would allow for CHDO’s that have structuring or
other questions to have them answered by Department personnel that are
not involved in the ultimate application and scoring process.

Cons:

x None identified by the Task Force.

35. The Department should set up a predevelopment fund. This could be tied to the

Department’s provision of Technical Assistance to CHDO’s, and CHDO’s that are a
part of the TA program should be given priority to access it.

Pros:

x This fund would be similar to that suggested for SF.
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Cons:

x None identified by the Task Force

36.The Department should roll the payback of predevelopment loans into the

37.

38.

construction period of the project. The first draw is usually at the closing of property
and should include the payoff of predevelopment loan instead of the CHDO having
to repay the loan out of organization’s funds.

Pros:

x Predevelopment loans should not need to be repaid upon the first interim
construction draw for SF or MF projects.

Cons:
x None identified by the Task Force.

CHDO predevelopment funding should be a forgivable loan in the event the
project is deemed to be not viable.

Pros:

x Utilizing a pre-application process and the Department vetting team
should minimize the use of HOME predevelopment funds that would be
used on non viable projects. However, knowing that predevelopment
funds would not need to be repaid, should the project be deemed unviable
for a legitimate reason, would encourage additional CHDO participation.

Cons:

= None identified by the Task Force.

Utility allowances are problematic for Multifamily projects. The Department
should include energy efficiency in the scoring to encourage control over utility
expenses.

Pros:

x The use of energy efficient products increases project viability and
reduces overall expenses.

Cons:

x None identified by the Task Force.
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39. CHDOs need an additional source of subsidies for Multifamily housing apart from
Housing Choice Voucher (Section 8). Perhaps the Department could use the
program income to build in such a subsidy. Department could guarantee a subsidy
stream if a Multifamily project doesn’t get Housing Choice Vouchers as promised.

Pros:

= Securing Housing Choice vouchers at the local level is increasingly
difficult, with no guarantee that such vouchers, even if initially made
available, will continue to be made available through the life of the project.
A HOME subsidy would ensure increased CHDO applications.

Cons:
x None identified by the Task Force
40. The Department could institute a CHDO emergency fund (Safe Harbor) if

organizational circumstances change, not due to the CHDO, which get a project

in trouble. Use of such a fund would be approved by the Department CHDO
team.

Pros:

x CHDO MF projects that run into trouble due to changes in CHDO
organizational circumstances, need to be “rescued”.

Cons:
x None identified by the Task Force
41. Activities including repair, remodel for older HOME CHDO MF projects are not

available to CHDOs but are for tax credit projects after 15 years. Older CHDO
projects should go to the top of the at-risk list.

Pros:

= Allows more activities for CHDO’s to participate in the program.

Cons:

= None identified by the Task Force.

THE DISCUSSION AND OPTIONS SECTIONS OF THIS DOCUMENT DO NOT REFLECT THE VIEWS OF TDHCA OR THE TDHCA GOVERNING

BOARD. THIS DOCUMENT IS A PRODUCT OF THE HOME INVESTMENT PARTNERSHIP PROGRAM ADVISORY TASK FORCE.

Page 62 of 91




42. In the case of small, developing CHDOs that cannot secure financing, the
Department could enter into an agreement with the participating lender to leverage
the risk. In the case of acquisition / interim construction, the Department should
leverage private-sector financing.

Pros:

x CHDO HOME funds could be used as guarantee, debt reduction, take
second lien positions, invest CHDO equity to leverage private sector
participation.

Cons:

x None identified by the Task Force.

Loan Guarantees

To leverage SF mortgage take out financing from private-sector financial institutions,
to be made available to families with less than “A” paper credit, the following options
are available:

43. The Department should consider a set-aside of a certain funding level for
guaranteeing loans made by private sector institutions to families that are not able
to access secondary market or portfolio mortgage products. The Department might
look to other states for examples.

Pros:

x This SF lending pool would provide long, term mortgage financing for
families not able, due to credit or other underwriting constraints, the
secondary or portfolio mortgage market. Department HOME funds could
be made available as guarantees to lenders "willing to step up” to provide
reasonable cost financing using more relaxed underwriting guidelines.
The availability of such mortgage funds, on a broad scale, would allow for
additional affordable housing to be built, with builders knowing that a new
mortgage credit product is available in the marketplace.

Cons:

= None identified by the Task Force.
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Issue 7: Increasing Capacity of CHDO Applicants

Background

As noted in Issue 6, federal program guidelines require that at least 15% of HOME
funds must be set aside for specific activities to be undertaken by a special type of
nonprofit called a Community Housing Development Organization (CHDO). A CHDO is
a private nonprofit community-based service organization that has obtained or intends
to obtain staff with the capacity to develop affordable housing for the community it
serves. These funds must be allocated for housing development activities in which
qualified CHDOs are the owners, developers and/or sponsors of the housing. These
CHDOs must demonstrate the capacity of their key staff to carry out the activity they are
planning.

In Texas, state law requires that at least 95% of all HOME funds be utilized in non-
Participating Jurisdictions (non-PJs). Non-PJs are essentially parts of the state that do
not receive funds directly from HUD and are generally the rural areas and smaller
municipalities of the state. One of the challenges TDHCA has faced is jointly meeting
the CHDO set-aside and the state 95% requirement because often the CHDOs with the
capacity to implement development activities are located in more urban areas. This
issue is intended to discuss the challenges and opportunities for increasing the capacity
of CHDO applicants.

For many years TDHCA has experienced difficulties in identifying and developing the
capacity of CHDO applicants for its programs. While we have used both local (HTF) and
federal (CHDO TA grants) to promote capacity building, there continues to be a limit to
the number of qualified CHDO applicants applying for TDHCAs funds. The State has
had limited success in utilizing CHDO operating expenses and pre-development loans
to expand capable CHDOs and prior attempts at intensive comprehensive technical
assistance have not yielded significant results.

It should be noted that in recent years, the HOME CHDO rental development program
has seen an increase in application and award rates. The increase in Housing Tax
Credit (HTC) applicants finding ways to layer HOME CHDO rental development funds
with tax credits combined with the innovations of several urban CHDOs in utilizing these
funds for Single Room Occupancy developments has positively impacted this program;
however TDHCA continues to have difficulty in awarding 100% of its annual funding.
Key factors for this include the lack of qualified and experienced CHDOs in non-
Participating Jurisdictions and the need for greater subsidies in small rural development
transactions. TDHCA is hopeful however that new capacity building and technical
assistance activities will continue the upward trend of success for this program.

While TDHCA recognizes the need to encourage the growth of new CHDO participants,
it is also concerned about the capacity of such organizations to administer HOME
Program contracts. TDHCA assumes a financial risk for awarded but unsuccessful
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HOME rental properties that upon completion are faced with operational problems due
to lack of operational capacity.

With the support and encouragement of HUD, TDHCA has been working with ICF
Consulting to address the problem of CHDO capacity. As part of this process, ICF
provided direct technical assistance to 8 CHDOs and held extensive interviews with 12
CHDOs regarding their capacity and relevant experience with working in the TDHCA
development funding system. ICF also conducted a survey and shorter phone
interviews to 47 CHDOs identified by TDHCA. Throughout this time, ICF also worked
directly with TDHCA as they monitored active CHDO projects.

The goal of this effort is the development of a network of viable CHDOs that have the
long-term capacity to serve low-income Texans. ICF’s assessment of CHDOs’ capacity
and the resulting recommendations are based on direct interviews, direct observations,
the survey, review of selected CHDO financial statements and business plans. ICF is
still in the process of finalizing a report that reflects this research.

The draft report identifies the need for capable CHDOs in rural Texas. Survey
respondents indicated that a significant barrier to CHDOSs’ building capacity and
producing affordable housing is the limited funding for development, operations and
planning. Respondents also cited the chronic lack of CHDO administrators who have
comprehensive skills in real estate development. TDHCA does not currently offer
training on development practices, business planning or financial management for
existing CHDOs or for organizations that intend to become CHDOs, although there are
many reputable training providers who offer such training for nonprofits.

The draft report details that since 1993, the State has had access to more than $23
million to support the operational and capacity building expenses of CHDOs, and over
$1.2 million in program income that could be used to provide direct training and
technical assistance to CHDOs or organizations seeking to become CHDOs. Except for
a small portion, these funds have gone to non-CHDO projects based on Department
priorities. The operational funds that are being provided to CHDOs go solely to
organizations that already have viable, TDHCA-approved projects. During this time,
there have been requests for these funds from the areas that are identified as needing
more capacity.

One suggestion of ICF is that small communities and small nonprofits need to be able to
carry out small, simple homebuyer development projects. ICF has provided
recommendations to TDHCA on how they suggest this could be accomplished while
limiting risk by funding small homebuyer developments.

The draft report indicates that some successful, competent nonprofits faced challenges
with past funding approval processes. Some other successful organizations use TDHCA
funding only as a secondary source of funds. Beyond the single audit requirement,
TDHCA does not monitor the financial health of CHDOs that received funding in the
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past and are now managing projects. The ongoing compliance monitoring database
does not identify CHDOs as distinct from any other entity.

Considerations

TDHCA may have the opportunity to provide more significant funding in targeted rural
areas to support ongoing technical assistance and training to CHDOs on topics such as
development practices, business planning and financial management for nonprofit
organizations. TDHCA could consider awarding application points for CHDOs that
successfully complete such training courses.

For organizations that meet the regulatory requirements for CHDO certification, TDHCA
could consider funding to support operations and capacity building — with the condition
that the CHDOs progress toward compiling an acceptable project proposal and project
implementation on an approved timetable.

One of the significant challenges to this approach is that there would be significant
added responsibilities for Department staff that would be charged with coordinating
these CHDO funding initiatives and developing a plan to address the specific needs of
targeted communities.

Personnel would need to be assigned to provide ongoing intensive guidance to CHDOs
as well as serve as liaisons within TDHCA to troubleshoot applications and the flow of
other information. If undertaken, responsibilities would likely include performing detailed
assessments of organizations for capacity; helping communities form CHDOs if
necessary; verifying community needs; establishing the criteria for capacity building and
progress toward a viable project that the organization must meet to be funded; following
up with each organization on a periodic basis; visiting project sites and interviewing key
members of the development team; attending board meetings as appropriate;
monitoring the ongoing financial health of projects and the organization; guiding a
CHDOs choices of project, site, design, marketing, construction and financing; and
monitoring the progress of the organization’s application and draw requests as they are
processed internally by TDHCA and report results to the Executive Director. These
staffing decisions would reflect a significant adjustment in human resources.

Task Force Discussion

NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of
Department staff, nor does their inclusion indicate concurrence from Department staff.

There are several issues regarding capacity building that have been examined
throughout the Task Force meetings. Methods used by the Department in the field have
not worked well in the past. HTF funding is too small, tailored to start-up CHDO’s
instead of experienced organizations. Capacity building funds are too small with too
many restrictions and too difficult to utilize. Affirmative steps are needed by the
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Department to build CHDO’s in the State of Texas. One challenge is that the State no
longer issues CHDO certificates unless a funding application is also being considered
by the Department. The inability of a CHDO to provide a recent CHDO certificate
causes the organization to lose their favorable tax exempt status. Organizations also
lose their CHDO designation if they are not applying for funding. The Department can
also examine the certification process as a method for retaining existing CHDO’s in the

State.
Options
44. A CHDO designation apart from the funding cycle is needed. This is particularly

45,

true for MF and SF projects that are developed by a CHDO, and provided a
property tax exemption based on the Department’s certification. While this
certification can be presented in Year 1, the Department’s inability to certify the
CHDO on an annual basis creates difficulties with local taxing jurisdictions who
require certification.

Define a certification term for example, a 5-year -certification, with annual
recertification based on a simplified questionnaire. A checklist could be sent
annually for the CHDO to identify any material changes that may have occurred
from their date of certification. Once a CHDO, the organization would remain a
CHDO unless something pertinent to certification changed. If such is not possible,
the Department should prepare a Certification that can be used over the projects
life to recognize it as a CHDO project.

Pros:

x The Department’s current requirement that all CHDO organizational
documentation must be submitted with each CHDO application is
repetitive, costly, and time consuming. An annual certification of
significant events, similar to that used by the US Treasury CDFI fund,
should be ample to ensure CHDO compliance.

Cons:
x None identified by the Task Force.

The Department could set up benchmark requirements for CHDOs applying for
capacity building or CHDO set-aside funding, such as those suggested in the
draft ICF Report. As a part of the Department’s CHDO Capacity Building project,
the Department should work with CHDO’s to set realistic benchmarks for
administrative, financial, and project performance. These benchmarks should be
used to measure long term administrative, financial, and project viability of the
CHDO itself. CHDOQ'’s attaining such benchmarks, should be eligible for and
receive priority for Department HOME funding The State would then commit to
assist CHDOs that are committed to achieving the benchmarks through Capacity
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Building funding based on performance benchmarks. Upon attainment of a % of
the benchmarks, the CHDOs would then be eligible for CHDO set-aside funding.
This would result in the Department developing a group of organizations the
Department could support The US Department of Treasury CDFI fund
benchmarks could be used as a model for starting to assemble such criteria.

Pros:

x This will help increase the capacity of CHDO's; ensure the Department
that funds awarded to CHDO’s that have achieved the benchmarks are
not significantly at risk. This benchmarking process will allow CHDO’s to
transparently view the Department’s expectations for an organization that
they are willing to invest HOME dollars in . Being able to access the
Department's HOME funds on a “preferred” basis, would encourage
CHDO'’s to continue to strive to improve performance related to such
benchmarks, particularly if larger HOME awards, were available to such
organizations

Cons:
x None identified by the Task Force.

46. The Department should create a pool of funds, utilizing HOME or HOME program
income to support building capacity or mentoring program enlisting experienced
CHDOs to assist smaller, developing organizations. Requirements to produce
affordable housing will need components such as financial pro forma expertise,
training on rules and regulations, and technical assistance to assemble a viable
project. These funds could support a mentoring program enlisting experienced
CHDOs to assist smaller, developing organizations on such things as requirements
to produce affordable housing; financial pro forma expertise, training on rules and
regulations, and technical assistance to assemble a viable project

Pros:

x This process would help build the capacity of larger CHDO’s, while at the
same time utilizing already in hand expertise of such groups to assist
developing CHDO’s. It would allow both large and small CHDO’s to
develop capacity based on their documented needs to develop a more
productive affordable housing delivery system among CHDO’s. CHDO'’s
could potentially develop different areas of expertise, and even offer such
services to other CHDO’s who don’t want to employ permanent staff in
those areas (i.e. loan servicing; MF management; FHA underwriting;
interim construction lending).
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Cons:

x None identified by the Task Force.

47. The Department could develop a small, internal group of Department staff,
representing all Divisions that have a role in the CHDO HOME process. This
group is described in the previous Section 7 of the Report as the “vetting team”.
This would include experts that know how to work with small nonprofits that could
be called on by CHDOs to provide technical assistance on project development,
including those specific items cited above. This same group would serve as the
Cross-Division “vetting” group for all CHDO set aside funding submissions and
potential project submissions, who would also recommend Board approval. Many
new CHDOs need the Department’s help in identifying work-out solutions when
the project does not perform financially as initially projected. CHDOs need the
department to be a partner with them, not an auditor.

Pros:
= More solutions could be identified and resolved earlier in the process.
Cons:

x None identified by the Task Force.
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Issue 8: Match Requirements

Overview

Federal HOME regulations generally require that each Participating Jurisdiction (PJs)
provide match in an amount equal to no less than 25% of the total HOME funds drawn
down for project costs. Match is a permanent contribution to affordable housing and is
not additional support from federal funds or loans. Match can be credited for cash,
assets, services, labor and other resources of value to the HOME Program. HUD
provides for a distress criteria that Texas has historically satisfied and reduces match
liability to 12.5%. The State of Texas does not provide the entire match necessary to
meet this requirement and relies on Single Family (SF) Administrators which include
Owner Occupied (OCC) and Homebuyer Assistance (HBA) to provide match. Match is
also required for the Tenant Based Rental Assistance Program (TBRA) although
recently this requirement has been waived or reduced. TDHCA is in the process of
collecting match information from Multifamily Administrators.

Considerations

The OCC, HBA and TBRA programs often have difficulty meeting the match
commitments and TDHCA staff has difficulty validating that match meets federal
criterion. ICF, the consulting firm utilized for regulatory guidance (also utilized by HUD),
developed a Match Guide for TDHCA and trained agency staff by providing information
and re-clarification on the eligible forms of match. Also identified were the different
forms of match that are deemed as not eligible, but have historically been accepted by
TDHCA. The Match Guide information was provided to administrators at the HOME
Implementation Workshops in October 2005 and was effective immediately.

Match is often difficult for TBRA administrators because supportive services which are
the primary other source used by the administrators are usually provided by Medicaid
and Medicare, both of which are federally funded and therefore not eligible under HUD
match guidelines. Most TBRA projects are providing assistance to clients from Mental
Health Mental Retardation (MHMR) providers, elderly or welfare recipients. The
requirements to administer the TBRA grants can be labor intensive and the match
requirement has made it more difficult to assist this population.

Administrators of HBA loans for purchases on existing homes face difficulties with
match because there are no fees that can be waived. The nonprofits that participate in
the program would like to utilize what is considered “look alike” match which is match
where credit is earned on projects that are not assisted with HOME funds, but meet
HOME requirements of income, rent, and all other HOME rules. While TDHCA could
establish a standard for look alike match it would require a 15 year affordability period
and would require monitoring for the full 15 year period. Staff has questioned the
feasibility and resource needs of monitoring over such an extended period.
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Administrators for OCC activities face different challenges with match. State law does
not allow local governments to spend local tax dollars on private property. For small
cities without city staff and little tax revenue, it can be difficult to generate local match.
Volunteer and donated services are capped at an hourly rate unless such services are
routinely provided by donor in their ordinary course of business.

Although match can be a hurdle for multifamily applicants, these are typically larger
projects and generally are able to provide a larger amount of match.

An administrator’s inability to submit eligible match or document that meets federal
match criterion affects their ability to draw funds on a timely basis. This, in turn, affects
TDHCA'’s ability to meet match requirements and harms the ability to draw down funds
from HUD’s perspective. TDHCAs central database, used for contract management of
the HOME program, is programmed to deny an administrator draw request of more than
50% of project funds unless they have provided 50% of their match commitment. The
full 100% of eligible match must be banked to draw 100% of project funds. When the
match guide parameters took effect many administrators were delayed in completing
their projects because of a lack of eligible match.

During a recent monitoring visit, HUD indicated that TDHCA is not fully utilizing all
eligible forms of match. Currently, the TDHCA policy states “Developers, owners, and
contractors may not directly contribute match in any form but match may be generated
by outside parties donating cash, land, services, and other items to developers to
support their affordable housing effort.” This interpretation has eliminated many eligible
forms of match from being realized.

Federal rules as published at 24 CFR 220 (b) (4) prohibit matching contributions from
certain sources as follows:

“Cash or other forms of contributions from applicants for or recipients of HOME
assistance or contracts, or investors who own, are working on, or are proposing
to apply for, assistance under the HOME program. This provision does not
prohibit contractors who do not own any HOME project from contributing
professional services in accordance with 92.220 (a) (8) or prohibit persons from
contributing sweat equity in accordance with 92.220 (a) (9).”

The HUD language permitting match from consultants and construction contractors is
further reinforced in OMB circular A-87:

i Donated services

(1) Donated or volunteer services may be furnished to a governmental unit by
professional and technical personnel, consultants, and other skilled and unskilled
labor. The value of these services is not reimbursable either as a direct or
indirect cost. However, the value of these services is not reimbursable either as
a direct or indirect cost. However, the value of donated services may be used to
meet cost sharing or matching requirements in accordance with the provision of
the Common Rule.
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Since this form of match is allowed by HUD, accepting it would give many subrecipients
the ability to meet their HOME match requirements.

TDHCA currently has $22 million of match “in the bank” and has one year remaining
from a waiver of match due to waivers granted to the state for impacts associated with
Hurricane Rita. TDHCA will continue to earn match from bond proceeds, housing trust
funds and the OCI Bootstrap Program. With the current waiver, excess funds and a
variety of funding sources, TDHCA has a window of time to consider further
modifications to the match requirements to address the most prevalent match
shortages.

Task Force Discussion

NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of
Department staff, nor does their inclusion indicate concurrence from Department staff.

The Task Force as a group had limited discussion on this issue, however there was
strong support that the TBRA match requirement be eliminated. All options noted first

prefer that the TBRA match requirement be eliminated.. The Options below reflect the
discussions sufficiently.

Options

48. Eliminate Match Requirement for TBRA Administrators
Since supportive services are the only eligible category of match for the TBRA
activity, match is very difficult to obtain from TBRA administrators.
Pros:

x Since supportive services are time-consuming to document, elimination of
the requirement would result in less administrative time required for
Administrators and Department staff.

x More timely commitment and expenditure of TBRA funds.

Cons:

x Less match collected and documented for the Department.

49.Reduce Match Scoring Requirement for Applicants Other than TBRA
Reduce percentage of match required in Department applications.

Pros:

= Will result in greater demand for Department funds.
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x More timely commitment and expenditure of HOME funds.
Cons:

x Less match collected and documented for the Department.

50. Reduced Match Percentage for Smaller Cities and Counties and Consider
as a Threshold Requirement on Application (not points) — Change match
requirement on application from a points consideration to a threshold
requirement. Require sliding scale match requirements for smaller cities and
counties, based on population, see sample table:

City Population

County Population

Required Match %

< 3,000

<20,000

5%

3,000 - 5,000 20,000 — 75,000 10%
> 5,000 >75,000 12.5%
Pros:

= Greater demand for Department funds from the smaller communities in
Texas

x More timely commitment and expenditure of HOME funds.
x Match scores will no longer be “deciding factor” on applications.
Cons:

x Less match collected and documented for the Department.

THE DISCUSSION AND OPTIONS SECTIONS OF THIS DOCUMENT DO NOT REFLECT THE VIEWS OF TDHCA OR THE TDHCA GOVERNING
BOARD. THIS DOCUMENT IS A PRODUCT OF THE HOME INVESTMENT PARTNERSHIP PROGRAM ADVISORY TASK FORCE.

Page 73 of 91




Issue 9: Modification of Assistance Amount for Homebuyer Activities

Background

Historically, the HOME Program has provided Homebuyer Assistance (HBA) down
payment and closing cost assistance to first-time homebuyers for the acquisition of
affordable single family housing. Currently, eligible homebuyers may receive up to
$10,000 in the form of a 2nd or 3rd lien, 0% interest, 10-year deferred forgivable loan.
Loans must be repaid at the time of resale of the property, refinance of the first lien,
repayment of the first lien, or if the home ceases to be the homebuyer’'s principal
residence.

Considerations

With the escalation of housing cost within the state of Texas due to increases in
material cost and the aftermath of Hurricane Rita, the price of housing has outpaced the
increase in household income in many areas. Simply put, households earning up to
80% of the area median family income adjusted for family size can no longer locate
housing priced within a range they can afford. As a result, one concept for consideration
would be to explore the possibility of increasing the amount of assistance available
through the HBA activity. Although $10,000 is generally sufficient to cover down
payment and closing cost associated with purchasing a first home, additional subsidy is
necessary for principal reduction in order to make the home affordable to many families.

Task Force Discussion

NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of
Department staff, nor does their inclusion indicate concurrence from Department staff.

The Task Force as a group had very limited discussion on this issue. The Options below
reflect the discussions sufficiently.

Options

51. Separate the American Dream Downpayment Initiative (ADDI) funds from
the regular HOME HBA funds®. American Dream Downpayment Initiative

*Texas Chapter 2306.111(d) may require the funds to be made available thru the Regional Allocation
Formula
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funds must be first-time homebuyers. In 2005, all Homebuyer Assistance (HBA)
funds were ADDI funds. In 2006, TDHCA received $695,000 in ADDI funds,

which were included in the regular HBA funds and are subject to the ADDI
restrictions.

Pros:

x Will increase flexibility of homeownership program and HOME HBA and
ADDI have different requirements.

Cons:

x May prove too cumbersome to administer as separate funds and may not
encourage additional participation in HBA program.

52. Increasg Downpayment Assistance amount by a percentage of household
income

Pros:

x (Goal is to assist low-income Texans obtain affordable housing.
x Will increase assistance to households in the 30-50% of AMFI range.
x May decrease foreclosure rate.

Cons:

= Will serve less households and may affect reporting performance at HUD.

53. Increase Downpayment Assistance amount a percentage of the maximum
purchase price as allowed by HUD®

Pros:

x Has the potential to serve more families with more housing needs than the
current program.

* 24CFR 92.602 d, (ADDI) minimum amount of ADDI funds in combination with HOME funds that must be
invested in a project is $1,000. 24CFR 92.602 e, (ADDI) -Maximum amount of assistance of ADDI funds

provided to any family shall not exceed the greater of six percent of the purchase price of the single family
housing or $10,000.

> 24CFR 92.250 — maximum per unit subsidy are the HUD 221(d)(3) limits.
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Cons:

x May reduce targeting of lower-income families in HOME Program.

54. Utilize a sliding scale of amount of Downpayment Assistance based on
Area Median Family Income (AMFI)®.

Pros:

x May more accurately reflect actual downpayment need of homeowners
than a fixed amount system.

Cons:
x May limit the number of participants in the program.
55. Require administrators to require lenders to agree to a fixed interest rate.
Pros:
> Will reduce instances of subprime lending or predatory lending practices

x May reduce foreclosure as borrowers are not subjected to alternative
mortgages

Cons:

x May limit the number of lenders willing to participate in program.

56. Require administrators to require lenders to agree to impose restrictions
on closing costs and fees.
Pros:
x Will increase effectiveness of down payment assistance.

Cons:

< None considered.

% 24CFR 92.205 (c) for general HOME funds — minimum amount of assistance is $1,000.
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57. Require administrators to require lenders to agree to provide education
specifically on predatory lending

Pros:

= Will reduce instances of equity stripping and predatory lending, particularly
on refinance loans and home equity lines of credit.

Cons:

x May prove too costly and limit the effectiveness of down payment
assistance.

THE DISCUSSION AND OPTIONS SECTIONS OF THIS DOCUMENT DO NOT REFLECT THE VIEWS OF TDHCA OR THE TDHCA GOVERNING
BOARD. THIS DOCUMENT IS A PRODUCT OF THE HOME INVESTMENT PARTNERSHIP PROGRAM ADVISORY TASK FORCE.

Page 77 of 91




Issue 10: HOME vs. Bootstrap: Utilization of Funds for Office of
Colonia Initiatives (OCI) Activities

Background

Because of the level of need in Texas from all across the state, the programs offered by
TDHCA can, at times, compete with each other when offering similar services to
applicants or communities. TDHCA has begun to notice a trend, primarily in colonias,
that the Bootstrap Loan Program is in competition with the HOME Program. If a
community applies and is funded through both the HOME Program and the Bootstrap
Loan Program, the HOME Program funds are utilized first posing challenges to the
Bootstrap Program.

The Bootstrap Program also competes with the First Time Homebuyer Bond Program
which provides mortgage loans at or below market interest rates. Families eligible to
participate in the Bootstrap Loan Program may also be eligible to participate in the First
Time Homebuyer Program to obtain a competitive interest rate. One clear disadvantage
to Bootstrap is that neither the HOME Program nor the First Time Homebuyer Bond
Program require sweat-equity by the homeowner. A clear advantage is that by
including sweat-equity, the Bootstrap home might be larger or have a greater value
when completed due to lower costs of development.

Considerations

The program parameters for each program are as follows:

Bootstrap:

1 Sweat-Equity required (60%) by applicant to build their homes

1 Repayable Loan

1 Household income may not exceed 60% AMFI

¢ Maximum loan amount from TDHCA may not exceed $30,000 and the total loan
amount including all repayable loans may not exceed $60,000.

1 Applicants may obtain financing from the private sector for an additional $30,000.

T In most cases these applicants will only qualify for above market interest rates.

HOME - Owner Occupied:
1 No sweat equity is required from the family.
1 Generally deferred forgivable loan based on income level
1 Household income may not exceed 80% of the AMFI.
q Forgivable Loan up to $55,000, but 16% of these funds may be used for
administrative and “soft costs” for construction.

Because of these factors, families who own their own home and who may have
originally been interested in participating in the Texas Bootstrap Loan Program to
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rehabilitate their existing residence are canceling their Bootstrap Application and
applying under the HOME Owner Occupied Program (OCC). While ultimately this is a
success for the family and TDHCA is able to serve a household it is simultaneously
causing contract performance challenges for Bootstrap Loan Program administrators.

Task Force Discussion

NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of
Department staff, nor does their inclusion indicate concurrence from Department staff.

Under the Bootstrap Program, households are eligible for up to $30,000 for the
purchase of real property to construct a new home or rehabilitate an existing house.
The maximum amount of combined TDHCA and other public or private funds cannot
exceed $60,000, but Bootstrap requires sweat- equity, and is a repayable loan.
Organizations are encountering clients that qualify, but are favoring the HOME Owner
Occupied (OCC) Housing Assistance Program because it is a grant/deferred forgivable
loan, no sweat-equity is required and easier to obtain. Some clients are qualified for
downpayment assistance through the HOME and Mortgage Revenue Bond Programs.
However, Bootstrap is predominately administered by grassroots organizations that
apply for all types of funding and in most cases do not have the capacity to administer
the programs in a timely manner.

Options

Instead of Department programs competing against each other, similar housing
programs should complement each other. Therefore, the Task Force would like to offer
the following options:

58. Housing Trust Funds Should be Utilized for Capacity Building of Non-Profit
Organizations

Pros:
x Increase Administrator Capacity
x Funds will be expended quickly
Cons:

< Will require TDHCA Board approval

59. The Term for Bootstrap Contracts Should be Extended to Three Years
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Pros:
= Will reduce contract extensions needed to complete contracts.
> Will provide more flexibility for administrators and homebuyers.
Cons:

x May prove more difficult for the agency to administer and track the
program.

60. The AII07wed Cost Per Unit in the Bootstrap Program Should be Increased to
$80,000

Pros:
= Families will be able to build larger homes to fit the size of their families

x Additional loan can be used to pay for material improvements and energy
efficiency to reduce maintenance and energy costs.

Cons:
x Increasing the maximum loan will reduce the number of families served

unless funding for the program is also increased.

61. Pilot a Reservation System for the Bootstrap Program Funds. Allow an
organization to submit for a client or activity to the Department when all of the
information and forms are approved and ready to proceed. The amount an
organization can reserve in the system will be capped.

Pros:
x Funds may be expended promptly and the expenditure rate will increase
x Increase the flexibility of Program

Cons:

= None identified by the Task Force.

” The TDHCA Board cannot make changes. This is a statute specific item — Texas Chapter 2306.754.
Amount is limited to $60,000.
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62. The reservation system may create concern for some agencies due to a lack of
official commitment for budgetary planning, in case the funds are already
expended before an agency had their family ready to go. Use HOME
Downpayment Assistance Funds to complement the Bootstrap Program.

Pros:
x Homeowner will have to borrow less funds
= Aid in making the program more desirable
x HBA funds allow “soft costs”.

Cons:

> Administrator will have to administer 2 separate contracts

< HOME Rules are more restrictive
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Issue 11: Multifamily Housing

Background

In anticipation of the work of the HOME Investment Partnerships Program Advisory
Task Force, TDHCA staff prepared an Internal Focus Group Report, identifying ten
issues of consideration for the HOME program. The Report contained Background and
Consideration information for each issue, leaving the Options section open for the Task
Force to make recommendations. In preliminary discussion by the Task Force,
subcommittees were designated to address some of these issues. The group decided
that multifamily rental properties have unique concerns in the HOME program. Thus, an
eleventh issue was created for the Internal Focus Group Report — Multifamily Rental —
and the subcommittee set to work.

Unlike subcommittees formed to address the other issues, the Multifamily Rental
subcommittee did not have the benefit of Background or Consideration information from
the Internal Focus Group Report. In other words, we were given no parameters and
started with a blank slate.

The HOME Investment Partnerships Program Final Rule at 24 CFR 92.1 states that the
purpose of the HOME program is to "expand the supply of decent, safe, sanitary and
affordable housing with primary attention to rental housing for low and very low income
families" Recognizing this priority established by our federal government, our
subcommittee considered recommendations that would make the HOME Program more
effective for financing multifamily rental housing in Texas.

In Texas, HOME funds are used for multifamily rental projects in two different ways: (1)
as a single source of financing or (2) as gap financing, in conjunction with other
sources. In recent years, TDHCA has seen fewer multifamily applications for single
source financing; most of the applications are for gap financing, particularly with low-
income housing tax credits ("LIHTC").

In order to approach the topic of multifamily housing as a component of the HOME
Investment Partnerships Program, the following areas of analysis will be examined
more thoroughly including: 1) the application process 2) underwriting issues 3) the Low-
Income Housing Tax Credit (LIHTC) program 4) legal documentation 5) reporting
requirements and 6) funding allocation.
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Task Force Discussion

NOTE: This section of the document is a summary of the comments and discussion by
the Task Force members. No statements made in this section represent the views of
Department staff, nor does their inclusion indicate concurrence from Department staff.

The Multifamily Rental subcommittee believes that HOME funds can be used more
effectively to build and preserve affordable housing all across the state. The
recommendations of our subcommittee are intended to: (1) simplify the process, (2)
make HOME funds accessible for more developers, (3) encourage non-profits to get
back into the program, (4) make the HOME program more flexible so that it is better
suited to meet a variety of compelling needs, (5) use HOME funds to serve very low
income tenants to the greatest extent possible, (6) build and preserve housing that
serves a need but otherwise might not be built or preserved without the use of HOME
funds, and (7) encourage the recycling of HOME funds when possible so that they can
be leveraged for multiple developments.

Options

Application Process

The HOME application process has become so complex and expensive that many
developers (particularly CHDOs) are discouraged from using the program. HOME
money for multifamily rental can be used more effectively if certain changes are
made to the application process.

63. The HOME application should be self-contained and easy to follow. In other
words, references to the QAP should be eliminated.

Pros:

x By making the HOME application more straightforward, non-profits will be
encouraged to participate in the program, particularly for single-source
financing transactions.

Cons:

x TDHCA strives to use uniform definitions and standards across its
programs. Thus, using references to the QAP promotes consistency and
efficiency for staff and applicants using multiple programs. Customizing
the HOME application so that it is self-contained could be burdensome for
staff.
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64. Use a pre-application process for the HOME rental applications when not layered
with Housing Tax Credits to assist in reducing costs.

Pros:

= The pre-application process has been successful in the LIHTC program. It
allows applicants to spend a minimal amount up-front to submit the pre-
application. Then, the applicants can make informed decisions about
whether to move forward and incur additional costs for the application,
based on the competitive environment.

Cons:

x There seem to be no negative implications for the implementation of this
recommendation. Any additional work required for staff to implement a
pre-application process may be mitigated by a reduction in the number of
full applications.

65. Allow applicants to have a pre-application conference with TDHCA program and
underwriting staff.

Pros:

x Because HOME funds are often used in unique circumstances, it is
important the TDHCA staff have the "big picture", which may not always
be apparent in a standard form application. HOME funds can be
structured flexibly — as grants, forgivable loans, "soft" cash flow loans, and
fully amortized loans. A pre-application conference may help the parties
determine what financing structure is most appropriate for the project
under consideration.

Cons:

x Again, this is a recommendation that requires staff time, which is a
precious resource.

66. HOME applications need to be available concurrently with LIHTC applications.
Pros:

x Applicants wishing to combine these two sources need to be able to
assess the requirements of each program concurrently.
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67.

68.

Cons:

x There seem to be no negative implications for the implementation of this
recommendation. We understand that the formation of the new HOME
division may have caused delays in staff production of the application
documents this year and the goal is for future application rounds to be
better coordinated.

Staff should ensure the accuracy of the application package before it is
published. In recent application rounds, TDHCA has sent out changes to the
application package during the application round. This is disruptive to applicants,
especially to the smaller non-profits.

Pros:

x If TDHCA materials are reviewed through a rigorous internal process,
correction of errors in the package can be avoided, which will save time
and expense for applicants.

Cons:
x There are no negative implications for this recommendation.
For Rural Development deals, accept the environmental review required by
USDA Rural Development, instead of requiring an independent environmental
report.
Pros:

x The RD environmental review is just as extensive, if not more extensive,
than the review performed under the HOME program. Using one review
to meet both criteria will save applicants money and time.

Cons:

x We are not aware of any negative implications for this recommendation.

Underwriting

Projects that seek HOME funding are invariably unique. They may be small projects
in rural areas where there are very low incomes and no market comparables. They
may be projects financed with tax credits that are trying to deeply skew rents. They
may be preservation projects where the financial viability is thin but the housing is
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overwhelmingly needed. TDHCA's underwriting rules need to allow staff to "think
outside the box" when necessary®.

69. TDHCA should not underwrite at the maximum affordable rents for a
property unless such rents can be justified. In many small communities,
those maximum rents are not consistent with the market. And, in many smaller
communities, there are insufficient comparable rents to prove up the market.
Although TDHCA rules permit the underwriter to use the lower of net Program
Rent, Market Rent, or Restricted Market Rent, when the market study cannot
provide sufficient data, some alternative to using net Program Rent is needed.
For instance, this could be using a certain percentage of the net Program Rent in
applicable areas.

Pros:

x This request is primarily for a flexible, common sense approach to
calculating income. It is particularly helpful for rural projects.

Cons:

> This request may require TDHCA to underwrite rural deals differently than
their urban counterparts.

70. TDHCA should permit applicants to review a draft of the underwriting report
before it is posted on the website.

Pros:

x In the past few years, we have seen numerous circumstances where an
applicant disagrees with the underwriting report, and the matter must be
settled by the Board. Sometimes, the Board tables the matter and asks
the applicant and underwriting division to go back and try to work out their
differences. If the applicant were permitted to see the underwriting report
before it is published, there may be more opportunity to identify and work
out these problems in advance, avoiding Board consideration.

Cons:
x Permitting an applicant to review the underwriting report before it is posted

might encourage applicants to try to negotiate their underwriting reports
with staff.

® HOME Final Rule 92.250 (b) Before committing funds to a project, the participating jurisdiction must
evaluate the project in accordance with guidelines that it has adopted for this purpose and will not invest
any more HOME funds, in combination with other governmental assistance, than is necessary to provide
affordable housing.
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71. Eliminate the infeasibility calculation in Section 1.32(i)(4) of the Real Estate
Analysis Rules®. This calculation states that if the Year 1 annual total operating
expense for a property divided by the Year 1 effective gross income for the
property is greater than 65%, the project is deemed infeasible. This calculation is
particularly troublesome for deeply subsidized deals.

Pros:

x The majority of our subcommittee feels that the HOME program is
intended to finance and subsidize housing that might not otherwise be
financially feasible under other programs. This goal may not be consistent
with the 65% standard. If the subsidy is sufficient for the property to
continue to operate, the 65% threshold should not be applied.

Cons:

x TDHCA does not want to fund projects at risk of foreclosure or other
financial failure. Therefore, certain standards must be maintained to
ensure the housing is not only available but viable over the long term.

72. HOME and the Low-Income Housing Tax Credit (LIHTC) Program

TDHCA should not award points to LIHTC applicants under the QAP for any allocation
of HOME or CDBG money, whether it be from a local political subdivision or from
TDHCA'".

Pros:

x Because of this priority in the QAP, virtually all of the multifamily HOME
applicants are also LIHTC applicants. The priority encourages developers
to find a way to use HOME financing, even if it is not needed.

x Section 2306.6710(b)(1)(E) of the Government Code was intended to
prioritize developments that have actually received money from local
political subdivisions, not federal money administered by local political
subdivisions.

’ CPD 98-01 V. Project Evaluation In performing this evaluation, the PJ should consider the aggregate
amount of assistance from HUD and from other sources that is necessary to ensure the feasibility of the
assisted project.

10 Texas Chapter 2306.6725 (a)(3) Scoring of Applications: Consistent with sound underwriting practices
and when economically feasible, serve individuals and families of extremely low income by leveraging
private and state and federal resources, including HOPE VI grants received through the United States
Department of Housing and Urban Development.
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Cons:

x Few local political subdivisions have money available for affordable
housing, outside of the standard federal programs. Implementing this
recommendation would unfairly disadvantage applicants working in
communities that do not have funds available by de-prioritizing HOME-
LIHTC applications, decreasing their competitiveness for a tax credit
award.

Documentation

73.

74.

Legal documentation for HOME funds needs to be consistent with the
transaction. For instance, documents with construction loan draw procedures
should not be used when the HOME money is being funded after construction
and used as a permanent loan. If HOME funds are going to be used most
effectively for multifamily rental, the terms of financing need to be flexible. That
means the legal documents should be flexible, too.

Pros:

= Implementing this recommendation would reduce an owner's time and
expense for negotiating a HOME loan.

Cons:

x "One-size-fits-all" documents can be helpful in the asset management
process. Customized documents can make asset management more
cumbersome. However, it is possible to accommodate both needs by
using exhibits to the documents with boxes to check, similar to those in
the LIHTC LURA.

HOME recipients should not be required to use a particular title company.
Rather, TDHCA should create a list of guidelines for the tittle company and the
recipient should be able to select any title company that can comply with
TDHCA's guidelines.

Pros:

x Developers have long-standing relationships with title companies and
often get the best service through those relationships. Local title
companies are often best-suited to address unique local issues. When
HOME funds are used as gap financing, a developer should not be
required to work with two different title companies, just to accommodate
TDHCA's preference.
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Cons:

x Use of the same title company may ease closing administration for
TDHCA staff.

75. Reporting

Ensure that TDHCA reporting and data collection reflects the actual incomes of the
tenants in the units, not just the set-aside for the unit. Owners are concerned that the
annual reports do not adequately permit them to show the income levels of the tenants
they are serving. In some cases, they have been advised to show tenant incomes at
the set-aside level rather than the actual level when completing their reports.
Moreover, when our subcommittee asked TDHCA for data as to the incomes of the
tenants being served, we discovered that it was not particularly easy to accumulate.
This data is very important in that it quantifies how HOME funds benefit lower income
Texans.

Pros:

x Data about the tenant populations being served is important in many
contexts and needs to be easily accessible by TDHCA staff and the public.

Cons:
x It appears that additional staff resources and/or software resources may
need to be employed to establish this historic information in the database
and ensure that it is collected and recorded going forward.

Fund Allocation

76. Eliminate the requirement that at least 10% of the development costs be funded
with non-HOME funds for single-source projects’".

Pros:

x For projects in smaller, rural communities and those sponsored by non-
profits, this requirement is burdensome and discourages applicants from
using the program. Other sources of financing can be difficult to find and,
if found, can be difficult to coordinate.

""" HOME Final Rule 92.1 Overview: In general, under the HOME Investment Partnerships Program,
HUD allocates funds by formula among eligible state and local government to strengthen public-private
partnerships. Generally, HOME funds must be matched by nonfederal resources.
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Cons:

x The federal HOME rules encourage public-private partnerships and use of
matching funds.
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Appendix A

HUD SNAPSHOTS FOR 2003-2007
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HOME Program Performance SNAPSHOT--As of 9/30/03

State Participating Jurisdictions ) _':/.?
Participating Jurisdiction (PJ): ‘TEXAS
PJ's Total HOME Allocation Received: |  $377,589,000 | PJ Since (FY):
Category PJ National Average National Rank*

Program Progress:

% of Funds Committed % %

% of Completed Rental Disbursements to 41.811% 63.331%
All Rental Commitments™* - -

% of Completed CHDO Disbursements to 34.25|% 59.35/%

All CHDO Reservations**

Low-Income Benefit:

;:AZL(;SO:A) AMI Renters 66.21|% 73.42|%
(0] enters

% of 0-30% AMI Renters m% %

to All Renters**

Lease-Up:

% of Occupied Rental Units to % %

All Completed Rental Units**

Overall Ranking: /51 PJs

HOME Cost Per Unit and Number of Completed Units:

Rental Unit | 1,622 |Units | 9.4/%
Homebuyer Unit | 7,626 |Units | 44/%
Homeowner-Rehab Unit | 4,735 |Units | 27]%
TBRA Unit | 3,296 |Units | 19/%

* - The National Rank compares the 51 state HOME PJs within the nation, including Puerto Rico but, excluding Washington DC and Insular Areas. A rank of 1 is the highest; a
rank of 51 is the lowest.

** - This category is double-weighted in the National Overall Ranking.
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TEXAS ‘

Graphic Representation of National Ranking Comparison

National Ranking Comparison
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The graph above is a visual representation of the state PJ's national rank in each
performance category. The performance percentile indicates the extent to which the PJ's
performance exceeds other state PJs' for that category. For example, a PJ with a
performance percentile of 70% for commitments exceeds the performance of 70% of the
51 state PJs in the nation.
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SNAPSHOT of HOME Program Performance--As of 9/30/04 .
State Participating Jurisdictions oy

Participating Jurisdiction (PJ): TEXAS
PJ's Total HOME Allocation Received: $423,109,000 PJ Since (FY): 1992

Category PJ National Average National Rank*

Program Progress:

% of Funds Committed 78.63 % 92.23% 51
% of Funds Disbursed 72.32 % 82.31% 47
Leveraging Ratio for Rental Activities 217 2.92 33
% of Completed Rental Disbursements to 50.98 % 64.07% 38

All Rental Commitments**

% of Completed CHDO Disbursements to 38.74 % 61.26% 44
All CHDO Reservations™*

Low-Income Benefit:

% of 0-50% AMI Renters to All Renters 64.21 % 74.04% 40

% of 0-30% AMI Renters to All Renters** 40.03 % 34.15% 21
Lease-Up:

% of Occupied Rental Units to All 73.16 % 92.5% 46

Completed Rental Units**

Overall Ranking: 45 | 51 PJs
HOME Cost Per Unit and Number of Completed Units:
Rental Unit $19,386 $22,868 2,291 Units  11.8%
Homebuyer Unit $6,424 $10,592 8,054 Units 41.7%
Homeowner-Rehab Unit $21,637 $16,726 5,068 Units 26.2 %
TBRA Unit $4,498 $2,949 3,924 Units 20.3%

* - The National Rank compares the 51 state HOME PJs within the nation, including Puerto Rico but, excluding Washington DC and Insular Areas. A rank of 1 is the highest; a
rank of 51 is the lowest.

** - This category is double-weighted in the National Overall Ranking.
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Graphic Representation of National Ranking Comparison
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The graph above is a visual representation of the state PJ's national rank in each
performance category. The performance percentile indicates the extent to which the PJ's
performance exceeds other state PJs' for that category. For example, a PJ with a
performance percentile of 70% for commitments exceeds the performance of 70% of the
51 state PJs in the nation.

HOME Program Performance SNAPSHOT
Page 95



SNAPSHOT of HOME Program Performance--As of 09/30/05 .
State Participating Jurisdictions oal )

Participating Jurisdiction (PJ): TEXAS
PJ's Total HOME Allocation Received: $472,622,150 PJ Since (FY): 1992

Category PJ National Average National Rank*

Program Progress:

% of Funds Committed 82.74 % 93.6% 49
% of Funds Disbursed 74.43 % 83.53% 47
Leveraging Ratio for Rental Activities 1.9 3.1 38
% of Completed Rental Disbursements to 80.15 % 69.5% 18

All Rental Commitments**

% of Completed CHDO Disbursements to 56.77 % 64.95% 38
All CHDO Reservations™*

Low-Income Benefit:

% of 0-50% AMI Renters to All Renters 66.51 % 75.07% 40

% of 0-30% AMI Renters to All Renters** 38.68 % 34.79% 26
Lease-Up:

% of Occupied Rental Units to All 80.05 % 93.37% 46

Completed Rental Units**

Overall Ranking: 40 | 51 PJs
HOME Cost Per Unit and Number of Completed Units:
Rental Unit $22,743 $24,007 3,413 Units 15.5%
Homebuyer Unit $6,476 $10,996 8,362 Units 38 %
Homeowner-Rehab Unit $24,507 $17,697 5,605 Units 25.5%
TBRA Unit $4,506 $2,814 4,626 Units 21%

* - The National Rank compares the 51 state HOME PJs within the nation, including Puerto Rico but, excluding Washington DC and Insular Areas. A rank of 1 is the highest; a
rank of 51 is the lowest.

** - This category is double-weighted in the National Overall Ranking.
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TEXAS

Graphic Representation of National Ranking Comparison
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The graph above is a visual representation of the state PJ's national rank in each
performance category. The performance percentile indicates the extent to which the PJ's
performance exceeds other state PJs' for that category. For example, a PJ with a
performance percentile of 70% for commitments exceeds the performance of 70% of the
51 state PJs in the nation.
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SNAPSHOT of HOME Program Performance--As of 09/30/06

State Participating Jurisdictions
= £
A pr—gh |
Participating Jurisdiction (PJ): TEXAS
PJ's Total HOME Allocation Received: $517,309,813 PJ Since (FY): 1992
Category PJ National Average National Rank*
Program Progress:
% of Funds Committed 94.19 % 91.96% 23
% of Funds Disbursed 75.56 % 82% 44
Leveraging Ratio for Rental Activities 1.78 3.23 41
% of Completed Rental Disbursements to 87.19 % 90.02% 40
All Rental Commitments** ' '
% of Completed CHDO Disbursements to 53.98 % 72.7% 46
All CHDO Reservations™*
Low-Income Benefit:
% of 0-50% AMI Renters to All Renters 79.88 % 76.73% 27
% of 0-30% AMI Renters to All Renters** 455 % 36.45% 18
Lease-Up:
% of Occupied Rental Units to All 100 % 95.32% 1
Completed Rental Units**
Overall Ranking: 42 151 PJds
HOME Cost Per Unit and Number of Completed Units:
Rental Unit $23,960 $24,723 3,275 Units  13.8%
Homebuyer Unit $6,696 $11,888 8,818 Units 37.1%
Homeowner-Rehab Unit $27,291 $18,592 6,307 Units 26.5 %
TBRA Unit $4,566 $2,733 5,358 Units 22.6%

* - The National Rank compares the 51 state HOME PJs within the nation, including Puerto Rico but, excluding Washington DC and Insular Areas. A rank of 1 is the highest; a
rank of 51 is the lowest.

** - This category is double-weighted in the National Overall Ranking.
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Graphic Representation of National Ranking Comparison
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The graph above is a visual representation of the state PJ's national rank in each
performance category. The performance percentile indicates the extent to which the PJ's
performance exceeds other state PJs' for that category. For example, a PJ with a
performance percentile of 70% for commitments exceeds the performance of 70% of the
51 state PJs in the nation.
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SNAPSHOT of HOME Program Performance--As of 03/31/07

State Participating Jurisdictions
= £
A pr—gh |
Participating Jurisdiction (PJ): TEXAS
PJ's Total HOME Allocation Received: $558,618,645 PJ Since (FY): 1992
Category PJ National Average National Rank*
Program Progress:
% of Funds Committed 93.05 % 89.91% 19
% of Funds Disbursed 74.54 % 80.86% 44
Leveraging Ratio for Rental Activities 1.59 3.68 43
% of Completed Rental Disbursements to 97.22 % 91.55% 19
All Rental Commitments** ' '
% of Completed CHDO Disbursements to 76.5 % 75.35% 28
All CHDO Reservations™*
Low-Income Benefit:
% of 0-50% AMI Renters to All Renters 81.12 % 77.05% 25
% of 0-30% AMI Renters to All Renters** 41.92 % 36.39% 22
Lease-Up:
% of Occupied Rental Units to All 98.54 % 95.72% 19
Completed Rental Units**
Overall Ranking: 33 /151 PJs
HOME Cost Per Unit and Number of Completed Units:
Rental Unit $23,578 $25,106 4,105 Units  16.1%
Homebuyer Unit $6,794 $12,215 9,104 Units 35.7%
Homeowner-Rehab Unit $28,080 $18,906 6,679 Units 26.2 %
TBRA Unit $4,650 $2,802 5,605 Units 22 %

* - The National Rank compares the 51 state HOME PJs within the nation, including Puerto Rico but, excluding Washington DC and Insular Areas. A rank of 1 is the highest; a
rank of 51 is the lowest.

** - This category is double-weighted in the National Overall Ranking.
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Graphic Representation of National Ranking Comparison
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The graph above is a visual representation of the state PJ's national rank in each
performance category. The performance percentile indicates the extent to which the PJ's
performance exceeds other state PJs' for that category. For example, a PJ with a
performance percentile of 70% for commitments exceeds the performance of 70% of the
51 state PJs in the nation.
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Explanation of Performance Categories &%
-State PJs

% of Funds Committed
(Com)

% of Funds Disbursed
(Disb)

Leveraging Ratio
(Lev)

% of Completed Rental
Disbursements to All Rental
Commitments

(Rental)

% of Completed CHDO
Disbursements to All CHDO
Reservations

(CHDO)

% of 0 — 50% AMI Renters to All
Renters
(VLI - Very Low Income)

% of 0 — 30% AMI Renters to All
Renters

(ELI — Extremely Low Income)
% of Occupied Rental Units to
All Completed Rental Units
(Occupy)

National Rank

Overall Ranking

= Cumulative total to date of commitments to activities, including administrative and CHDO operating expenses, and program
income attached to draws / Cumulative total of all grant allocations through 2005 (original allocations minus any deobligations).

= Cumulative total to date of net disbursements to activities, including administrative and CHDO operating expenses, and program
income attached to draws / Cumulative total of all grant allocations through 2005 (original allocations minus any deobligations).

= For rental activities only where the activity status code has been changed to “2” — Completed. All HOME funds including
program income / Total public, total private, and Low Income Tax Credit Syndication Proceed funds. In order to be able to make
comparisons among PJs and rank them accordingly, the leveraging ratio has been converted to a percentage. For the purposes of
this report, a leveraging ratio of 4 to 1 is considered indicative of significant leveraging. Therefore, any PJ with a leveraging ratio of
4 to 1 and greater will receive a designation of 100% (a ranking of #1). Any PJ with a leveraging ratio of less than 4 to 1 will
receive a lower score. For example, a PJ with a leveraging ratio of 2 to 1 (half of 4 to 1) will receive a designation of 50%.

= Cumulative total of disbursements on completed (where the activity status code has been changed to “2” — Completed) rental
activities / Cumulative total of commitments on all rental activities.

= Cumulative total of disbursements on completed (where the activity status code has been changed to “2” — Completed) CHDO
activities / Cumulative total of CHDO reservations.

= For activities where the activity status code has been changed to “2” — Completed. Number of tenants whose income is 0 — 50%
of area median income / Total number of tenants in occupied rental units.

= For activities where the activity status code has been changed to “2” - Completed. Number of tenants whose income is 0 — 30%
of area median income / Total number of tenants in occupied rental units.

= For activities where the status has been changed to “2” - Completed. Number of tenant-occupied (not vacant) HOME-assisted
rental units / Total number of completed HOME-assisted rental units.

= The National Rank compares the 51 state PJs within the nation, including Puerto Rico, but excluding Washington DC and Insular
Areas. A rank of 1 is the highest; a rank of 51 is the lowest.

= The Overall Ranking compares the sum of a state PJ’s percentages, for all categories, to that of other state PJs. See above for
determining leveraging percentage.



EXECUTIVE OFFICE - BOARD

BOARD ACTION REQUEST
June 14, 2007

Action Item

Minutes of the Board Meeting of May 10, 2007.

Required Action

Review minutes of the May 10, 2007 Board Meeting and make any necessary corrections.

Background

The Board is required to keep minutes of each of their meetings.

Recommendation

Staff recommends approval of minutes with any requested corrections.
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TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS
BOARD MEETING '

May 10, 2007; 9:30 am
Travis Building, Room 1-111, 1701 N. Congress

SUMMARY OF MINUTES

CALL TO ORDER, ROLL CALL

CERTIFICATION OF QUORUM
The Board Meeting of the Texas Department of Housing and Community Affairs of May 10, 2007 was
called to order by Chair, Elizabeth Anderson at 9:40 a.m. It was held at the Travis Building, Room 1-
111, 1701 N. Congress Austin, Texas. Roll call certified a qguorum was present.

Members Present:
Elizabeth Anderson — Chair
C. Kent Conine — Vice-Chair
Shadrick Bogany — Member
Sonny Flores — Member
Gloria Ray — Member
Member Absent:
The Honorable Norberto Salinas — Member

Chair Anderson recognized the Department staff who worked on the PeopleSoft Project. Curtis
Howe and David Cervantes infroduced and recognized Development Team Members.

PUBLIC COMMENT :
The Board will solicit Public Comment at the beginning of the meeting and will also provide for Public
Comment on each agenda item after the presentation made by the department staff and motions made
by the Board.
Granger McDonald, TAAHP, provided testimony concerning Compliance Audits and the 504 Policy.
Doug Dowler, Executive Director, Pineywoods Home Team, provided testimony.
John Garrett, President, G&G Enterprises, provided testimony.
The Honorable Representative Richard Raymond, provided testimony concerning the City of Laredo
9% Housing Tax Credit application.
Kirk Kobert, Local Initiatives Support Group (LISC), provided testimony.

The Board of the Texas Department of Housing and Community Aiffairs will meet to consider and possibly
act on the following:

CONSENT AGENDA

Items on the Consent Agenda may be removed at the request of any Board member and considered at
another appropriate time on this agenda. Placement on the Consent Agenda does not limit the possibility
of any presentation, discussion or approval at this meeting. Under no circumstances does the consent
agenda alter any requirements provided under Texas Government Code Chapter 551, the Texas Open
Meetings Act.

AGENDA ITEM 6: (AT CHAIR’S DISCRETION, THIS ITEM WAS TAKEN OUT OF ORDER.)
Presentation, Discussion and Possible Approval of Disaster Recovery Division ltems —
Specifically Community Development Block Grant (CDBG) Disaster and FEMA Alternative
Housing Pilot Program Application Programs:
TDHCA Board of Directors Meeting

May 10, 2007
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¢) Presentation, Discussion and Possible Approval of City of Houston and Harris County Public
Service and Community Development Program Plan
The Honorable Mayor Bill White, provided testimony in favor of the plan.
John Henneburger, Texas Low Income Housing Information Service, provided testimony against
the plan.
Motion made by Mr. Conine to approve plan; seconded by Mr. Bogany; passed unanimously.

AGENDA ITEM 1:
Approval of the following items presented in the Board materials:
General Administration ltems:
a) Minutes of the Board Meeting of April 12, 2007

Audit Committee ltems:

b} ° Presentation, discussion and possible approval of amendments to the 2007 TDHCA Internal Audit
Plan

c) Presentation and Discussion of Audit Resuits from KPMG’s Statewide Federal Single Audit as
related to TDHCA

d)  Presentation and Discussion of Internal Audit of CDBG Disaster Hurricane Recovery Program -
Project/Program Plan

e) Presentation and Discussion of Internal Audit of CDBG Disaster Hurricane Recovery Program —
Control Design over Project Set-up and Draw Processing Functions

f) Status of Prior Audit Issues

g)  Status of Internal/External Audits

Multifamily Items:

h)  Presentation, Discussion and Possible Action for Housing Tax Credit Amendments:
04241 Anson Park Il Abilene

05118 Vista Verde | &1l  San Antonio
At the request of Mr. Conine, Item h) was pulled from the Consent Agenda for further discussion.
i) Presentation, Discussion and Possible Action for Housing Tax Credit Extensions:

05137 Los Ebanos Zapata
)i Presentation, Discussion and Possible Action for 2007 Compaetitive Housing Tax Credit
Challenges :

At the request a wilness, Item j) was pulled from the Consent Agenda for further discussion.

HOME Division ltems:

K)  Presentation, Discussion and Possible Approval of Single Family HOME Award
recommendations:

2006-0222  City of Roma

Financial Division Items:

)  Presentation, Discussion and Possible Approval of the 2nd Quarter Investment Report

Community Affairs Division ltems:

m) Presentation, Discussion and Possible Approval for publication in the Texas Register of rule
revisions to the Emergency Shelter Grants Program (ESGP) rules to be codified at 10 Texas
Administrative Code, Chapter 5, Subchapter C, §5.204(a)(1), §5.208(c), and §5.211(4)

Real Estate Analysis Division ltems: :

n)  Presentation, Discussion and Possible Approval of a market study surveying the need for
affordable multifamily housing in the Dallas Metropolitan Statistical Area

Legal Services Division ltems:

o) Presentation, Discussion and Possible Approval for publication in the Texas Register of a final
order adopting new §1.21 concerning Action by Department if Outstanding Balances Exist

Motion made by Mr. Conine to approve the Consent Agenda, with the exception of ltems h) and j);

seconded by Mr. Bogany; passed unanimously.

TDHCA Board of Directors Meeting
May 10, 2007
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Multifamily Items:

h) Presentation, Discussion and Possible Action for Housing Tax Credit Amendments:
04241 Anson Park i Abilene
05118 Vista Verde | &Il San Antonio
Motion by Mr. Conine to approve; seconded by Mr. Bogany, passed unanimously.

i) Presentation, Discussion and Possible Action for 2007 Competitive Housing Tax Credit
Challenges |
Motion made by Mr. Bogany to approve; seconded by Mr. Conine; passed unanimously.

ACTION ITEMS

AGENDA ITEM 2:
Presentation, Discussion and Possible Approval of Multifamily Division Iltems — Specifically
Housing Tax Credit Items: '

a)

b)

Presentation, Discussion and Possible Action for 2007 Competitive Housing Tax Credit
Appeals

No appeals; no action taken. :
Presentation, Discussion and Possible Action of the Reinstatement of the Housing Tax
Credit Determination Notice for Mortgage Revenue Bond Transactions with Other Issuers:
060429 Lakes of Goldshire

Antoinette Jackson, Coats & Rose, provided testimony in favor of project.

Nickie Talasek, Fort Bend Center for Independent Living, provided testimony in favor of project.
Nancy Talasek, provided testimony in favor of project.

Navdip S. Sobti, Developer, provided testimony in favor of project.

Olga Fonseca, provided testimony in favor of project.

Balinda Fuentes, provided testimony in favor of project.

Gloria Hernandez, provided testimony in favor of project. i

Dan Ives, provided testimony opposed to project. 1

The Honorable Commissioner Tom Stavinoha, Precinct 14, Fort Bend County, provided testimony
opposed to project.

Byron Lee, provided testimony in favor of project.

The Honorable Mayor Joe Gurecky, provided a handout and testimony opposed to project.
Sally Gaskin, President, SGI Ventures, Inc., provided testimony in favor of the project.

Motion made by Mr. Conine to waive consistency letter requirement and approve staff
recommendation; seconded by Ms. Ray; Mr. Bogany abstained; motion passed.

Board took 15 minute break.

<)

Presentation, Discussion and Possible Issuance of Determination Notices for Housing Tax

Credits Associated with Mortgage Revenue Bond Transactions with Other Issuers:

07413 Mansions at Hastings Green Senior, Harris County, Texas; Harris County HFC is
the Issuer; Recommended Credit Amount of $940,796

Motion made by Mr. Bogany to approve; seconded by Mr. Conine; passed unanimously.

AGENDA [TEM 3: : : :
Presentation, Discussion and Possible Action of Multifamily Division Items - Specifically
Housing Trust Fund Capacity Building

a)

b)

Presentation, Discussion and Possible Action for an Extension of a 2004 Capacity Building
Grant #1000215 for Ability Resources Incorporated

Motion made by Mr. Conine to approve; seconded by Mr. Bogany; passed unanimously.
Presentation, Discussion and Possible Action on an Extension Amendment to a Housing

Trust Fund Predevelopment Loan for the following:
TDHCA Board of Directors Meeting
May 10, 2007
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8510200007 Ralls Housing Development Corporation

8510200008 Crossroads Housing Development Corporation

Motion made by Mr. Conine to approve staff recommendation to deny amendments; seconded by
Ms. Ray; passed unanimously.

AGENDA ITEM 4:
Presentation, Discussion and Possible Approval of Multifamily Division ltems — Specifically
Multifamily Private Activity Bond Program Items:

a)

b)

Presentation, Discussion and Possible Denial of a waiver of the 60-day submission
requirement in §49.12(a)(2) of the 2007 Qualified Allocation Plan (“QAP”)

Hunter McKinszie, Summit Asset Management, provided testimony in favor of Summit Point Apts.

Thomas Paramore, Merchant Capital, LLC, provided testimony in favor of Summit Pointe Apts.
Motion by Mr. Conine to recommend the approval of the applicant's request to waive the 60-day
submission in order to not have the Bond Review Board to meet specially to consider this issue;
seconded by Mr. Bogany; passed unanimously.

Presentation, Discussion and Possible Issuance of Multifamily Mortgage Revenue Bonds
and Housing Tax Credits with TDHCA as the Issuer:

07605 Summit Pointe, Houston, Texas for a bond Amount Not to Exceed $12,000,000 and
the Issuance of a Determination Notice Recommended Credit Amount of $525,314.
Resolution No. 07-013

Motion by Mr. Conine to approve Resolution #07-013; seconded by Mr. Bogany; passed
unanimously.

07606 Santora Villas, Austin, Travis Texas for a bond Amount Not to Exceed $13,072,000
and the Issuance of a Determination Notice Recommended Credit Amount of $963,189,
Resolution No. 07-014 :
Motion by Mr. Conine to approve Resolution #07-014; seconded by Ms. Ray; passed
unanimously.

AGENDA ITEM 5:
Presentation, Discussion and Possible Approval of HOME Division Items:

a)

Presentation, discussion and possible action for the 2007 HOME Preservation and Rental
Development Competitive Application Cycle appeals:

07418 Creek View Apartments Johnson City

07417 Park Ridge Apartments Llano

Mark Mayfield, provided testimony in favor of appeals.

Motion made by Mr. Conine to approve staff recommendation to deny appeals; seconded by Mr.
Bogany; passed unanimously.

Short Recess taken due to emergency in the building.

b)

Presentation, Discussion and Possible Approval of the 2007 Housing Trust Fund Funding
Plan

Motion made by Mr. Conine to amend Plan to include reserving $100,000 for foreclosure
prevention on our own portfolio; Motion made by Mr. Flores to further amend the motion by
requesting continued updates on costs; seconded by Ms. Ray; passed unanimously.
Presentation, Discussion and Possible Approval of HOME Program NOFA for

- approximately $5 million for Rental Housing Development Supporting New Job Creation

and Economic Development in Rural Texas
Motion made by Mr. Bogany to approve; seconded by Mr. Conine; passed unanlmously

TDHCA Board of Directors Meeting
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AGENDA ITEM 6:
Presentation, Discussion and Possible Approval of Disaster Recovery Division Items —
Specifically Community Development Block Grant (CDBG) Disaster and FEMA Alternative
Housing Pilot Program Application Programs:

a)

.b)

d)

Update on Community Development Block Grant related to disaster recovery.

Kelly Crawford, Deputy Executive Director of Disaster Relief, provided report.

The Honorable Charlie Stone, Executive Director Office Rural Community Affairs, provided report.
The Honorable John P. Dubose, County Commissioner, Orange, TX and Southeast Texas
Regional Planning (SETRPC), provided testimony regarding reimbursement of funds if any left
over for families that repaired homes before funding was available.

Pete De La Cruz, provided testimony.

Mr. Flores requested current updates costs. No Action Taken.

Presentation, Discussion and Possible Approval of Amendment to the State of Texas
Partial Action Plan for Disaster Recovery to Use Community Development Block Grant
(CDBG) Funding (Action Plan) related to the Restoration of Critical Infrastructure Program
and corresponding amendment to the Restoration of Critical Infrastructure Program Notice
of Funding Availability (NOFA)

John Henneberger, TLIHIS, provided testimony against amendment to NOFA.

The Honorable Charlie Stone, Executive Director Office Rural Community Affairs, provided
testimony in favor of amendment to NOFA.

Motion made by Mr. Conine to postpone to the June 28 Board meeting; seconded by Mr. Flores;
passed unanimously.

At Board Chair’s discretion and with Board approval, this item was taken up before the Consent
Agenda.

Presentation, Discussion and Possible Approval of Request For Proposals (RFP) for a
program management firm to administer the CDBG Homeowner Assistance Program
(HAP) and Sabine Pass Restoration Program (SPRP)

Motion made by Mr. Conine to approve RFP as amended with changes proposed by Chair
Anderson; seconded by Mr. Flores; passed unanimously.

AGENDA ITEM 7: _
Presentation, Discussion and Approval of Office of Colonia Initiatives ltems:

a)

Presentation, Discussion and Possible Approval of Webb County Colonia Self-Help Center

Extension Request
Motion made by Mr. Flores to approve staff recommendation; seconded by Mr. Conine; passed

unanimously.

AGENDA ITEM 8:
Presentation, Discussion and Possible Approval of Portfolio Management & Compliance

Division [tems: :

a)

Presentation, Discussion and Possible Approval of Requests for Amendments to HOME
Investment Partnerships Program contracts

534339 Marble Falls Development Corporation

Motion made by Mr. Conine to approve staff recommendation to allow the property to provide no
more than 36 percent or eight of the units for people with disabilities; seconded by Mr. Bogany;
passed unanimously.

536297 Family Crisis Center

Chair recused herself during discussion and vote of this item. Motion made by Mr. Flores to
accept staff recommendation to approve the reduction of one unit; seconded by Mr. Bogany;
passed unanimously.

639116 Tanglewood Il, LLC

TDHCA Board of Directors Meeting
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Motion made by Mr. Flores to accept staff recommendation to approve the reduction of one unit;
seconded by Mr. Bogany; passed unanimously.

542004/542010 Affordable Housing of Parker County

Motion made by Mr. Conine to approve staff recommendation that the expired contract be
deobligated, and if the unexpired contract cannot be fulfiled as agreed and is not voluntarily
returned, that it be terminated and the funds for it be deobligated; seconded by Mr. Bogany;
passed unanimously.

1000453 Affordable Housing of Parker County

Motion made by Mr. Conine to approve staff recommendation to deny request; seconded by Mr.
Bogany; passed unanimously.

1000156 Val Verde County

David Martinez provided testimony. _

The Honorable Ramiro Ramon, County Commissioner, Precinct 1, County of Val Verde, provided
testimony.

Jesse Paul Sanchez, provided testimony.

Robert Chavira, SMi Consulting, provided testimony.

Motion made by Mr. Conine to approve staff recommendation to deny request; seconded by Mr.
Bogany. Mr. Conine withdrew his motion. Motion made by Mr. Conine to approve $180,000 to
finish the three houses that have been demolished with County not receiving administration
funds, and to include an extension of time until December 31, 2007 with a requirement that the
Department receive monthly reports; seconded by Mr. Flores; passed unanimously.

1000371 United Cerebral Palsy

Jonas Schwartz, President, United Cerebral Palsy (UCP) of Texas, provided testimony.

Jean Langendorf, Executive Director, UCP of Texas, provided testimony. '

Motion made by Mr. Bogany to approve staff recommendation to deny request; seconded by Mr.
Conine; passed unanimously.

1000533 Travis County Housing Finance Corporation

Motion made by Ms. Ray to approve staff recommendation; seconded by Mr. Bogany; passed
unanimously.

AGENDA ITEM 9:
Presentation, Discussion and Possible Appioval of Real Estate Analysis Items:

a)

Presentation, discussion and possible action on a timely filed appeal regarding the
underwriting of a development under the HOME program, development Floresville Senior
Housing in Floresville, TX

Mike Harms, Executive Director, Center for Housing & Economic Development Opportunities,
Corp., provided testimony in favor of appeal.

Michael Gilbert, V.P. Floresville Apt. Venture, LP, provided testimony opposed to appeal.

Jesse Pérez, Floresville Economic Development Corp., provided testimony in favor of appeal.
Motion made by Mr. Conine to approve staff recommendation to deny appeal; seconded by Mr.
Bogany; passed unanimously.

AGENDA ITEM 10:
Presentation, Discussion and Possible Approval of Legal Division ltems:

a)

b)

Presentation, Discussion and Possible Approval of list of factors that Review Committee
will consider in assessing compliance penalties under 10 TAC §1.20

Motion made by Mr. Flores to approve; seconded by Mr. Bogany; passed unanimously.
Presentation, Discussion, and Possible Approval for publication in the Texas Register of
draft proposed amendments to 10 TAC §60.17, concerning Utility Allowances

Motion made by Mr. Conine to approve; seconded by Mr. Bogany; passed unanimously.
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AGENDA ITEM 11:
Presentation, Discussion and Possible Approval of Internal Audit Division Items:
a)

b)

Notification and Acceptance of resignation of Internal Auditor due to retirement and
appointment of an interim director

Motion by Mr. Bogany to accept resignation and to approve recommendation to appoint Mr.
Gregory Magness as Interim Internal Audit Director; seconded by Mr. Conine; passed
unanimously.

Presentation, Discussion and Possible Approval of Director of Internal Audit job
description and posting of position

Motion made by Mr. Conine to approve; seconded by Mr. Flores; passed unanimously.

EXECUTIVE SESSION
Executive Session not held.

a

)

b}

¢)

The Board may go into Executive Session {close its meeting to the public) on any agenda item if
appropriate and authorized by the Open Meetings Act, Texas Government Code, Chapter 551
The Board may go into Executive Session Pursuant to Texas Government Code §551.074 for the
purposes of discussing personnel matters including to deliberate the appointment, employment,
evaluation, reassignment, duties, discipline or dismissal of a public officer or employee

1. Performance Evaluation for Internal Auditor

Consultation with Attorney Pursuant to §551.071(a), Texas Government Code:

1. With Respect to pending litigation styled Dever v. TDHCA Filed in Federal Court
2. With Respect to pending litigation styled Ballard v. TDHCA Filed in Federal Court
3. With Respect to Any Other Pending Litigation Filed Since the Last Board Meeting

REPORT ITEMS
Executive Director's Report by Mr. Gerber.

N

Soompwn-

acti

TDHCA OQutreach Activities, April 2007

Monthly Report on HOME Amendments Granted

Update on HOME Snapshot

Quarterly HTC Ownership Transfers

Construction Cost Research by Real Estate Analysis Division
Bond Finance Subprime Analysis

on taken.

ADJOURN
Since there was no other business to come before the Board, the meeting was adjourned at 2:56 p.m.

Mr. Kevin Hamby
Board Secretary -

NOTE:

For a full transcript of this meeting, please see the TDHCA website at: www.TDHCA .state.tx.us
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LEGAL SERVICES DIVISION

BOARD ACTION REQUEST
June 14, 2007

Action Item
Presentation, Discussion and Possible Action of Request for Proposals for Bond Counsel.

Requested Action

Approve for publication in the Texas Register a notice for Bond Counsel proposals.

Background and Recommendations

State law requires that professional contracts be bid to provide the state with the best value of
representation. The law allows for a one year agreement, plus a one year extension, Current
Outside Bond Counsel Vinson and Elkins, L.L.P. will reach the end of the current contract in
Aungust of 2007. The contract may not be renewed at this time. Vinson and Elkins is eligible to
be selected again as the best responder under the new RFP,

Staff proposes a similar RFP to the one used two years ago: In an attempt to encourage broad
participation and multiple applicant proposals, the RFP allows flexibility in the qualifications.
The Department will create a review committee made up of the General Counsel, The Director of
Multi Family Production and the Director of Bond Finance and others appointed by the
Executive Director to review and rank proposals prior to submitting for award by the Board.

The Office of the Attorney General will need to approve the final selection of outside bond
counsel.

Staff Recommendation: Staff recommends that the Board approve the RFP for
Bond Counsel for publication in the Texas Register.
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IO

REQUEST FOR PROPOSALS
FOR
BOND COUNSEL

BACKGROUND ON THE TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS

A, PURPOSE

The Texas Department of Housing and Community Affairs (“TDHCA™), is a public and
official governmental agency of the state, pursuant to Chapter 2306, Texas Government
Code (the “Act”). One purpose of TDHCA is to provide for the housing needs of
individuals and families of low, very low, and extremely low income and families of
moderate income. Pursuant to the Act, TDHCA may issue bonds, notes or other
obligations to finance or refinance residential housing and multi-family developments
and to refund bonds previously issued by the Texas Housing Agency, TDHCA, or
certain other quasi-governmental issuers. The Act specifically provides that the
revenue bonds of the Agency become revenue bonds of TDHCA.

. ORGANIZATION

TDHCA is governed by an executive director employed by a seven-member board. The
members of the board are appointed by the Governor upon the advice and consent of the
Texas Senate for staggered six-year terms, with the terms of two or three members
expiring on January 31 of each odd-numbered year. The board is responsible for
authorizing the allocation of bonds by TDHCA and all other acts in connection
therewith specified in the Act. The executive director is responsible for the overall
administration of TDHCA and its programs and for employing its staff,

. BOND PROGRAMS.

Single Family Housing Bond Program. TDHCA has established a Single Family
Mortgage Revenue Bond Program pursuant to the Act for the purpose of assisting in
financing the costs of acquisition of residences within the State of Texas by eligible
borrowers. The program offers interest rates below conventional market rates through
the sale of tax-cxempt mortgage revenue bonds. The guidelines adopted by TDHCA
from time to time in connection with the program establish the eligibility of lenders to
participate in the program, time limitations with respect to commitments for and
originations of mortgage loans, the types of mortgage loans eligible for purchase by the

servicer, the eligibility of mortgagors, the requirements for dwellings which secure

mortgage loans, the fees which a mortgage lender may charge to originate a mortgage
loan, the fees which a lending institution may charge for servicing a mortgage loan, as
well as other aspects of the program.
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Multi-Family Bord Program. The Multi-Family Bond Program finances below market
loans to non-profit and for-profit developers of apartment projects serving moderate
income persons and families that agree to set aside at least 20% of a project’s unit for
rental to very low and low income persons and families. In addition, at least 5% must be
rented to persons with special needs. TDHCA funds the loans through the sale of tax-
exempt and taxable mortgage revenue bonds.

II. SCOPE OF SERVICES.

A. NATURE OF SERVICES REQUIRED,

TDHCA anticipates the nced for legal services in connection with the issuance of bonds
at any time and from time to time during the term of the contract at the request of
TDHCA. Bond Counsel is expected to assign those attorneys and professionals
employed by the firm who are best suited to appropriately respond to such requests in
connection with the issuance of bonds and with ongoing compliance of any/all trust
indentures. The firm will provide any such services as Bond Counsel, unless otherwise
instructed by TDHCA.

B. TERMS OF AGREEMENT

Subject to the approval of bond counsel by the governing board of the TDHCA, and
negotiation of an acceptable contract by TDHCA and such outside counsel, TDHCA
will execute an agreement with bond counsel for at least a one year term with optional
extensions as required based on performance and on such other terms and conditions as
may be acceptable to the parties subject to required approval of the Attorney General of
Texas. Any such agreement shall provide that TDHCA will retain the right to terminate
the contract for any réason and at any time upon the payment of fees and expenses then
due and payable.

III. RFP INSTRUCTIONS

A. PROPOSAL FORM AND FORMAT

Four (4) copies of the proposal are requested and should be sent by registered mail or
delivered in person to the attention of Mr. Kevin Hamby, General Counsel, Texas
Department of Housing and Community Affairs, 507 Sabine St., Suite 900, Austin,
Texas 78701, no later than the deadline for submission of proposals specified below.
The proposals must include each question or request for information, as specified
herein, followed by the narrative answer in the standard format for interrogatories,
limited to one side of a single 8 1/2” x 11” page. Supplemental information (such as
firm brochure, annual reports or background material), if any, must be restricted to
Appendices following the responses. The pages of the proposal should be numbered
sequentially with the name of the firm on each page.- The proposal should be submitted
in a loose-leaf binder.
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IV‘

B.

DEADLINE FOR SUBMISSION
The deadline for submission in response to the Request for Proposals is 4:00 p.m.,

_iéi’.‘.%;%g&?#“

Ceniral Daylight Saving Time, on {DA Bl No proposal will be accepted after the
deadline.

GENERAL INFORMATION

TDHCA reserves the right to accept or reject any (or all) proposals submitted. The
information contained in this proposal request is intended to serve only as a general
description of the services desired by TDHCA, and TDHCA intends to use responses as
a basis for further negotiation of specific project details with offerors. This request
does not commit TDHCA to pay for any costs incurred prior to the execution of a
contract and is subject to availability of funds. Issuance of this request for proposal in
no way obligates TDHCA to award a contract or to pay any costs incurred in the
preparation of a response. '

RELEASE OF INFORMATION

Information submitted relative to this request for proposals shall not be released by
TDHCA during the proposed evaluation process or prior to contract award. All
information submitted to and retained by TDHCA becomes subject to disclosure under
the Texas Public Information Act, unless an exception under such Act is applicable.

PROPRIETARY INFORMATION

If a firm does not desire proprietary information in the proposal to be disclosed under
the Texas Public Information Act or otherwise, it is required to clearly identify (and
segregate, if possible) all proprietary information in the proposal, which identification
shall be submitted concurrently with the proposal. If such information is requested
under the Texas Public Information Act, the firm will be notified and given an
opportunity to present its position to the Attorney General of Texas, who shall make the
statutory determination. If the firm fails to clearly identify proprietary information, it
agrees, by the submission of a proposal, that those sections shall be deemed non-
proprietary and made available upon public request after the contract is awarded.

REQUESTED INFORMATION

Respondent must:

A.

B.

Provide a general description of your law firm, including historical background, number
and location of firm offices, number of attorneys and major areas of practice;

Provide a general description of your firm’s practice in the field of public finance,
including the size and scope of the practice, the number of attorneys active in the
practice and other resources of the firm relevant to the practice;

Provide a complete list of bond issues for which the firm has acted as Bond Counsel
during the past five years; indicate, for each of the five years, the number and aggregate
dollar amount of bond issues for which the firm acted as Bond Counsel.
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D. Indicate subtotals for each of the following categories; state general obligation bonds,
local general obligation bonds, state revenue bonds, and local revenue bonds; provide a
description of the firm’s practice in the field of housing finance, the number of
attorneys active in the practice and other resources of the firm relevant to the practice;
provide a listing of each single-family and multi-family housing bond issue handled by
the firm as Bond Counsel during the past ten years. For each bond issue, indicate the
name of the issuer, the size of the bond issue and provide a capsule description of the
type of transaction (e.g., nature of credit enhancement, tender option provisions or other
unusual features); describe five innovative finance transactions in which the firm played
a significant role, including at least three housing transactions; identify the individuals
who will be assigned to the TDHCA account if the firm is selected as Bond Counsel.

E. Provide information regarding the background and experience of each individual, in
particular their housing finance experience, if any, and designate the percentage of work
for which each individual will be responsible; provide five public finance client
references, preferably including at least two state agency clients; describe in detail the
services that the firm normally provides as Bond Counsel for a transaction and other
matters not directly related to bond transactions in which the firm anticipates its
services may be necessary.

F, Explain the reasons why and the extent to which additional involvement may be
necessary; discuss briefly the firm’s views as to the major problems to be faced by the
TDHCA during the next three years; and discuss the role of Bond Counsel in helping to
find solutions to those problems.

G. Compensation. As required by the outside counsel contract provided by the Office of
the Attorncy General of Texas, your firm’s proposed method of charging for legal
services shall be submitted to the Agency on a monthly basis and shall provide a
detailed accounting of the time charged and the respective charge for each increment of
time and contain detail of specific expenses allowed by the Attorney General of Texas
and set by the State of Texas Comptroller of Public Accounts. All proposals must
include a statement that they are valid for the duration of the contract.

REVIEW,

A. TIn accordance with law, TDHCA will make its selection based upon its perception of
the need for Bond Counsel, the demonstrated competence, experience, knowledge, and
qualifications, on the reasonableness of the proposed fee for the services to be
performed. By this Request for Proposals, however, TDHCA has not committed itself
to employ Bond Counsel for any or all of the above-described matters, nor does the
suggested scope of services or term of agreement require that Bond Counsel be
employed for any of those purposes. TDHCA reserves the right to make those
decisions after receipt of responses, and TDHCA’s decision on these maiters is final.

B. TDHCA reserves the right to negotiate all elements which comprise the proposal of the
firm(s) to ensure that the best possible consideration be afforded to all concerned.
TDHCA reserves the right to reject any and all proposals and to resolicit in such an
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event. TDHCA permits proposals utilizing joint ventures of any two or more firms, if
appropriate.

C. Conflict of Interest. TDHCA will not contract with any firm in which the provisions of
conflict of interest, as set out in the 2003 Outside Counsel Contract provided by the
Attorney General of Texas, are not met, as follows:

8.12 CONFLICT OF INTEREST. If the legal services to be performed by an
attorney pursuant to this Agreement involve representation of the Agency in a
contested matter, the Outside Counsel represents that Outside Counsel, and such
attorney, does not, and shall not during the term hereof, represent a plaintiff in a
proceeding seeking monetary damages from the State of Texas or any of its
agencies.  Outside Counsel shall conduct a conflicts analysis on any
subcontractor and disclose any, actual or potential conflict to the Agency and the
Attorney General. For these purposes, “proceedings seeking money damages”
do not include actions for tax refunds or reimbursement of costs of litigation and
attorneys’ fees.

VI. ADDITIONAL INFORMATION,
For additional information concerning the requirements of this request for proposals, please
contact Mr. Kevin Hamby, General Counsel, at (512) 475-3948. Communication with any
member of the Board of Directors, the Executive Director, or TDHCA staff other than Mr,

Hamby, or his assistant, concerning any matter relating to this request for proposals is
grounds for immediate disqualification.

Issued in Austin, Texas on June 8, 2007

Michael Gerber

Michael Gerber, Executive Director
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LEGAL SERVICES DIVISION

BOARD ACTION REQUEST
June 14, 2007

Action Item

Presentation, Discussion and Possible Action of Request for Proposals for Bond Disclosure
Securities Counsel.

Requested Action

Approve for publication in the Texas Register a notice for Bond Disclosure Securities Counsel
proposals.

Background and Recommendations

State law requires that professional contracts be bid to provide the state with the best value of
representation. The law allows for a one year agreement, plus a one year extension. Current
Bond Disclosure Securities Counsel McCall Parkhurst and Horton, L.L.P, will reach the end of
the cutrent contract in August of 2007. The contract may not be renewed at this time. McCall
Parkhurst and Horton is eligible to submit proposals again.

Staff proposes a similar RFP to the one used two years ago. In an attempt to encourage broad
participation and multiple applicant proposals, the RFP allows flexibility in the qualifications.
The Department will create a review committee made up of the General Counsel, The Dircctor of
Multi Family Production and the Director of Bond Finance and others appointed by the
Executive Director to review and rank proposals prior to submitting for award by the Board.

The Office of the Attorney General will need to approve the final selection of outside bond

counsel.

Staff Recommendation: Staff recommends that the Board approve the RFP for
Bond Disclosure Securities Counsel for publication in the
Texas Register.
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I-

REQUEST FOR PROPOSALS
FOR
BOND/SECURITIES DISCLOSURE COUNSEL

BACKGROUND ON THE TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS

A, PURPOSE

The Texas Department of Housing and Community Affairs (“TDHCA”), is a public and
official governmental agency of the state, pursuant to Chapter 2306, Texas Government
Code (the “Act”). One purpose of TDHCA is to provide for the housing needs of
individuals and families of low, very low and extremely low income and families of
moderate income. Pursuant to the Act, TDHCA may issue bonds, notes or other
obligations to finance or refinance residential housing and multi-family developments
and to refund bonds previously issued by Texas Housing Agency, TDHCA, or certain
other quasi-governmental issuers. The Act specifically provides that the revenue bonds
of the Agency become revenue bonds of TDHCA.

. ORGANIZATION

TDHCA is governed by an executive director employed by a seven-member board. The
members of the board are appointed by the Governor upon the advice and consent of the
Texas Senate for staggered six-year terms, with the terms of two or three members
expiring on January 31 of each odd-numbered year. The board is responsible for
authorizing the allocation of bonds by TDHCA and all other acts in connection
therewith specified in the Act. The executive director is responsible for the overall
administration of TDHCA and its programs and for employing its staff.

. BOND PROGRAMS,

Single Family Housing Bond Progrgm. TDHCA has established a Single Family
Mortgage Revenue Bond Program pursuant to the Act for the purpose of assisting in
financing the costs of acquisition of residences within the State of Texas by eligible
borrowers. The program offers interest rates below conventional market rates through
the sale of tax-exempt mortgage revenue bonds, The guidelines adopted by TDHCA
from time to time in connection with the program establish the eligibility of lenders to
participate in the program, time limitations with respect to commitments for and
originations of mortgage loans, the types of mortgage loans eligible for purchase by the
servicer, the eligibility of mortgagors, the requirements for dwellings which secure
mortgage loans, the fees which a mortgage lender may charge to originate a mortgage
loan, the fees which a lending institution may charge for serv1cmg a mortgage loan, as
well as other aspects of the program.
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Multi-Family Bond Program. The Multi-Family Bond Program finances below market
loans to non-profit and for-profit developers of apartment projects serving moderate
income persons and families that agree to set aside at least 20% of a project’s unit for
rental to very low and low income persons and families. In addition, at least 5% must be
rented to persons with special needs. TDHCA funds the loans through the sale of tax-
exempt and taxable mortgage revenue bonds.

II. SCOPE OF SERVICES.

A. NATURE OF SERVICES REQUIRED.

TDHCA anticipates the need for legal services in connection with the issuance of bonds
at any time and from time to time during the term of the contract at the request of
TDHCA. Bond/Securities Disclosure Counsel is expected to assign those attorneys and
professionals employed by the firm who are best suited to appropriately respond to such
requests in connection with the issuance of bonds and with ongoing compliance of
any/all trust indentures. The firm will provide any such services as Bond/Securities
Disclosure Counsel, which includes preparation of all Official Statements of TDHCA in
connection with bond issues being sold into the public market.

B. TERMS OF AGREEMENT

Subject to the approval of Bond/Securities Disclosure Counsel by the governing board
of the TDHCA, and negotiation of an acceptable contract by TDHCA and such outside
counsel, TDHCA will execute an agreement with Bond/Securities Disclosure Counsel
for at least a one year term with optional extensions as required based on performance
and on such other terms and conditions as may be acceptable to the parties subject to
required approval of the Attorney General of Texas. Any such agreement shall provide
that TDHCA will retain the right to terminate the contract for any reason and at any
time upon the payment of fees and expenses then due and payable.

III. RFP INSTRUCTIONS

A. PROPOSAL FORM AND FORMAT

Four (4) copies of the proposal are requested and should be sent by registered mail or
delivered in person to the attention of Mr. Kevin Hamby, General Counsel, Texas
Department of Housing and Community Affairs, 507 Sabine St., Suvite 900, Austin,
Texas 78701, no later than the deadline for submission of proposals specified below.
The proposals must include each question or request for information, as specified
herein, followed by the narrative answer in the standard format for interrogatories,
Jlimited to one side of a single 8 1/2” x 11” page. Supplemental information (such as
firm brochure, annual reports or background material), if any, must be restricted to
Appendices following the responses. The pages of the proposal should be numbered
sequentially with the name of the firm on each page. The proposal should be submitted
in a loose-leaf binder.
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B.

DEADLINE FOR SUBMISSION

The deadline for submission in response to the Request for Proposals is 4:00 p.m,,

Central Daylight Saving Time, on | . No proposal will be accepted after the
deadline.

GENERAL INFORMATION

TDHCA reserves the right to accept or reject any (or all) proposals submitted. The
information contained in this proposal request is intended to serve only as a general
description of the services desired by TDHCA, and TDHCA intends to use responses as
a basis for further negotiation of specific project details with offerors. This request
does not commit TDHCA to pay for any costs incurred prior to the execution of a
contract and is subject to availability of funds. Issuance of this request for proposal in
no way obligates TDHCA to award a contract or to pay any costs incurred in the
preparation of a response.

RELEASE OF INFORMATION

Information submitted relative to this request for proposals shall not be released by
TDHCA during the proposed evaluation process or prior to contract award. All
information submitted to and retained by TDHCA becomes subject to disclosure under
the Texas Public Information Act, unless an exception under such Act is applicable,

PROPRIETARY INFORMATION

If a firm does not desire proprietary information in the proposal to be disclosed under
the Texas Public Information Act or otherwise, it is required to clearly identify (and
segregate, if possible) all proprietary information in the proposal, which identification
shall be submitted concurrently with the proposal. If such information is requested
under the Texas Public Information Act, the firm will be notified and given an
opportunity to present its position to the Attorney General of Texas, who shall make the
statutory determination. If the firm fails to clearly identify proprietary information, it
agrees, by the submission of a proposal, that those sections shall be deemed non-
proprietary and made available upon public request after the contract is awarded.

- 1V. REQUESTED INFORMATION

Respondent must:

A.

B.

Provide a general description of your law firm, including historical background, number
and location of firm offices, number of attorneys and major areas of practice;

Provide a general description of your firm’s practice in the field of public finance,
incfuding the size and scope of the practice, the number of attorneys active in the
practice and other resources of the firm relevant to the practice;
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C. Provide a complete list of bond issues for which the firm has acted as Bond/Securities
Disclosure Counsel during the past five years; indicate, for each of the five years, the
number and aggregate dollar amount of bond issues for which the firm acted as
Bond/Securities Disclosure Counsel.

D. Indicate subtotals for each of the following categories; state general obligation bonds,
local general obligation bonds, state revenue bonds, and local revenue bonds; provide a
description of the firm’s practice in the field of housing finance, the number of
attorneys active in the practice and other resources of the firm relevant to the practice;
provide a listing of each single-family and multi-family housing bond issue handied by
the firm as Bond/Securities Disclosure Counsel during the past ten years. For each
bond issue, indicate the name of the issuer, the size of the bond issue and provide a
capsule description of the type of transaction (e.g., nature of credit enhancement, tender
option provisions or other unusual features); describe five innovative finance
transactions in which the firm played a significant role, including at least three housing
transactions; identify the individuals who will be assigned to the TDHCA account if the
firm is selected as Bond/Securities Disclosure Counsel.

E. Provide information regarding the background and experience of each individual, in
particular their housing finance experience, if any, and designate the percentage of work
for which each individual will be responsible; provide five public finance client
references, preferably including at least two state agency clients; describe in detail the
services that the firm normally provides as Bond/Securities Disclosure Counsel for a
transaction and other matters not directly related to bond transactions in which the firm
anticipates its services may be necessary., '

F. Explain the reasons why and the extent to which additional involvement may be
necessary; discuss briefly the firm’s views as to the major problems to be faced by the
TDHCA during the next three years; and discuss the role of Bond/Securities Disclosure
Counsel in helping to find solutions to those problems.

G. Compensation. As required by the outside counsel contract provided by the Office of
the Attorney General of Texas, your firm’s proposed method of charging for legal
services shall be submitted to the Agency on a monthly basis and shall provide a
detailed accounting of the time charged and the respective charge for each increment of
time and contain detail of specific expenses allowed by the Attorney General of Texas
and set by the State of Texas Comptroller of Public Accounts. All proposals must
include a statement that they are valid for the duration of the contract.

REVIEW.

A. In accordance with law, TDHCA will make its selection based upon its perception of
the need for Bond/Securities Disclosure Counsel, the demonstrated competence,
experience, knowledge, and qualifications, on the reasonableness of the proposed fee
for the services to be performed. By this Request for Proposals, however, TDHCA has
not committed itself to employ Bond/Securities Disclosure Counsel for any or all of the
above-described matters, nor does the suggested scope of services or term of agreement
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VI

require that Bond/Securities Disclosure Counsel be employed for any of those purposes.
TDHCA reserves the right to make those decisions after receipt of responses, and
TDHCA’s decision on these matters is final. '

B. TDHCA reserves the right to negotiate all elements which comprise the proposal of the

firm(s) to ensure that the best possible consideration be afforded to all concerned.
TDHCA reserves the right to reject any and all proposals and to resolicit in such an
event, TDHCA permits proposals utilizing joint ventures of any two or more firms, if
appropriate.

C. Conflict_of Interest. TDHCA will not contract with any firm in which the provisions of

conflict of interest, as set out in the 2003 Qutside Counsel Contract provided by the
Attorney General of Texas, are not met, as follows:

8.12 CONFL ICT OF INTEREST. If the legal services to be performed by an
attorney pursuant to this Agreement involve representation of the Agency in a
contested matter, the Outside Counsel represents that Outside Counsel, and such
attorney, does not, and shall not during the term hereof, represent a plaintiff in a
proceeding seeking monetary damages from the State of Texas or any of its
agencies.  Outside Counsel shall conduct a conflicts analysis on any
subcontractor and disclose any, actual or potential conflict to the Agency and the
Attorney General. For these purposes, “proceedings seeking money damages”
do not include actions for tax refunds or reimbursement of costs of litigation and
attorneys’ fees.

ADDITIONAL INFORMATION.

For additional information concerning the requirements of this request for proposals,
please contact Mr. Kevin Hamby, General Counsel, at (512) 475-3948. Communication
with any member of the Board of Directors, the Executive Director, or TDHCA staff

other than Mr. Hamby, or his assistant, concerning any matter relating to this request for
proposals is grounds for immediate disqualification.

Issued in Austin, Texas on June 8, 2007

Michael Gerber

Michael Gerber, Executive Director
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MULTIFAMILY FINANCE PRODUCTION DIVISION

BOARD ACTION REQUEST
June 14, 2007

Action Item
Housing Tax Credit Amendments.

Requested Action

Approve, amend or deny the requests for amendments.

Background and Recommendations

§2306.6712, Texas Government Code, indicates that the Board should determine the disposition of a
requested amendment if the amendment is a “material alteration,” would materially alter the development
in a negative manner or would have adversely affected the selection of the application in the application
round. The statute identifies certain changes as material alterations and the requests presented below
include material alterations.

The requests and pertinent facts about the affected developments are summarized below. The
recommendation of staff is included at the end of each write-up.

Limitations on the Approval of Amendment Requests

The approval of a request to amend an application does not exempt a development from the requirements
of Section 504 of the Rehabilitation Act of 1973, fair housing laws, local and state building codes or other
statutory requirements that are not within the Board’s purview. Notwithstanding information that the
Department may provide as assistance, the development owner retains the ultimate responsibility for
determining and implementing the courses of action that will satisfy applicable regulations.

Penalties for Amendment Requests
§49.9(c), 2007 Qualified Allocation Plan and Rules, entitled, “Adherence to Obligations,” states in part:

Effective December 1, 2006, if a Development Owner does not produce the Development as
represented in the Application and in any amendments approved by the Department subsequent
to the Application, or does not provide the necessary evidence for any points received by the
required deadline:

(1) the Development Owner must provide a plan to the Department, for approval and
subsequent implementation, that incorporates additional amenities to compensate for the non-
conforming components; and

(2) the Board will opt either to terminate the Application and rescind the Commitment Notice,
Determination Notice or Carryover Allocation Agreement as applicable or the Department must:

(A) reduce the score for Applications for tax credits that are submitted by an Applicant or
Affiliate related to the Development Owner of the non-conforming Development by ten points
for the two Application Rounds concurrent to, or following, the date that the non-conforming
aspect, or lack of financing, was identified by the Department; and

(B) prohibit eligibility to apply for tax credits for a Tax-Exempt Bond Development that
are submitted by an Applicant or Affiliate related to the Development Owner of the non-
conforming Development for 12 months from the date that the non-conforming aspect, or lack of
financing, was identified by the Department.



HTC No. Cvypresswood Crossing, 07093 (forward commitment to HTC No. 060105)

Summary of Request: The owner requests approval to change the site plan. The development site will
include the same amount of acreage as originally proposed from the same site as the site for which site
control was established in the pre-application and application. The new site location is set back from State
Highway 87 approximately the length of the proposed driveway, approximately 445 feet. The original
development site was much nearer the highway, only requiring a driveway of about 100 feet. The new site
plan has the same number of buildings but the buildings are more widely distributed over the land.

Governing Law: §2306.6712, Texas Government Code. The code states that the Board must
approve material alterations of a development, including a significant
modification of the site plan and any other modification that is considered
significant by the board.

Owner: Cypresswood Crossing, L.P.
General Partner: Cypresswood Crossing GP, LLC
Developers: Itex Developers, LLC
Principals/Interested Parties: Ike Akbari, Chris Akbari
Syndicator: MMA Financial

Construction Lender: MMA Financial

Permanent Lender: MMA Financial

Other Funding: City of Orange

City/County: Orange/Orange

Set-Aside: General

Type of Area: Rural

Type of Development: New Construction

Population Served: General Population

Units: 76 HTC units

2007 Allocation: $636,962

Allocation per HTC Unit:  $8,381

Prior Board Actions: 7/06 — Approved forward commitment of 2007 funding

Underwriting Reevaluation:

Staff Recommendation:  Staff recommends approving the request. The changes would not
significantly impact the development in a negative manner and would
not have adversely affected the selection of the application.

Penalty Assessment: No penalty assessment is recommended because the amendment is
requested in advance of the changes being instituted.



TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS

Memorandum
To: Ben Sheppard, Multifamily Finance Production
From:. Raquel Morales, Real Estate Analysis
cc: File
[5ate: May 23, 2007
Re: Amendment Request for Cypreswood Crossing, TDHCA #07093

I have reviewed the Partnership’s request to amend the original tax credit application for the
above referenced property with respect to the site plan. Specifically, the site plan has changed
from that approved at application to allow for a layout that is more spacious to the tenants and
provides improved traffic flow and a safer intersection with Highway 87, which provides
access to the subject development. According to the information submitted, the size of the site
on which this development is being built (8 acres out of a 17.021 acre tract), the number of
residential buildings, the total net rentable square footage and overall development costs
remain unchanged by the proposed change. :

Based on the information provided by the Partnership, it does not appear at this time that a
change to the recommended credit amount is warranted. Upon receipt of the development’s
final Cost Certification documentation a final analysis and credit recommendation will be
determined. '

221 EAST 11™ = P.O. BOX 13941 = AUSTIN, TEXAS 78711-3941 = (800) 525-0657 = (512) 475-3800



COATS | ROSE

ANTOINETTE M. JACKSON tiackson@coatsrose.com
i Direct Dial
(713) 653-7392
Direct Fax
(713) 890-3928

May 4 2007

By Federal Express and Electronic Transmittal

M. Ben Sheppard T T
Texas Department of Housing ' R
And Community Affairs WAY 67 ReCD
221 East. 11th Street LYty
<X f L9

Austin, Texas 78701-2410

CA # 07093 —Forward Commitmdnt);
ressw ' LPe
9% Low Income Housing Tax Credit Application.

Dear Ben;

This is a request of behalf of Cypresswood Crossing, LP (“Development Owner”) to
amend the 2006 9% Low Income Housing Tax Credit Application for Cypresswood Crossing
(the “Development”) to include a revised site plan. We enclose a check for the $2,500.00
amendment fee and a 2007 Multifamily Rental Housing Document and Payment Receipt. Please
file stamp and initial the Receipt in your customary manner and fax it to 713-890-3928. _

The original site plan included in the Application is attached to this letter as Exhibit “A”.
The site is 8.00 acres out of a 17.021 acre tract and the plan includes 8 residential buildings and
one community building. The primary reason for the proposed changes to the site plan is the
acute angle of the driveway’s intersection with Highway 87, as shown on Exhibit “A” and to
provide a layout that is more beneficial to the tenants.

- The proposed substitute site plan is attached as Exhibit “B”. This plan also includes 8.00
acres out of the same 17.021 acre tract, but the southern boundary line has been adjusted to
permit a safer 90 degree angle of intersection with Highway 87, as shown in Exhibit “C”. The

COATS |ROSE | YALE |RYMAN | LEE

A Professional Corporation

3 East Greetvway Plaza, Suite 2000 Houston, Texas 77046-0307
Phone: 713-651-0111  Fax: 713-651-0220

Web: www.coatsrose.com

956968.1



Mt. Ben Sheppard
April 25, 2007
Page 2

modification to the site plan has the added advantage of permitting a more disbursed

arrangement of the § residential buildings, so that the residences have better views of green
space, as opposed to views of other buildings. The total green space has been increased as the

result of the reduction in parking spaces shown on the site plan from 2.6 spaces per unit to 2.2

spaces per upit. This reduction in parking spaces resolves a discrepancy between the original site

plan which shows 198 spaces and the information provided in Volume 3, Tab 1(B)

Specifications and Amenities, which specified 166 uncovered parking spaces. The 166 units

amply meets the municipal zoning requirements which are 2 spaces per unit.. The Development

Owner has also taken the opportunity to move the playground area farther away from the

driveway to enhance children’s safety. '

You will further note that the change in this layout: (1) does not change the overall costs
of the development; (2) does not change the net rentable area; and (3} keeps the same common
spaces as set forth in the application.

We hope that the Department will agree that the revised site plan offers a more spacious
design with improved traffic flow and a safer intersection with Highway 87 and will approve this
amendment request. If you have any questions, or if there are any issues concerning this Request
to Amend on Cypresswood Crossing, please do not hesitate to call me at 713-653-7392.

This request for an amendment is being submitted prior to construction loan closing and
commencement of construction. Accordingly, we believe that there should be no- penalty for the
amendment under Section 49.9(c) of the 2007 QAP. -

If this amqndment request requires a vote by the TDHCA Board, we ask that it be
addressed at the June 14™ Board Meeting, so that construction can commence ‘as soon as
possibie.

Very truly yours,

Antoinette M. Jackson

Enclosures - $2,500.00 check with Document and Payment Receipt

ce: lke Akbari -
Chris Akbari -

956968.1



Housing Tax Credit Program
Board Action Request

June 14, 2007

Action Item

Request review and board determination of one (1) four percent (4%) tax credit application with another issuer for a tax exempt bond transaction.

Recommendation

Staff is recommending that the board review and approve the issuance of one (1) four percent (4%) Tax Credit Determination Notices with another
issuer for the tax exempt bond transaction known as:

Development Name Location Issuer Total LI Total Applicant | Requested | Recommended
No. Units | Units | Development | Proposed Credit Credit
Tax Exempt | Allocation Allocation
Bond
Amount
07414 Costa Angleton Southeast Texas 176 176 $19,442,264 $10,716,000 $765,671 $765,671

Clemente

HFC




MULTIFAMILY FINANCE PRODUCTION DIVISION
BOARD ACTION REQUEST

June 14, 2007

Action Item

Presentation, Discussion and Possible Issuance of Determination Notices for Housing Tax Credits
associated with Mortgage Revenue Bond Transactions with other Issuers.

Requested Action

Approve, Amend or Deny the staff recommendation for Costa Clemente, #07414.

Summary of the Transaction

Background and General Information: The application was received on February 27, 2007. The Issuer
for this transaction is Southeast Texas HFC with a reservation of allocation that expires on July 14, 2007.
The proposed development will be new construction and will consist of 176 total units targeting general
population, with all units affordable. The proposed development will be located in Angleton, Brazoria
County. The site is currently zoned for this type of development.

Organizational Structure and Compliance: The Borrower is Costa Clemente III, Ltd. and the General
Partner is Costa Clemente III GP, LLC which is comprised of Northside Redevelopment Center with
100% ownership interest. The Compliance Status Summary completed on May 25, 2007 reveals that the
principals of the general partner have a total of ten (10) properties that have been monitored with no
material non-compliance. The bond priority for this transaction is:

Xl Priority 3: Any qualified residential development.

Census Demographics: The development is to be located at approximately the 1100 block of W.
Highway 35 and Highway 288 in Angleton. Demographics for the census tract (6625) include AMFI of
$60,132; the total population is 2,152; the percent of population that is minority is 42.10%; the percent of
population that is below the poverty line is 11.67%; the number of owner occupied units is 580; the
number of renter units is 80 and the number of vacant units is 47. The percentage of population that is
minority for the entire City of Angleton is 37% (Census information from FFIEC Geocoding for 2006).

Public Comment: The Department has received one letter of support for the development from Mayor J.
Patrick Henry with the City of Angleton and no letters of opposition.

Recommendation

Staff recommends the Board approve the issuance of a Determination Notice of $765,671 in Housing Tax
Credits for Costa Clemente.

Page 1 of 1
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MULTIFAMILY FINANCE PRODUCTION DIVISION
June 14, 2007
Development Information, Public Input and Board Summary

Costa Clemente, TDHCA Number 07414

BASIC DEVELOPMENT INFORMATION

Site Address: Approx. 1100 Block of W. Hwy 35 and Hwy 288 Development #: 07414
City: Angleton Region: 6 Population Served: Family/ General
County: Brazoria Zip Code: 77515 Allocation: Rural

HOME Set Asides: Ll cHDO L preservation L General Purpose/Activity: NC

Bond Issuer: Southeast Texas HFC

HTC Purpose/Activity: NC=New Construction, ACQ=Acquisition, R=Rehabilitation, NC/ACQ=New Construction and Acquisition,
NC/R=New Construction and Rehabilitation, ACQ/R=Acquisition and Rehabilitation

OWNER AND DEVELOPMENT TEAM

Owner: Costa Clemente I, Ltd.

Owner Contact and Phone Vincent A. Marquez (713) 228-3778
Developer: Northside Redevelopment Center

Housing General Contractor: NRP Contractors LLC

Architect: Alamo Architect

Market Analyst: Apartment Market Data Research Services, LLC
Syndicator: CharterMac Capital

Supportive Services: Northside Redevelopment Center

Consultant: Not Utilized

UNIT/BUILDING INFORMATION

30% 40% 50% 60% Eff 1BR 2BR 3BR 4BR 5BR Total Restricted Units: 176
0 0 0 176 O 8 96 64 8 0 Market Rate Units: 0
Type of Building: 4 units or more per building Owner/Employee Units: 0
] Duplex [ | Detached Residence Total Development Units: 176
] Triplex [} Single Room Occupancy Total Development Cost: $19,442,264
] Fourplex [ ] Transitional Number of Residential Buildings: 15
L] Townhome HOME High Total Units: 0

HOME Low Total Units:

Note: If Development Cost =$0, an Underwriting Report has not been completed.

0

FUNDING INFORMATION

Applicant Department

Request Analysis Amort  Term Rate
4% Housing Tax Credits with Bonds: $765,671 $765,671 0 0 0%
TDHCA Bond Allocation Amount: $0 $0 0 0 0%
HOME Activity Fund Amount: $0 $0 0 0 0%
HOME CHDO Operating Grant Amount: $0 $0

6/6/2007 10:32 AM
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MULTIFAMILY FINANCE PRODUCTION DIVISION
June 14, 2007
Development Information, Public Input and Board Summary

Costa Clemente, TDHCA Number 07414

PUBLIC COMMENT SUMMARY

Guide: "O" = Oppose, "S" = Support, "N" = Neutral, "NC" or Blank = No comment

State/Federal Officials with Jurisdiction:

TX Senator: Jackson, District 11 NC US Representative: Paul, District 14, NC
TX Representative: Bonnen, District 25 NC US Senator: NC

Local Officials and Other Public Officials:

Mayor/Judge: J. Patrick Henry, Mayor, City of Angleton - Resolution of Support from Local Government [ ]
S

Patti Worfe, Economic Development Director, City of
Angleton - [1The Development is consistent with the local
Comprehensive Plan.

Individuals/Businesses: In Support: 0 In Opposition 0
Neighborhood Input:

General Summary of Comment:

The Department has received one letter of support from Mayor J. Patrick Henry, City of Angleton and no letters of
opposition.

CONDITIONS OF COMMITMENT

Per §49.12(c) of the Qualified Allocation Plan and Rules, all Tax Exempt Bond Development Applications “must provide an executed agreement
with a qualified service provider for the provision of special supportive services that would otherwise not be available for the tenants. The provision
of such services will be included in the Declaration of Land Use Restrictive Covenants (‘LURA”).”

Receipt, review, and acceptance prior to cost certification of a final utility report from Diamond Property Consultants and documentation from the
utility providers indicating that the utility allowances provided by Diamond Property Consultants were reviewed by the provider and apply to the
proposed development. Tenants will be required to pay electric, natural gas, water, and sewer costs.

Receipt, review and acceptance prior to closing of revised four-bedroom, two-story unit floor plans that comply with Section 504 of the
Rehabilitation Act of 1973 including, at a minimum, one unit having at least two ground floor bedrooms.

Receipt, review, and acceptance prior to cost certification of evidence that all Phase | ESA recommendations have been carried out including, but
not limited to, proper disposal of oil drums and above ground storage tanks and a survey for asbestos containing materials if existing structures will
be demolished.

Should the terms and rates of the proposed debt or syndication change, the transaction should be re-evaluated and an adjustment to the
credit/allocation amount may be warranted.

6/6/2007 10:32 AM
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MULTIFAMILY FINANCE PRODUCTION DIVISION
June 14, 2007
Development Information, Public Input and Board Summary

Costa Clemente, TDHCA Number 07414

RECOMMENDATION BY THE EXECUTIVE AWARD AND REVIEW ADVISORY COMMITTEE IS BASED ON:

4% Housing Tax Credits: Credit Amount: $765,671

Recommendation: Recommend approval of a Housing Tax Credit Allocation not to exceed $765,671 annually for ten years, subject to
conditions.

TDHCA Bond Issuance: Bond Amount: $0

Recommendation:

HOME Activity Funds: Loan Amount: $0

HOME CHDO Operating Expense Grant: Grant Amount: $0

Recommendation:

6/6/2007 10:32 AM




TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS
Real Estate Analysis Division
Underwriting Report

REPORT DATE: 06/03/07 PROGRAM: 4% HTC FILE NUMBER: 07414

DEVELOPMENT

Costa Clemente

Location:  Approximately 1100 Block of W. Hwy 35 and Hwy 288 Region: 6
City: Angleton County: Brazoria Zip: 77515 |:| QCT DDA
Key Attributes: Multifamily, Family, New Construction, Rural

ALLOCATION

REQUEST RECOMMENDATION

TDHCA Program Amount Interest |Amort/Term| Amount Interest |JAmort/Term
Housing Tax Credit (Annual) $765,671 $765,671

CONDITIONS

1 Receipt, review and acceptance prior to cost certification of a final utility report from Diamond
Property Consultants and documentation from the utility providers indicating that the utility allowances
provided by Diamond Property Consultants were reviewed by the provider and apply to the proposed
development is a condition of this report. Tenants will be required to pay electric, natural gas, water,
and sewer costs.

2 Receipt, review and acceptance prior to closing of revised four-bedroom, two-story unit floor plans that
comply with Section 504 of the Rehabilitation Act of 1973 including, at a minimum, one unit having at
least two ground floor bedrooms.

Receipt, review, and acceptance prior to cost certification of evidence that all Phase | ESA
recommendations have been carried out including, but not limited to proper disposal of oil drums and
above ground storage tanks and a survey for asbestos containing materials if existing structures will be
demolished is a condition of this report.

4 Should the terms and rates of the proposed debt or syndication change, the transaction should be re-
evaluated and an adjustment to the credit/allocation amount may be warranted.

SALIENT ISSUES

TDHCA SET-ASIDES for LURA

Income Limit Rent Limit Number of Units
60% of AMI 60% of AMI 176
PROS CONS
i The proposed transaction serves an area i The high level of anticipated deferred
currently identified as a rural area with a tax- developer fee can not be repaid within 10 years
exempt bond structure. but can be projected to be repaid in 15 years.
10f10
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PROS continued

CONS continued

i The Developer has extensive experience with
the Department and the multifamily tax credit

i The anticipated utility allowances have not
been finalized and any increase would further

program erode the achievable level of tax-exempt bonds
and increase the already high level of deferred
developer fee.
i The capture rate of 36% is higher than typical for
a Tax-Exempt Bond transaction but is
acceptable for a development serving a rural
area.
PREVIOUS UNDERWRITING REPORTS
None.
DEVELOPMENT TEAM
OWNERSHIP STRUCTURE
FROJECT PARTNERSHIP
Costa Clemente T Lid.
T e e
LIMITED PARTNER |
Prospective Equity Provider SPECIAL LIMITED PARTNER GENERAL PARTNER 1
THD: MEE Coste Cleméme L, LLC 1 Cots Clemenig 1 GE, LLC |
| S SRR An Ohio Timited Tésbibity Compamy l EBTTEL [
a1 A Texas FIC
— — m———— i
]
J
i
Sole Member
Narthside Redeveloprment Center
T Dawvid Flelisr 33%%
T. Richad Bailey, Jr. 38%
Alan F Scom 33%
blanagieg Memkiss
= Board l-;[ﬂn'ber
Eodrigo Gonzaber
Tokvr Garzm.
| Duewint T M Afes
Wincent Marqusz-Executive DMrecoe
Crimen Ota
i
CONTACT
Contact: Vincent Marquez Phone: (713) 228-3778 Fax: (713) 228-3988
Email: cruzmrn@yahoo.com
KEY PARTICIPANTS
Name Net Assets Liquidity? # of Complete Developments
Northside Redevelopment £ $2,991,804 $94,786
NRP Holdings, LLC $36,136,449 $163,962
J. David Heller CONFIDENTIAL
Ted Bailey Jr. CONFIDENTIAL
Alan Scott CONFIDENTIAL
1 Liquidity = Current Assets - Current Liabilities
20f 10
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IDENTITIES of INTEREST

d The Applicant, Developer, General Contractor, property manager, and supportive services provider are
related entities. These are common relationships for HTC-funded developments.

PROPOSED SITE

SITE PLAN

SCREEMED TRASH
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e &
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BUILDING CONFIGURATION
Building Type A B C D Total
Floors/Stories 2 2 2 2 Buildings
Number 8 4 2 1 15
BR/BA SF Units Total Units | Total SF
1/1 722 8 8 5,776
2/2 930 8 32 29,760
2/2 936 8 64 59,904
3/2 1,240 8 64 79,360
4/2 1,561 4 8 12,488
Units per Building 16 8 4 8 176 187,288

Comments:

The 2007 QAP requires compliance with Section 504 of the Rehabilitation Act of 1973. New construction
developments proposing 2 story units must also comply with this requirement. New Construction 24 CFR
8.22 (a) and (b) of Section 504 states, "A minimum of 5 percent or at least one unit (whichever is greater)
in a housing project is required for mobility-impaired persons. An additional minimum of 2 percent or at
least one unit (whichever is greater) is required for people with hearing or vision impairments. In

circumstances where greater need is shown, HUD may prescribe higher percentages than those listed
above."

30f 10
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Thus, two-story units offering two or more bedrooms must have at least two ground floor bedrooms. In
order to meet the 504 requirements in this development the Subject is required to provide at least one
two-story, four-bedroom unit with two ground floor bedrooms.

Correspondence with the Applicant verifies that the Architect is in the process of revising the 4 bedroom
unit floor plans in order to meet 504 requirements. Receipt, review and acceptance by closing of
revised four-bedroom, two-story unit floor plans that comply with Section 504 of the Rehabilitation Act of
1973 including, at a minimum, one unit having at least two ground floor bedrooms is a condition of this
report.

SITE ISSUES
Total Size: 15 acres Scattered site? Yes No
Flood Zone: Zone X Within 100-yr floodplain? Yes No
Zoning: C-2 Commercial Needs to be re-zoned? Yes No |:| N/A

TDHCA SITE INSPECTION

Inspector: Manufactured Housing Staff Date:  4/25/2007

Overall Assessment:

|:| Excellent Acceptable |:| Questionable |:| Poor |:| Unacceptable
Surrounding Uses:

North:  Highway 35 & Residential uses

South: Vacant/undeveloped land

East: Vacant/undeveloped land & Angleton Middle School

West: Vacant/undeveloped land & Highway 288

HIGHLIGHTS of ENVIRONMENTAL REPORTS

Provider: Raba Kistner Consultants, Inc. Date: 1/24/2007

Recognized Environmental Concerns (RECs) and Other Concerns:

d The Site was observed partially improved along the northern portion with two residential dwellings and a
metal storage barn, formerly utilized as an aircraft hangar. R-K observed a centrally located former sod
runway traversing from north to south with the remainder of the property consisting of vacant
undeveloped farm land. (p.22)

R-K observed two empty 500 gallon above ground storage tanks on the SITE. R-K observed no evidence
of releases, stained soil, or stressed vegetation in proximity to these tanks. Three 50-gallon drums were
observed within the former aircraft hangar. It appears as though waste oil or other petroleum product is
stored within these drums. The drums appeared in good condition with no evidence of releases.
However, R-K observed hydrocarbon stained concrete within the hangar. The concrete appeared void
of any fractures that would possibly allow infiltration of any hydrocarbons into underlying soils. (p.22)

Comments:
Based on the information as presented herein, no further environmental assessment is deemed
warranted for the SITE at this time. However, R-K recommends the following:
Prior to or during SITE development activities, the waste oil drums and above-ground storage tanks
should be disposed of at a facility permitted to receive such waste.

In accordance with the US EPA National Emissions Standards for and Hazardous Air Pollutants (NESHAP),
as described in Title 40, Part 61, currently regulated in the State of Texas by the TDSHS; if the intent is to
demolish structures for commercial development, a survey for asbestos containing building materials is
required prior to any such activity along with submittal of the Demolition/Renovation Notification Form
to the TDSHS at least ten working days prior to any such activity. (p.23)

4 of 10
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Receipt, review, and acceptance of evidence that all Phase | ESA recommendations have been
carried out including, but not limited to proper disposal of oil drums and above ground storage tanks
and a survey for asbestos containing materials if existing structures will be demolished is a condition of
this report.

MARKET HIGHLIGHTS

Provider:  Apartment MarketData Date: 1/15/2007
Contact: Darrell Jack Phone: (210) 530-0040 Fax: (210) 340-5830
Number of Revisions: 1 Date of Last Applicant Revision: 5/16/2007

Primary Market Area (PMA): 495.43 square miles ~ 12.60 mile radius

For this analysis, we utilized a "primary market area" encompassing 120.82 square miles. The boundaries
of the Primary Market Area are as follows: North - FM 1462; East - FM 2917 & FM 2004; South - Brazoria
Road; and West - State Highway 36. (p.3) The Underwriter mapped the primary market area and
determined it to be a much larger area covering 495 square miles or equivalent to a 12.6 mile radius.
This is an extraordinarily large primary market area for a tax exempt bond transaction in Texas though
not necessarily for a rural development.

Secondary Market Area (SMA):
The Market Analyst did not define a secondary market.

PROPOSED, UNDER CONSTRUCTION & UNSTABILIZED COMPARABLE DEVELOPMENTS

PMA SMA
Name Alew | 'o@ | comp Name Fle# | 1O% Comp
Units Units Units 5% Units
Lexington Square 07246 79 79
9 9 No Secondary Market
Brooks Manor Apartments (Elderly) 07252 50 0

Brooks Manor Apartments is a planned 9% HTC 50-unit development targeting seniors in the PMA.
Developments exclusively targeting seniors are not included in the inclusive capture rate calculation
of developments targeting families. Lexington Square is a planned 9% HTC 80-unit development
targeting the general population, located within the defined PMA boundaries however the subject
has priority as a tax exempt bond transaction with a reservation prior to May 1, 2007. Even when the
Underwriter includes these units in the inclusive capture rate calculation they do not yield a capture
rate that exceeds the Department's maximum for rural properties.

INCOME LIMITS
Brazoria
% AMI 1 Person 2 Persons 3 Persons 4 Persons 5 Persons 6 Persons
60 $27,360 $31,260 $35,160 $39,060 $42,180 $45,300
MARKET ANALYST'S PMA DEMAND by UNIT TYPE
Unstabilized
Unit Type I;Lgrr:::(; Dirr(:\ve\l,::j DS::I: d D(—:Tr.;\t; d Subject Units | Comparable | Capture Rate
(PMA)
1 BR/60% Rent Limit 476 9 0 484 8 11 2%
2 BR/60% Rent Limit 476 9 0 484 96 96 20%
3 BR/60% Rent Limit 476 9 0 484 68 68 14%
4 BR/60% Rent Limit 476 9 0 484 8 8 2%
50f 10
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OVERALL DEMAND
Target Household Size | Income Eligible Tenure Demand
Households
PMA DEMAND from TURNOVER
Market Analyst p. 54 16,931 98% 16,655 % 1,176 100% 1,176 65% 758
Underwriter 100% 16,930 98% 16,654 19% 3,211 23% 737 65% 476
PMA DEMAND from HOUSEHOLD GROWTH
Market Analyst p. 54 98% 105 7% 7 100% 7 100% 7
Underwriter 98% 200 19% 38 23% 9 100%
INCLUSIVE CAPTURE RATE
Unstabilized | Unstabilized Total .
) . Demand |[Inclusive Capture
Subject Units | Comparable | Comparable | Total Supply (W/25% of Rate
(PMA) (25% SMA) SMA)

Market Analyst p. 60 174 0 0 174 765 22.73%
Underwriter 176 79 0 255 484 52.66%

The Underwriter's capture rate calculation above includes the proposed but lower priority 2007 9%
transaction known as Lexington Square. Without it the Underwriter's capture rate drops to 36%, which
while higher than the normal capture rate for an urban area is acceptable as it is less than the 75%
capture rate allowed for developments in rural areas.

Primary Market Occupancy Rates:
"The current occupancy of the market area is 89.3%. However, only three projects have an occupancy
lower than 91%. These projects are older (1978-1980) and all have some degree of deterioration. Better
projects have occupancies as high as 100%." (p.10)

Absorption Projections:
"Today, the PMA is 89.3% occupied overall. Based on occupancy rates currently reported by existing
projects, we opine that the market will readily accept the subject's units. Absorption over the previous
sixteen years for all unit types has averaged 19 units per year. This low number is due to the limited
number of new units constructed within the PMA. We expect this number will increase as the number of
new households continue to grow, and as additional rental units become available." (p. 10)

RENT ANALYSIS (Tenant-Paid Net Rents)

Unit Type (% AMI) Proposed Rent I\::x?r;inr; Market Rent Und:;v;/:tlng Savl\l/rllagljrsk;ver
1BR 722SF 60% $610 $610 $645 $610 $35
1BR 722SF 60% $585 $610 $645 $610 $35
2 BR 930 SF 60% $739 $739 $850 $739 $111
2 BR 936 SF 60% $739 $739 $850 $739 $111
2 BR 936 SF 60% $699 $739 $850 $739 $111
3 BR 1,240 SF 60% $852 $852 $1,020 $852 $168
3 BR 1,240 SF 60% $793 $852 $1,020 $852 $168
4BR 1,561 SF  60% $942 $942 $1,195 $942 $253
4BR 1,561 SF  60% $851 $942 $1,195 $942 $253

Market Impact:

"The proposed project is not likely to have a dramatically detrimental effect on the balance of supply
and demand in this market." (p. 13)
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Comments:

The Department commissioned a market study for the Houston-Baytown-Sugar Land Metropolitan
Statistical Area (MSA). The Department’s market study for the entire MSA does not incorporate demand
from turnover as normally allowed in development specific market studies because in an overall study
the demand from turnover returns to all of the units in the market area. A development specific market
study identifies the demand from turnover as potential demand that can be attracted away from
existing units and to the proposed development (and any other new developments that have not yet
become fully occupied.)

The proposed development is located in the Lake Jackson/Freeport submarket within the Houston MSA.
According to the Department market study; there are -38 units of demand for one-bedroom units at the
60% income level; -48 units of demand for two-bedroom units at the 60% income level; -23 units of
demand for three-bedroom units at the 60% income level; and -7 units of demand for four-bedroom
units at the 60% income level. (p. lI-69). The Market Analyst mentions the VWB Houston Study in the
subject market study and points out the differences in conclusions that are made when the
demographic information presented in the Vogt study is utilized. Despite the differences, the Market
Analyst has met the Department's guidelines and provides sufficient information on which to base a
funding recommendation.

OPERATING PROFORMA ANALYSIS

Income: Number of Revisions: 2 Date of Last Applicant Revision: 4/19/2007

In general, the Applicant’s projected rents collected for each affordable unit were calculated by
subtracting anticipated tenant-paid utility allowance estimates as provided by Diamond Property
Consultants, from the 2007 program gross rent limits. According to the Applicant, a portion of the utility
allowances reflected in the rent schedule are based on the allowances provided by the Brazoria
County Housing Authority and the other portion is based on information provided by the third-party,
Diamond Property Consultants. However, the Applicant did not provide sufficient documentation to
substantiate that the application of the BCHA utility allowances to 27 of the units is reasonable;
therefore, the Underwriter has applied the anticipated Diamond Property Consultants utility allowances
to all of the proposed units.

The Applicant assumes Diamond Property will anticipate the electric portion of the utility allowance
estimate for each unit type will be based on the estimates provided by the utility provider, Cirro Energy,
and the gas, water and sewer portion will be based on the Brazoria County PHA allowances.

However, the Applicant indicates that the utility report from Diamond Property for the subject property is
in the process of being finalized and will be forthcoming.

Receipt, review and acceptance of a final utility report from Diamond Property Consultants and
documentation from the utility providers indicating that the utility allowances provided by Diamond
Property Consultants were reviewed by the provider and apply to the proposed developmentis a
condition of this report. Tenants will be required to pay electric, natural gas, water, and sewer costs.

The Applicant’s secondary income and vacancy and collection loss are in line with current TDHCA
guidelines, and effective gross income is within 5% of the Underwriter’s estimate.

Expense: Number of Revisions: 3 Date of Last Applicant Revision: 5/15/2007
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The Applicant’s total annual operating expense projection at $4,412 per unit is not within 5% of the
Underwriter’s estimate of $4,655, derived from the TDHCA database and third-party data sources. The
Applicant’s revised budget shows general and administrative expenses to be approximately $19K less
than the Underwriter's estimate and repairs and maintenance to be approximately $23K less. Finally, the
Underwriter utilized an estimate of $115K ($653 per unit) for insurance per an insurance quote dated
May 14, 2007 from Brunswick Insurance Underwriters & Risk Management. It should be noted, this figure
differs significantly when compared to the TDHCA database (~$63K higher than average) and IREM
(~$76K higher than average) figures.

Conclusion:

The Applicant’s total annual operating expense projection is not within 5% of the Underwriter’s
estimates; therefore, the Underwriter's year one proforma will be used to determine the development's
debt capacity.

The proforma and estimated debt service result in a debt coverage ratio (DCR) below the current
underwriting minimum guideline of 1.15. Therefore, the recommended financing structure reflects a
decrease in the permanent mortgage based on the interest rate and amortization period indicated in
the permanent financing documentation submitted at application. This is discussed in more detail in
the conclusion to the “Financing Structure Analysis” section (below).

Feasibility:

The underwriting 30-year proforma utilizes a 3% annual growth factor forincome and a 4% annual
growth factor for expenses in accordance with current TDHCA guidelines. As noted above, the
Underwriter’s base year effective gross income, expense and net operating income and a revised
annual debt service were utilized resulting in a debt coverage ratio that remains above 1.15 and
continued positive cashflow. Therefore, the development can be characterized as feasible.

ACQUISITION INFORMATION

ASSESSED VALUE
Land Only: 37 acres $370,000 Tax Year: 2006
1 acre: $10,000 Valuation by: Brazoria CAD
Total Prorated: 15 acres $150,000 Tax Rate: 2.857672

EVIDENCE of PROPERTY CONTROL

Type: Purchase and Sale Contract Acreage: 15
Contract Expiration: 8/30/2007 Valid Through Board Date? Yes |:| No
Acquisition Cost: $1,365,000 Other:

Seller:  Cameron Consolidated. Ltd. Related to Development Team? |:| Yes No

CONSTRUCTION COST ESTIMATE EVALUATION

COST SCHEDULE Number of Revisions: 2 Date of Last Applicant Revision: 5/29/2007

Acquisition Value:
The site cost of $19,000 per acre or $7,756 per unit is assumed to be reasonable since the acquisition is
an arm’s-length transaction. It should be noted, however, this is an extraordinarily high per unit figure
for a typical rural transaction.

Off-Site Cost:

The Applicant claimed off-site costs of $25,000 for driveways and provided sufficient third party
certification through an architect to justify these costs.
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Sitework Cost:

The Applicant’s claimed sitework costs of $9,000 per unit are within current Department guidelines.
Therefore, further third party substantiation is not required.

Direct Construction Cost:

The Applicant’s direct construction cost estimate is $593K or 7% higher than the Underwriter’s Marshall &
Swift Residential Cost Handbook-derived estimate.

Interim Interest Expense:
The Underwriter reduced the Applicant’s eligible interim financing fees by $28,665 to bring the eligible
interest expense down to one year of fully drawn interest expense. This results in an equivalent
reduction to the Applicant’s eligible basis estimate.

Contingency & Fees:

The Applicant’s contractor’s fees are within the maximum allowed by TDHCA guidelines; however, the
Applicant’s developer fee exceeds 15% of the Applicant’s adjusted eligible basis by $4,026 and,
therefore, the eligible portion of the Applicant’s developer fee must be reduced by the same amount.

Conclusion:

The Applicant’s total development cost is within 5% of the Underwriter’s estimate; therefore, the
Applicant’s cost schedule will be used to determine the development’s need for permanent funds and
to calculate eligible basis. An eligible basis of $16,843,469 supports annual tax credits of $797,033. This
figure will be compared to the Applicant’s request and the tax credits calculated based on the gap in
need for permanent funds to determine the recommended allocation.

FINANCING STRUCTURE

SOURCES & USES Number of Revisions: 3 Date of Last Applicant Revision: 5/14/2007
Issuer: Southeast TX HFC

Source: CharterMac Capital Solutions Type: Interim to Permanent Bond Financing
Tax-Exempt:  $10,716,000 Interest Rate:  5.35% Fixed Amort: 480  months
Comments:

The stated interest rate excludes annual trustee fees, issuer fees or other trust indenture expenses; in
addition there will be an ongoing monthly fee of 0.0625% payable to the servicer in connection with
any extension of the original date of completion beyond 6 months

Source: CharterMac Capital Solutions Type: Syndication
Proceeds: $7,119,000 Syndication Rate: 93% Anticipated HTC: $ 765,518
Amount: $1,606,944 Type: Deferred Developer Fees

CONCLUSIONS

Recommended Financing Structure:

As stated above, the proforma analysis results in a debt coverage ratio below the Department’s
minimum guideline of 1.15. Therefore, receipt, review and acceptance by [date or milestone] of
documentation including, but not limited to a new permanent loan commitment supporting a debt
coverage ratio at a minimum of 1.15 is a condition of this report. The current underwriting analysis
assumes a decrease in the permanent loan amount to $10,400,000 based on the terms reflected in the
application materials. As a result the development’s gap in financing will increase.
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The Applicant’s total development cost estimate less the adjusted permanent loan of $10,400,000
indicates the need for $9,042,264 in gap funds. Based on the submitted syndication terms, a tax credit
allocation of $972,427 annually would be required to fill this gap in financing. Of the three possible tax
credit allocations, Applicant’s request ($765,671), the gap-driven amount ($972,427), and eligible basis-
derived estimate ($797,033), the Applicant’s request of $765,671 is recommended.

The Underwriter’s recommended financing structure indicates the need for $1,922,553 in additional
permanent funds. Deferred developer fees in this amount do not appear to be repayable from
development cashflow within 10 years of stabilized operation; however developer fees in this amount
do appear to be repayable from development cashflow within 15 years of stabilized operation.

Underwriter: Date: June 3, 2007

Diamond Unique Thompson

Reviewing Underwriter: Date: June 3, 2007

Lisa Vecchietti

Director of Real Estate Analysis: Date: June 3, 2007

Tom Gouris
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MULTIFAMILY COMPARATIVE ANALYSIS

Costa Clemente, Angleton, 4% HTC #07414

Type of Unit Number Bedrooms No. of Baths Size in SF Gross Rent Lmt. Rent Collected Rent per Month Rent per S-F Tnt-Pd Util Trash Only
TC 60% 6 1 1 722 $732 $610 $3,660 $0.84 $122.00 $12.00
TC 60% 2 1 1 722 $732 610 1,220 0.84 $122.00 12.00
TC 60% 32 2 2 930 $879 739 23,648 0.79 $140.00 12.00
TC 60% 51 2 2 936 $879 739 37,689 0.79 $140.00 12.00
TC 60% 13 2 2 936 $879 739 9,607 0.79 $140.00 12.00
TC 60% 53 3 2 1,240 $1,015 852 45,156 0.69 $163.00 12.00
TC 60% 11 3 2 1,240 $1,015 852 9,372 0.69 $163.00 12.00
TC 60% 7 4 2 1,561 $1,132 942 6,594 0.60 $190.00 12.00
TC 60% 1 4 2 1,561 $1,132 942 942 0.60 $190.00 12.00
TOTAL: 176 AVERAGE: 1,064 $783 $137,888 $0.74 $149.82 $12.00

INCOME Total Net Rentable Sq Ft: 187,288 TDHCA APPLICANT COUNTY IREM REGION COMPT. REGION
POTENTIAL GROSS RENT $1,654,656 $1,638,936 Brazoria 6
Secondary Income Per Unit Per Month: $7.50 15,840 15,840 $7.50 Per Unit Per Month
Other Support Income: 0 0 $0.00 Per Unit Per Month
POTENTIAL GROSS INCOME $1,670,496 $1,654,776
Vacancy & Collection Loss % of Potential Gross Income: -7.50% (125,287) (124,104) -7.50% of Potential Gross Income
Employee or Other Non-Rental Units or Concessions 0 0
EFFECTIVE GROSS INCOME $1,545,209 $1,530,672
EXPENSES % OF EGI PER UNIT PER SQFT PER SQ FT PER UNIT % OF EGI

General & Administrative 5.45% $479 0.45 $84,217 $65,600 $0.35 $373 4.29%

Management 3.88% 341 0.32 59,981 73,920 0.39 420 4.83%

Payroll & Payroll Tax 11.53% 1,012 0.95 178,136 178,400 0.95 1,014 11.66%

Repairs & Maintenance 4.99% 438 0.41 77,060 54,560 0.29 310 3.56%

Utilities 3.23% 284 0.27 49,968 38,000 0.20 216 2.48%

Water, Sewer, & Trash 3.53% 310 0.29 54,480 52,400 0.28 298 3.42%

Property Insurance 7.44% 653 0.61 115,000 115,632 0.62 657 7.55%

Property Tax 2.857672 8.52% 748 0.70 131,714 129,360 0.69 735 8.45%

Reserve for Replacements 2.85% 250 0.23 44,000 44,000 0.23 250 2.87%

TDHCA Compliance Fees 0.46% 40 0.04 7,040 7,040 0.04 40 0.46%

Other: Supp. Servs 1.14% 100 0.09 17,600 17,600 0.09 100 1.15%

TOTAL EXPENSES 53.02% $4,655 $4.37 $819,196 $776,512 $4.15 $4,412 50.73%
NET OPERATING INC 46.98% $4,125 $3.88 $726,013 $754,160 $4.03 $4,285 49.27%
DEBT SERVICE
First Lien Mortgage 42.08% $3,694 $3.47 $650,166 $655,815 $3.50 $3,726 42.84%
Additional Financing 0.00% $0 $0.00 0 0 $0.00 $0 0.00%
Additional Financing 0.00% $0 $0.00 0 0 $0.00 $0 0.00%
NET CASH FLOW 4.91% $431 $0.40 $75,847 $98,345 $0.53 $559 6.42%
AGGREGATE DEBT COVERAGE RATIO 1.12 1.15
RECOMMENDED DEBT COVERAGE RATIO 1.15
CONSTRUCTION COST
Description Factor % of TOTAL PER UNIT PERSQFT TDHCA APPLICANT PERSQFT PER UNIT % of TOTAL
Acquisition Cost (site or bldg) 7.30% $7,756 $7.29 $1,365,000 $1,365,000 $7.29 $7,756 7.02%
Off-Sites 0.13% 142 0.13 25,000 25,000 0.13 142 0.13%
Sitework 8.47% 9,000 8.46 1,584,000 1,584,000 8.46 9,000 8.15%
Direct Construction 46.13% 49,033 46.08 8,629,801 9,223,018 49.25 52,404 47.44%
Contingency 3.62% 1.98% 2,100 1.97 369,600 369,600 1.97 2,100 1.90%
Contractor's Fees 14.00% 7.64% 8,125 7.63 1,429,932 1,512,982 8.08 8,596 7.78%
Indirect Construction 5.52% 5,873 5.52 1,033,589 1,033,589 5.52 5,873 5.32%
Ineligible Costs 5.50% 5,845 5.49 1,028,769 1,028,769 5.49 5,845 5.29%
Developer's Fees 15.00% 11.20% 11,906 11.19 2,095,534 2,201,000 11.75 12,506 11.32%
Interim Financing 4.94% 5,246 4.93 923,306 923,306 4.93 5,246 4.75%
Reserves 1.19% 1,270 1.19 223,457 176,000 0.94 1,000 0.91%
TOTAL COST 100.00% $106,295 $99.89 $18,707,988 $19,442,264 $103.81 $110,467 100.00%
Construction Cost Recap 64.21% $68,258 $64.14 $12,013,333 $12,689,600 $67.75 $72,100 65.27%
SOURCES OF FUNDS RECOMMENDED
First Lien Mortgage 57.28% $60,886 $57.22 $10,716,000 | $10,716,000 | $10,400,000 Developer Fee Available
Additional Financing 0.00% $0 $0.00 0 0 0 $2,196,974
HTC Syndication Proceeds 38.05% $40,449 $38.01 7,119,000 7,119,320 7,119,711 % of Dev. Fee Deferred
Deferred Developer Fees 8.59% $9,130 $8.58 1,606,944 1,606,944 1,922,553 88%
Additional (Excess) Funds Req'd -3.92% ($4,170) ($3.92) (733,956) 0 0 [ 15-Yr Cumulative Cash Flow
TOTAL SOURCES $18,707,988 | $19,442,264 | $19,442,264 $2,882,877
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MULTIFAMILY COMPARATIVE ANALYSIS (continued)
Costa Clemente, Angleton, 4% HTC #07414

DIRECT CONSTRUCTION COST ESTIMATE
Marshall & Swift Residential Cost Handbook PAYMENT COMPUTATION
Average Quality Multiple Residence Basis

CATEGORY FACTOR | UNITS/SQ FT PER SF AMOUNT Primary $10,716,000 Amort 480
Base Cost | $53.85| $10,084,815 Int Rate 5.35% DCR 112
Adjustments
Exterior Wall Finish 0.00% $0.00 $0 Secondary S0 Amort
Elderly 0.00% 0.00 0 Int Rate Subtotal DCR 1.12
9-Ft. Ceilings 3.00% 1.62 302,544
Roofing 0.00 0 Additional $7,119,320 Amort
Subfloor (1.24) (231,301) Int Rate Aggregate DCR 1.12
Floor Cover 243 455,110
Balconies $22.27 10,939 1.30 243,602 RECOMMENDED FINANCING STRUCTURE:
Plumbing Fixtures $805 336 1.44 270,480
Rough-ins $400 176 0.38 70,400 Primary Debt Service $630,993
Built-In Appliances $1,850 176 1.74 325,600 Secondary Debt Service 0
Exterior Stairs $1,800 42 0.40 75,600 Additional Debt Service 0
Interior stairs $1,089 8 0.05 8,712 NET CASH FLOW $95,020
Heating/Cooling 1.90 355,847
Garages/Carports 0.00 0 Primary $10,400,000 Amort 480
Comm &/or Aux Bldgs $65.36 3,836 1.34 250,731 Int Rate 5.35% DCR 1.15
Other: fire sprinkler $1.95 0 0.00 0
SUBTOTAL 65.21 12,212,141 Secondary $0 Amort 0
Current Cost Multiplier 0.98 (1.30), (244,243) Int Rate 0.00% Subtotal DCR 1.15
Local Multiplier 0.89 (7.17), (1,343,335)
TOTAL DIRECT CONSTRUCTION COSTS $56.73 $10,624,562 Additional $7,119,320 Amort 0
Plans, specs, survy, bld prn]  3.90% (%2.21) ($414,358) Int Rate 0.00% Aggregate DCR 115
Interim Construction Intered ~ 3.38% (1.91), (358,579)
Contractor's OH & Profit 11.50% (6.52), (1,221,825)
NET DIRECT CONSTRUCTION COSTS $46.08 $8,629,801

OPERATING INCOME & EXPENSE PROFORMA: RECOMMENDED FINANCING STRUCTURE

INCOME  at 3.00% YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR § YEAR 10 YEAR 15 YEAR 20 YEAR 30
POTENTIAL GROSS RENT $1,654,656  $1,704,296 $1,755,425 $1,808,087 $1,862,330 $2,158,951 $2,502,816 $2,901,449 $3,899,305
Secondary Income 15,840 16,315 16,805 17,309 17,828 20,668 23,959 27,776 37,328
Other Support Income: 0 0 0 0 0 0 0 0 0
POTENTIAL GROSS INCOME 1,670,496 1,720,611 1,772,229 1,825,396 1,880,158 2,179,618 2,526,775 2,929,225 3,936,633
Vacancy & Collection Loss (125,287) (129,046) (132,917) (136,905) (141,012) (163,471) (189,508) (219,692) (295,247)
Employee or Other Non-Renta 0 0 0 0 0 0 0 0 0
EFFECTIVE GROSS INCOME ~ $1,545,209  $1,591,565 $1,639,312 $1,688,491 $1,739,146 $2,016,147 $2,337,267 $2,709,533 $3,641,386

EXPENSES at 4.00%

General & Administrative $84,217 $87,585 $91,089 $94,732 $98,521 $119,866 $145,836 $177,432 $262,642
Management 59,981 61,781 63,634 65,543 67,509 78,262 90,727 105,177 141,350
Payroll & Payroll Tax 178,136 185,261 192,671 200,378 208,393 253,542 308,473 375,305 555,543
Repairs & Maintenance 77,060 80,143 83,348 86,682 90,149 109,681 133,443 162,354 240,324
Utilities 49,968 51,967 54,045 56,207 58,455 71,120 86,528 105,275 155,833
Water, Sewer & Trash 54,480 56,659 58,926 61,283 63,734 77,542 94,342 114,781 169,904
Insurance 115,000 119,600 124,384 129,359 134,534 163,681 199,143 242,288 358,645
Property Tax 131,714 136,983 142,462 148,161 154,087 187,471 228,087 277,502 410,771
Reserve for Replacements 44,000 45,760 47,590 49,494 51,474 62,626 76,194 92,701 137,221
Other 24,640 25,626 26,651 27,717 28,825 35,070 42,669 51,913 76,844
TOTAL EXPENSES $819,196 $851,364 $884,801 $919,556 $955,683 $1,158,861 $1,405,441 $1,704,728 $2,509,075
NET OPERATING INCOME $726,013 $740,201 $754,512 $768,935 $783,463 $857,286 $931,826 $1,004,805 $1,132,311
DEBT SERVICE
First Lien Financing $630,993 $630,993 $630,993 $630,993 $630,993 $630,993 $630,993 $630,993 $630,993
Second Lien 0 0 0 0 0 0 0 0 0
Other Financing 0 0 0 0 0 0 0 0 0
NET CASH FLOW $95,020 $109,208 $123,518 $137,942 $152,470 $226,293 $300,833 $373,812 $501,317
DEBT COVERAGE RATIO 1.15 1.17 1.20 1.22 1.24 1.36 1.48 1.59 1.79
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HTC ALLOCATION ANALYSIS -Costa Clemente, Angleton, 4% HTC #07414

APPLICANT'S TDHCA APPLICANT'S TDHCA
TOTAL TOTAL REHAB/NEW REHAB/NEW
CATEGORY AMOUNTS AMOUNTS ELIGIBLE BASIS ELIGIBLE BASIS
Acquisition Cost
Purchase of land | $1,365,000 $1,365,000
Purchase of buildings
Off-Site Improvements $25,000 $25,000
Sitework $1,584,000 $1,584,000 $1,584,000 $1,584,000
Construction Hard Costs $9,223,018 $8,629,801 $9,223,018 $8,629,801
Contractor Fees $1,512,982 $1,429,932 $1,512,982 $1,429,932
Contingencies $369,600 $369,600 $369,600 $369,600
Eligible Indirect Fees $1,033,589 $1,033,589 $1,033,589 $1,033,589
Eligible Financing Fees $923,306 $923,306 $923,306 $923,306
All Ineligible Costs $1,028,769 $1,028,769
Developer Fees $2,196,974
Developer Fees $2,201,000 $2,095,534 | $2,095,534
Development Reserves $176,000 $223,457
TOTAL DEVELOPMENT COSTS $19,442,264 $18,707,988 $16,843,469 $16,065,762
Deduct from Basis:
All grant proceeds used to finance costs in eligible basis
B.M.R. loans used to finance cost in eligible basis
Non-qualified non-recourse financing
Non-qualified portion of higher quality units [42(d)(3)]
Historic Credits (on residential portion only)
TOTAL ELIGIBLE BASIS $16,843,469 $16,065,762
High Cost Area Adjustment 130% 130%
TOTAL ADJUSTED BASIS $21,896,510 $20,885,491
Applicable Fraction 100% 100%
TOTAL QUALIFIED BASIS $21,896,510 $20,885,491
Applicable Percentage 3.64% 3.64%
TOTAL AMOUNT OF TAX CREDITS $797,033 $760,232
Syndication Proceeds 0.9299 $7,411,335 $7,069,134
Total Tax Credits (Eligible Basis Method) $797,033 $760,232
Syndication Proceeds $7,411,335 $7,069,134
Requested Tax Creditsl $765,671 I
Syndication Proceeds $7,119,711
Gap of Syndication Proceeds Needed $9,042,264
Total Tax Credits (Gap Method) $972,427
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Applicant Evaluation ||

Project ID # 07414 Name: Costa Clemente City: Angleton

LIHTC 9% ] LIHTC 4% HOME [ | BOND [ ] HTF [ ] SECO [ ] ESGP[] Other| ]

[ No Previous Participation in Texas (] Members of the development team have been disbarred by HUD

National Previous Participation Certification Received: N/A L yes ' No
Noncompliance Reported on National Previous Participation Certification: L Yes L] No
Portfolio Management and Compliance
. . Projects in Material N li . .
Total # of Projects monitored: 3 rojects n Vatetial Noncomphance # in noncompliance: 0
Yes [ ] No
Projects zero to nine: 3 Projects not reported ~ Yes [
grouped ten to nineteen: 0 # monitored with a score less than thirty: 3 in application No
b . . . . .
y score twenty to twenty-nine: 0 # not yet monitored or pending review: 7 # of projects not reported 0
Portfolio Monitoring Single Audit Portfolio Analysis
Not applicable Not applicable Not applicable
Review pending [] Review pending [] No unresolved issues L]
No unresolved issues [] No unresolved issues [] Not current on set-ups U]
Unresolved issues found [] Issues found regarding late cert [ Not current on draws L]
Unresolved issues found that L] Issues found regarding late audit [ Not current on match [
wCarrant dlsquahf;lczglon Unresolved issues found that U]
(Comments attached) warrant disqualification
(Comments attached)
Reviewed by Patricia Murphy Date 5/25/2007
Multifamily Finance Production HOME Real Estate Analysis
(Workout)
Not applicable [ Not applicable Not applicable [
Review pending L] Review pending [ Review pending L]
No unresolved issues No unresolved issues [ No unresolved issues
Unresolved issues found [ Unresolved issues found [ Unresolved issues found [
Unresolved issues found that || Unresolved issues found that [ Unresolved issues found that ||
warrant disqualification warrant disqualification warrant disqualification
(Comments attached) (Comments attached) (Comments attached)
Reviewer Shannon Roth Reviewer Sandy M. Garcia Reviewer D. Burrell
Date 5 /25/2007 Date 5 /30/2007 Date 5 /25/2007
Community Affairs Office of Colonia Initiatives Financial Administration
No relationship Not applicable No delinquencies found
Review pending [ Review pending [ Delinquencies found [
No unresolved issues [ No unresolved issues [
Unresolved issues found L] Unresolved issues found [
Unresolved issues found that | Unresolved issues found that L[]
warrant disqualification warrant disqualification
(Comments attached) (Comments attached)
Reviewer EEF Reviewer Raul Gonzales Reviewer Melissa M. Whitehead
Date 5 /29/2007 Date 6 /1 /2007 Date 6 /7 12007




TEXAS DEPARTMENT OF HOUSING & COMMUNITY AFFAIRS
BOARD ACTION REQUEST
JUNE 14,2007

Action Item

Presentation, Discussion and Possible Action on a Memorandum of Understanding (MOU)
between the Texas Bond Review Board and the Texas Department of Housing and
Community Affairs (“the Department”) for the Issuance of 501(c)(3) bonds.

Requested Action

Approve, Amend or Deny the staff recommendation for the Memorandum of Understanding
Between the Texas Bond Review Board and the Department which pertains to the
Department’s 501(c)(3) Multifamily Mortgage Revenue Bond Program.

Background

Section 2306.358 of the Texas Government Code, which defines the parameters of the
Department’s 501(c)(3) Multifamily Mortgage Revenue Bond program, requires the
Department and the Texas Bond Review Board to maintain a Memorandum of
Understanding which specifies the maximum amount of 501(c)(3) bonds the Department
may issue each year.

The previous MOU expired on August 31, 2003. The attached MOU reflects one minor
change. At the suggestion of the Bond Review Board and approved by their Counsel, the
MOU does not have an expiration date. New language has been added that will allow the
MOU to remain in effect until otherwise terminated by either party in writing.

Staff Recommendation

Authorize the Executive Director to execute the attached Memorandum of Understanding.
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MEMORANDUM OF UNDERSTANDING
BETWEEN
TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS
AND
TEXAS BOND REVIEW BOARD

This Memorandum of Understanding, (“Memorandum,”) is made and entered into
between the Texas Department of Housing and Community Affairs (“TDHCA”), an agency of
the State of Texas, and the Texas Bond Review Board (“TBRB”), an agency of the State of
Texas, to be effective August 1, 2007.

SECTION L.
Purpose

The purpose of this Memorandum is to specify the maximum amount of qualified
501(c)(3) bonds that may be issued by TDHCA in each fiscal year, to define the terms “rural
area” and “metropolitan area,” and to otherwise comply in all respects with the requirements of
the Texas Government Code, Chapter 2306.358 (the “Code”).

This Memorandum does not constitute a commitment by the TBRB to approve qualified
501(c)(3) bond applications that are submitted by TDHCA to the TBRB and only serves to
specify the maximum amount of qualified 501(c)(3) bonds that may be issued by TDHCA in
each fiscal year and to define the terms “rural area” and “metropolitan area”.

SECTION II.
Period of Performance, Termination, and Amendments

The provisions of this Memorandum shall become effective as of August 1, 2007 and
shall remain in effect until otherwise terminated by either party in writing with a 30-day written
notice of such termination. The terms of this Memorandum shall continue in effect, regardless of
the termination of this memorandum by either party, for any bond issue that received a formal
inducement by TDHCA Board (the “Inducement Resolution™) prior to the termination date of
this memorandum.

The provisions of this Memorandum may be amended only by written agreement of both
parties. In the event it is determined by the parties that this Memorandum is no longer necessary
to fulfill the above purposes, the parties shall execute a written termination of this Memorandum
in its entirety.

SECTION III.

Revised: 6/6/2007 TDHCA/TBRB Memorandum of Understanding Page: 1 of 3
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Definitions

For the purposes of this Memorandum and TDHCA's 501(c)(3) Bond Program, a project
is considered to be located in a rural area:

A) if the area on which the project is or is to be constructed is situated outside the
boundaries of a Primary Metropolitan Statistical Area (“PMSA”) or a
Metropolitan Statistical Area (“MSA”) described as such on the attached
Exhibit A; or,

B) if the area on which the project is or is to be constructed is situated within the
boundaries of a PMSA or MSA, but has a population of not more than 20,000
and does not share boundaries with an urbanized area. [An “urbanized” area
comprises one or more central places and the adjacent densely settled
surrounding territory (“urban fringe”) that together have a minimum
population of 50,000 persons. The urban fringe generally consists of
contiguous territory having a density of at least 1,000 persons per square
mile].

If a project is not considered to be located in a rural area as outlined above, then the
project will be considered to be located in the applicable metropolitan area for the purposes of
this Memorandum and TDHCA’s 501(c)(3) Bond Program.

SECTION IV.
Maximum Issuance Authority

During the term of this Memorandum, the maximum aggregate amount of qualified
501(c)(3) bonds to be issued by TDHCA during any particular fiscal year is two hundred and
fifty million dollars ($250,000,000) per annum. Based on the allocations outlined in the Act, a
minimum of fifteen percent (15%) or $37,500,000 per annum is reserved for projects in rural
areas, as defined in Section III. Additionally, no more than twenty five percent (25%) or
$62,500,000 per annum may be issued in any one metropolitan area as described on Exhibit A.

For the purposes of allocating a bond issue to a fiscal year for determining limitations
and satisfying specific reservations, the date of the formal inducement for each bond issue by
TDHCA’s Board (the “Inducement Resolution”) shall determine the fiscal year that the bond
issue will be allocated.

SECTION V.

Revised: 6/6/2007 TDHCA/TBRB Memorandum of Understanding Page: 2 of 3
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Reporting Requirements

TDHCA shall submit to the TBRB, on or before the fifteenth day of the month following
the end of each calendar quarter, a report of application and issuance activities during the
previous calendar quarter.

TEXAS DEPARTMENT OF HOUSING TEXAS BOND REVIEW BOARD
AND COMMUNITY AFFAIRS

Michael G. Gerber, Executive Director Robert C. Kline, Executive Director
Date: Date:
Revised: 6/6/2007 TDHCA/TBRB Memorandum of Understanding Page: 3 of 3

501(c)3 Multifamily Bond Program



Housing Tax Credit Program
Board Action Request
June 14, 2007

Action Item

Request, review, and board determination of one (1) four percent (4%) tax credit application with TDHCA as the Issuer.

Recommendation

Staff is recommending that the board review and approve the issuance of one (1) four percent (4%) Tax Credit Determination Notice with TDHCA
as the Issuer for the tax exempt bond transaction known as:

Development Name Location Issuer | Total LI Total Applicant Requested Recommended
No. Units Units Development Proposed Credit Credit Allocation
Bond Allocation
Amount
07620 Windshire Houston TDHCA | 252 252 $28,639,604 $15,000,000 $1,198,068 $1,195,903
Apartments




K
TEXAS

DEPARTMENT OF HOUSING
AND COMMUNITY AFFAIRS

WWW.TDHCA.STATE.TX.US

MULTIFAMILY FINANCE PRODUCTION DIVISION

2007 Private Activity Multifamily Housing Revenue Bonds

Windshire Apartments
4500 block of S. Shaver
Harris County, Texas

Windshire Apartments, L.P.
252 Units
Priority 3
$15,000,000 Tax Exempt — Series 2007

TABLE OF EXHIBITS
TAB 1 TDHCA Board Presentation
TAB 2 Bond Resolution
TAB 3 HTC Profile and Board Summary
TAB 4 Sources & Uses of Funds

Estimated Cost of Issuance
TAB S Department’s Real Estate Analysis
TAB 6 Compliance Status Summary

TAB 7 Public Hearing Transcript (May 8, 2007)



MULTIFAMILY FINANCE PRODUCTION DIVISION
BOARD ACTION REQUEST

June 14, 2007

Action Item
Presentation, Discussion and Possible Issuance of Multifamily Mortgage Revenue Bonds, Series 2007
and a Determination Notice of Housing Tax Credits with TDHCA as the Issuer for Windshire
Apartments.

Requested Action

Approve, Amend or Deny the Issuance of Multifamily Housing Mortgage Revenue Bonds and the
Determination of Housing Tax Credits.

Summary of the Windshire Apartments Transaction

Background and General Information: The Bonds will be issued under Chapter 1371, Texas
Government Code, as amended, and under Chapter 2306, Texas Government Code, as amended, the
Department's Enabling Statute (the "Statute"), which authorizes the Department to issue revenue bonds
for its public purposes, as defined therein. (The Statute provides that the Department’s revenue bonds
are solely obligations of the Department, and do not create an obligation, debt, or liability of the State of
Texas or a pledge or loan of the faith, credit or taxing power of the State of Texas.) The pre-application
for the 2007 Waiting List was received on January 4, 2007. The application was scored and ranked by
staff. The application was induced at the February 1, 2007 Board meeting and submitted to the Texas
Bond Review Board. The application received a Reservation of Allocation on February 26, 2007. The
deadline for bond delivery is on or before July 26, 2007, but the anticipated closing date is July 18, 2007.
Located in Harris County, the development consists of the new construction of 252 units targeted to a
general population. This application was submitted under the Priority 3 category, with the applicant
proposing 100% of the units serving individuals and families earning 60% of AMFI.

Organizational Structure and Compliance: The Borrower is Windshire Apartments, L.P. and is
comprised of William D. Henson and family with 45% ownership interest, J. Steve and Cynthia Ford
with 45% ownership interest and James R. Mitchell with 10% ownership interest. The Compliance
Status Summary completed on May 25, 2007 reveals that the principals of the general partner have a total
of forty (40) properties that have no material noncompliance.

Public Hearing: A public hearing was conducted by the Department for the proposed development on
May 8, 2007. There was no one present at the hearing. A copy of the transcript is included in this
presentation. The Department has not received any letters of support or opposition.

Census Demographics: The proposed site is located at approximately the 4500 block of S. Shaver,
Harris County. Demographics for the census tract (3213.00) include AMFI of $37,952; the total
population is 5,585; the percent of the population that is minority is 70.98%; the percent of the
population that is below the poverty line is 21.50%; the number of owner occupied units is 448; the
number renter occupied units is 1,547 and the number of vacant units is 183. (FFIEC Geocoding for
2006)
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Summary of the Financial Structure

The applicant is requesting the Department’s approval and issuance of variable rate tax-exempt bonds in
an amount not to exceed $15,000,000. Credit enhancement will be provided by Fannie Mae through a
standby irrevocable transferable credit enhancement instrument. Throughout the construction phase,
Fannie Mae will be protected by a Letter of Credit issued by Bank of America, N.A. The Bonds will
carry a AAA rating. Citigroup Global Markets, Inc. will underwrite the transaction using a debt coverage
ratio of 1.15 amortized over 35 years. The term of the Bonds will be for 33.5 years. The construction and
lease up period will be for 30 months with the option of two 6 month extensions. The initial interest rate
on the Bonds will not exceed 6.27%.

Recommendation

Staff recommends the Board approve the issuance of $15,000,000 in tax-exempt Multifamily Housing
Mortgage Revenue Bonds, Series 2007 and $1,195,903 in Housing Tax Credits for the Windshire
Apartments.
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RESOLUTION NO. 07-016

RESOLUTION AUTHORIZING AND APPROVING THE ISSUANCE, SALE AND
DELIVERY OF MULTIFAMILY HOUSING REVENUE BONDS (WINDSHIRE
APARTMENTS) SERIES 2007; APPROVING THE FORM AND SUBSTANCE AND
AUTHORIZING THE EXECUTION AND DELIVERY OF DOCUMENTS AND
INSTRUMENTS PERTAINING THERETO; AUTHORIZING AND RATIFYING
OTHER ACTIONS AND DOCUMENTS; AND CONTAINING OTHER PROVISIONS
RELATING TO THE SUBJECT

WHEREAS, the Texas Department of Housing and Community Affairs (the “Department”) has
been duly created and organized pursuant to and in accordance with the provisions of Chapter 2306,
Texas Government Code, as amended (the “Act”), for the purpose, among others, of providing a means of
financing the costs of residential ownership, development, construction and rehabilitation that will
provide decent, safe, and affordable living environments for individuals and families of low, very low and
extremely low income (as defined in the Act) and families of moderate income (as described in the Act
and determined by the Governing Board of the Department (“the Board”) from time to time); and

WHEREAS, the Act authorizes the Department: (a) to make mortgage loans to housing sponsors
to provide financing for multifamily residential rental housing in the State of Texas (the “State”) intended
to be occupied by individuals and families of low, very low and extremely low income and families of
moderate income, as determined by the Department; (b) to issue its revenue bonds, for the purpose,
among others, of obtaining funds to make such loans and provide financing, to establish necessary reserve
funds and to pay administrative and other costs incurred in connection with the issuance of such bonds;
and (c) to pledge all or any part of the revenues, receipts or resources of the Department, including the
revenues and receipts to be received by the Department from such multifamily residential rental
development loans, and to mortgage, pledge or grant security interests in such loans or other property of
the Department in order to secure the payment of the principal or redemption price of and interest on such
bonds; (d) to make, commit to make, and participate in the making of mortgage loans, including federally
insured loans, and to enter into agreements and contracts to make or participate in mortgage loans for
residential housing for individuals and families of low, very low and extremely low income and families
of moderate income; and

WHEREAS, the Board has determined to authorize the issuance of the Texas Department of
Housing and Community Affairs Multifamily Housing Revenue Bonds (Windshire Apartments) Series
2007 (the “Bonds™), pursuant to and in accordance with the terms of a Trust Indenture (the “Indenture”)
by and between the Department and Wells Fargo Bank, National Association, a national banking
association, as trustee (the “Trustee”), for the purpose of obtaining funds to finance the Development
(defined below), all under and in accordance with the Constitution and laws of the State; and

WHEREAS, the Department desires to use the proceeds of the Bonds to fund a mortgage loan to
Windshire Apartments, L.P., a Texas limited partnership (the “Borrower”), in order to finance the cost of
acquisition, construction and equipping of a qualified residential rental development described on Exhibit
A attached hereto (the “Development”) located within the State and required by the Act to be occupied by
individuals and families of low and very low income and families of moderate income, as determined by
the Department; and

WHEREAS, the Board, by resolution adopted on February 1, 2007, declared its intent to issue its
revenue bonds to provide financing for the Development; and
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WHEREAS, it is anticipated that the Department, the Borrower and the Trustee will execute and
deliver a Financing Agreement (the “Loan Agreement”) pursuant to which (i) the Department will agree
to make a mortgage loan funded with the proceeds of the Bonds (the “Mortgage Loan”) to the Borrower
to enable the Borrower to finance the cost of acquisition, construction and equipping of the Development
and related costs, and (ii) the Borrower will execute and deliver to the Department a multifamily note (the
“Mortgage Note™) in an original principal amount equal to the original aggregate principal amount of the
Bonds, and providing for payment of interest on such principal amount equal to the interest on the Bonds
and to pay other costs described in the Loan Agreement; and

WHEREAS, it is anticipated that credit enhancement for the Mortgage Loan will be initially
provided for by a Credit Enhancement Instrument issued by Fannie Mae (the “Credit Provider”); and]

WHEREAS, it is anticipated that the Mortgage Note will be secured by a Multifamily Deed of
Trust, Assignment of Rents, Security Agreement, and Fixture Filing (Texas) (the “Security Instrument”)
by the Borrower for the benefit of the Department and the Credit Provider; and

WHEREAS, the Department’s interest in the Mortgage Loan (except for certain reserved rights),
including the Mortgage Note and the Security Instrument, will be assigned to the Trustee, as its interests
may appear, and to the Credit Provider, as its interests may appear, pursuant to an Assignment and
Intercreditor Agreement (the “Assignment”) among the Department, the Trustee and the Credit Provider
and acknowledged, accepted and agreed to by the Borrower; and

WHEREAS, the Board has determined that the Department, the Trustee and the Borrower will
execute a Regulatory and Land Use Restriction Agreement (the “Regulatory Agreement”), with respect to
the Development which will be filed of record in the real property records of Harris County, Texas; and

WHEREAS, the Board has been presented with a draft of, has considered and desires to ratify,
approve, confirm and authorize the use and distribution in the public offering of the Bonds of a
Preliminary Official Statement (the “Official Statement”) and to authorize the authorized representatives
of the Department to deem the Official Statement “final” for purposes of Rule 15¢2-12 of the Securities
and Exchange Commission and to approve the making of such changes in the Official Statement as may
be required to provide a final Official Statement for use in the public offering and sale of the Bonds; and

WHEREAS, the Board has further determined that the Department will enter into a Bond
Purchase Agreement (the “Purchase Contract”) with the Borrower and Citigroup Global Markets Inc.,
(the “Underwriter”), and any other parties to such Purchase Contract as authorized by the execution
thereof by the Department, setting forth certain terms and conditions upon which the Underwriter or
another party will purchase all or their respective portion of the Bonds from the Department and the
Department will sell the Bonds to the Underwriter or another party to such Purchase Contract; and

WHEREAS, the Board has determined that the Department and the Borrower will execute an
Asset Oversight Agreement (the “Asset Oversight Agreement”), with respect to the Development for the
purpose of monitoring the operation and maintenance of the Development; and

WHEREAS, the Board has examined proposed forms of (a) the Indenture, the Loan Agreement,
the Assignment, the Regulatory Agreement, the Official Statement, the Purchase Contract and the Asset
Oversight Agreement (collectively, the “Issuer Documents”), all of which are attached to and comprise a
part of this Resolution and (b) the Security Instrument and the Mortgage Note; has found the form and
substance of such documents to be satisfactory and proper and the recitals contained therein to be true,
correct and complete; and has determined, subject to the conditions set forth in Article I, to authorize the
issuance of the Bonds, the execution and delivery of the Issuer Documents, the acceptance of the Security
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Instrument and the Mortgage Note and the taking of such other actions as may be necessary or convenient
in connection therewith;

NOW, THEREFORE,

BE IT RESOLVED BY THE GOVERNING BOARD OF THE TEXAS DEPARTMENT
OF HOUSING AND COMMUNITY AFFAIRS:

ARTICLE I
ISSUANCE OF BONDS; APPROVAL OF DOCUMENTS

Section 1.1--Issuance, Execution and Delivery of the Bonds. That the issuance of the Bonds is
hereby authorized, under and in accordance with the conditions set forth herein and in the Indenture, and
that, upon execution and delivery of the Indenture, the authorized representatives of the Department
named in this Resolution each are authorized hereby to execute, attest and affix the Department’s seal to
the Bonds and to deliver the Bonds to the Attorney General of the State for approval, the Comptroller of
Public Accounts of the State for registration and the Trustee for authentication (to the extent required in
the Indenture), and thereafter to deliver the Bonds to the order of the initial purchaser or purchasers
thereof.

Section 1.2--Interest Rate, Principal Amount, Maturity and Price. That the Chair or Vice
Chairman of the Board or the Executive Director or Acting Executive Director of the Department are
hereby authorized and empowered, in accordance with Chapter 1371, Texas Government Code, to fix and
determine the interest rate, principal amount and maturity of, the redemption provisions related to, and the
price at which the Department will sell to the Underwriter or another party to the Purchase Contract, the
Bonds, all of which determinations shall be conclusively evidenced by the execution and delivery by the
Chair or Vice Chairman of the Board or the Executive Director or Acting Executive Director of the
Department of the Indenture and the Purchase Contract; provided, however, that (i) the Bonds shall bear
interest at the rates determined from time to time by the Remarketing Agent (as such term is defined in
the Indenture) in accordance with the provisions of the Indenture; provided that in no event shall the
interest rate on the Bonds (including any default interest rate) exceed the maximum interest rate permitted
by applicable law; and provided further that the initial interest rate on the Bonds shall not exceed 6.0%;
(i) the aggregate principal amount of the Bonds shall not exceed $14,000,000; (iii) the final maturity of
the Bonds shall occur not later than January 15, 2041; and (iv) the price at which the Bonds are sold to the
initial purchaser therecof under the Purchase Contract shall not exceed 103% of the principal amount
thereof.

Section 1.3--Approval, Execution and Delivery of the Indenture. That the form and substance of
the Indenture are hereby approved, and that the authorized representatives of the Department named in
this Resolution each are authorized hereby to execute the Indenture and to deliver the Indenture to the
Trustee.

Section 1.4--Approval, Execution and Delivery of the Loan Agreement. That the form and
substance of the Loan Agreement are hereby approved, and that the authorized representatives of the
Department named in this Resolution each are authorized hereby to execute the Loan Agreement and
deliver the Loan Agreement to the Borrower and the Trustee.

Section 1.5--Approval, Execution and Delivery of the Regulatory Agreement. That the form and
substance of the Regulatory Agreement are hereby approved, and that the authorized representatives of
the Department named in this Resolution each are authorized hereby to execute, attest and affix the
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Department’s seal to the Regulatory Agreement and deliver the Regulatory Agreement to the Borrower
and the Trustee and to cause the Regulatory Agreement to be filed of record in the real property records
of Harris County, Texas.

Section 1.6--Approval, Execution and Delivery of the Purchase Contract. That the sale of the
Bonds to the Underwriter and any other party to the Purchase Contract is hereby approved, that the form
and substance of the Purchase Contract are hereby approved, and that the authorized representatives of the
Department named in this Resolution each are hereby authorized to execute the Purchase Contract and to
deliver the Purchase Contract to the Borrower, the Underwriter and any other party to the Purchase
Contract, as appropriate.

Section 1.7--Acceptance of the Mortgage Note and Security Instrument. That the form and
substance of the Mortgage Note and Security Instrument are hereby accepted by the Department and that
the authorized representatives of the Department named in this Resolution each are hereby authorized to
endorse and deliver the Mortgage Note to the order of the Trustee and the Credit Provider, as their
interests may appear, without recourse.

Section 1.8--Approval, Execution and Delivery of the Assignment. That the form and substance
of the Assignment are hereby approved; and that the authorized representatives of the Department named
in this Resolution are each hereby authorized to execute, attest and affix the Department’s seal to the
Assignment and to deliver the Assignment to the Trustee and the Credit Provider.

Section 1.9--Approval, Execution, Use and Distribution of the Official Statement. That the form
and substance of the Preliminary Official Statement and its use and distribution by the Underwriter in
accordance with the terms, conditions and limitations contained therein are hereby approved, ratified,
confirmed and authorized; that the Chair and Vice Chairman of the Governing Board and the Executive
Director of the Department are hereby severally authorized to deem the Preliminary Official Statement
“final” for purposes of Rule 15c¢2-12 under the Securities Exchange Act of 1934; that the authorized
representatives of the Department named in this Resolution each are authorized hereby to make or
approve such changes in the Preliminary Official Statement as may be required to provide a final Official
Statement for the Bonds and to deem the same as “final” for purposes of the aforementioned Rule 15¢2-
12; that the authorized representatives of the Department named in this Resolution each are authorized
hereby to accept the Official Statement, as required; and that the distribution and circulation of the
Official Statement by the Underwriter hereby is authorized and approved, subject to the terms, conditions
and limitations contained therein, and further subject to such amendments or additions thereto as may be
required by the Bond Purchase Contract and as may be approved by the Executive Director of the
Department and the Department’s counsel.

Section 1.10--Approval, Execution and Delivery of the Asset Oversight Agreement. That the
form and substance of the Asset Oversight Agreement are hereby approved, and that the authorized
representatives of the Department named in this Resolution each are authorized hereby to execute and
deliver the Asset Oversight Agreement to the Borrower.

Section 1.11--Taking of Any Action; Execution and Delivery of Other Documents. That the
authorized representatives of the Department named in this Resolution each are authorized hereby to take
any actions and to execute, attest and affix the Department’s seal to, and to deliver to the appropriate
parties, all such other agreements, commitments, assignments, bonds, certificates, contracts, documents,
instruments, releases, financing statements, letters of instruction, notices of acceptance, written requests
and other papers, whether or not mentioned herein, as they or any of them consider to be necessary or
convenient to carry out or assist in carrying out the purposes of this Resolution.
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Section 1.12--Exhibits Incorporated Herein. That all of the terms and provisions of each of the
documents listed below as an exhibit shall be and are hereby incorporated into and made a part of this
Resolution for all purposes:

Exhibit B - Indenture

Exhibit C - Loan Agreement

Exhibit D - Regulatory Agreement
Exhibit E - Purchase Contract

Exhibit F -  Security Instrument

Exhibit G - Mortgage Note

ExhibitH -  Assignment

Exhibit] -  Preliminary Official Statement

Exhibit J Asset Oversight Agreement

Section 1.13--Power to Revise Form of Documents. That notwithstanding any other provision of
this Resolution, the authorized representatives of the Department named in this Resolution each are
authorized hereby to make or approve such revisions in the form of the documents attached hereto as
exhibits as, in the judgment of such authorized representative or authorized representatives, and in the
opinion of Vinson & Elkins L.L.P., Bond Counsel to the Department, may be necessary or convenient to
carry out or assist in carrying out the purposes of this Resolution, such approval to be evidenced by the
execution of such documents by the authorized representatives of the Department named in this
Resolution.

Section 1.14--Authorized Representatives. That the following persons are each hereby named as
authorized representatives of the Department for purposes of executing, attesting, affixing the
Department’s seal to, and delivering the documents and instruments and taking the other actions referred
to in this Article I: Chair and Vice Chairman of the Board, Executive Director or Acting Executive
Director of the Department, Deputy Executive Director of Programs of the Department, Deputy Executive
Director of Agency Administration of the Department, Director of Financial Administration of the
Department, Director of Bond Finance of the Department, Director of Multifamily Finance Production of
the Department and the Secretary to the Board.

Section 1.15--Conditions Precedent. That the issuance of the Bonds shall be further subject to,
among other things: (a) the Development’s meeting all underwriting criteria of the Department, to the
satisfaction of the Executive Director of the Department; and (b) the execution by the Borrower and the
Department of contractual arrangements satisfactory to the Department staff requiring that community
service programs will be provided at the Development.

ARTICLE I
APPROVAL AND RATIFICATION OF CERTAIN ACTIONS

Section 2.1--Approval and Ratification of Application to Texas Bond Review Board. That the
Board hereby ratifies and approves the submission of the application for approval of state bonds to the
Texas Bond Review Board on behalf of the Department in connection with the issuance of the Bonds in
accordance with Chapter 1231, Texas Government Code.

Section 2.2--Approval of Submission to the Attorney General. That the Board hereby authorizes,
and approves the submission by the Department’s Bond Counsel to the Attorney General of the State, for
his approval, of a transcript of legal proceedings relating to the issuance, sale and delivery of the Bonds.
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Section 2.3--Certification of the Minutes and Records. That the Secretary to the Board hereby is
authorized to certify and authenticate minutes and other records on behalf of the Department for the
Bonds and all other Department activities.

Section 2.4--Approval of Requests for Rating from Rating Agency. That the action of the
Executive Director or Acting Executive Director of the Department or any successor and the
Department’s consultants in seeking a rating from Moody’s Investors Service, Inc. and/or Standard &
Poor’s Ratings Services, a Division of The McGraw-Hill Companies, Inc., is approved, ratified and
confirmed hereby.

Section 2.5--Authority to Invest Proceeds. That the Department is authorized to invest and
reinvest the proceeds of the Bonds and the fees and revenues to be received in connection with the
financing of the Development in accordance with the Indenture and to enter into any agreements relating
thereto only to the extent permitted by the Indenture.

Section 2.6--Underwriter. That the underwriter with respect to the issuance of the Bonds shall be
Citigroup Global Markets Inc.

Section 2.7--Engagement of Other Professionals. That the Executive Director of the Department
or any successor is authorized to engage auditors to perform such functions, audits, yield calculations and
subsequent investigations as necessary or appropriate to comply with the Purchase Contract and the
requirements of Bond Counsel to the Department, provided such engagement is done in accordance with
applicable law of the State.

Section 2.8--Ratifying Other Actions. That all other actions taken by the Executive Director of
the Department and the Department staff in connection with the issuance of the Bonds and the financing
of the Development are hereby ratified and confirmed.

ARTICLE III
CERTAIN FINDINGS AND DETERMINATIONS

Section 3.1--Findings of the Board. That in accordance with Section 2306.223 of the Act and
after the Department’s consideration of the information with respect to the Development and the
information with respect to the proposed financing of the Development by the Department, including but
not limited to the information submitted by the Borrower, independent studies commissioned by the
Department, recommendations of the Department staff and such other information as it deems relevant,
the Board hereby finds:

(a) Need for Housing Development.

(1) that the Development is necessary to provide needed decent, safe, and sanitary
housing at rentals or prices that individuals or families of low and very low income or families of
moderate income can afford,

(i1) that the financing of the Development is a public purpose and will provide a
public benefit, and

(iii)  that the Development will be undertaken within the authority granted by the Act
to the housing finance division and the Borrower.
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(b) Findings with Respect to the Borrower.

(1) that the Borrower, by operating the Development in accordance with the
requirements of the Loan Agreement and Regulatory Agreement, will comply with applicable
local building requirements and will supply well-planned and well-designed housing for
individuals or families of low and very low income or families of moderate income,

(i1) that the Borrower is financially responsible and has entered into a binding
commitment to repay the Mortgage Loan in accordance with its terms, and

(iii) that the Borrower is not, and will not enter into a contract for the Development
with, a housing developer that: (A) is on the Department’s debarred list, including any parts of
that list that are derived from the debarred list of the United States Department of Housing and
Urban Development; (B) breached a contract with a public agency; or (C) misrepresented to a
subcontractor the extent to which the developer has benefited from contracts or financial
assistance that has been awarded by a public agency, including the scope of the developer’s
participation in contracts with the agency and the amount of financial assistance awarded to the
developer by the Department.

(©) Public Purpose and Benefits.

(1) that the Borrower has agreed to operate the Development in accordance with the
Loan Agreement and the Regulatory Agreement, which require, among other things, that the
Development be occupied by individuals and families of low and very low income and families
of moderate income, and

(i1) that the issuance of the Bonds to finance the Development is undertaken within
the authority conferred by the Act and will accomplish a valid public purpose and will provide a
public benefit by assisting individuals and families of low and very low income and families of
moderate income in the State to obtain decent, safe, and sanitary housing by financing the costs of
the Development, thereby helping to maintain a fully adequate supply of sanitary and safe
dwelling accommodations at rents that such individuals and families can afford.

Section 3.2--Determination of Eligible Tenants. That the Board has determined, to the extent
permitted by law and after consideration of such evidence and factors as it deems relevant, the findings of
the staff of the Department, the laws applicable to the Department and the provisions of the Act, that
eligible tenants for the Development shall be (1) individuals and families of low and very low income,
(2) persons with special needs, and (3) families of moderate income, with the income limits as set forth in
the Regulatory Agreement.

Section 3.3--Sufficiency of Mortgage Loan Interest Rate. That the Board hereby finds and
determines that the interest rate on the Mortgage Loan established pursuant to the Loan Agreement will
produce the amounts required, together with other available funds, to pay for the Department’s costs of
operation with respect to the Bonds and the Development and enable the Department to meet its
covenants with and responsibilities to the holders of the Bonds.

Section 3.4--No Gain Allowed. That, in accordance with Section 2306.498 of the Act, no
member of the Board or employee of the Department may purchase any Bond in the secondary open
market for municipal securities.
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Section 3.5--Waiver of Rules. That the Board hereby waives the rules contained in Chapters 33
and 35, Title 10 of the Texas Administrative Code to the extent such rules are inconsistent with the terms
of this Resolution and the bond documents authorized hereunder.

ARTICLE IV
GENERAL PROVISIONS

Section 4.1--Limited Obligations. That the Bonds and the interest thereon shall be special limited
obligations of the Department payable solely from the trust estate created under the Indenture, including
the revenues and funds of the Department pledged under the Indenture to secure payment of the Bonds,
and under no circumstances shall the Bonds be payable from any other revenues, funds, assets or income
of the Department.

Section 4.2--Non-Governmental Obligations. That the Bonds shall not be and do not create or
constitute in any way an obligation, a debt or a liability of the State or create or constitute a pledge, giving
or lending of the faith or credit or taxing power of the State. Each Bond shall contain on its face a
statement to the effect that the State is not obligated to pay the principal thereof or interest thereon and
that neither the faith or credit nor the taxing power of the State is pledged, given or loaned to such
payment.

Section 4.3--Effective Date. That this Resolution shall be in full force and effect from and upon
its adoption.

Section 4.4--Notice of Meeting. Written notice of the date, hour and place of the meeting of the
Board at which this Resolution was considered and of the subject of this Resolution was furnished to the
Secretary of State and posted on the Internet for at least seven (7) days preceding the convening of such
meeting; that during regular office hours a computer terminal located in a place convenient to the public
in the office of the Secretary of State was provided such that the general public could view such posting;
that such meeting was open to the public as required by law at all times during which this Resolution and
the subject matter hereof was discussed, considered and formally acted upon, all as required by the Open
Meetings Act, Chapter 551, Texas Government Code, as amended; and that written notice of the date,
hour and place of the meeting of the Board and of the subject of this Resolution was published in the
Texas Register at least seven (7) days preceding the convening of such meeting, as required by the
Administrative Procedure and Texas Register Act, Chapters 2001 and 2002, Texas Government Code, as
amended. Additionally, all of the materials in the possession of the Department relevant to the subject of
this Resolution were sent to interested persons and organizations, posted on the Department’s website,
made available in hard-copy at the Department, and filed with the Secretary of State for publication by
reference in the Texas Register not later than seven (7) days before the meeting of the Board as required
by Section 2306.032, Texas Government Code, as amended.

[EXECUTION PAGE FOLLOWS]
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PASSED AND APPROVED this 14th day of June, 2007.

[SEAL]

By:_/s/ Elizabeth Anderson
Elizabeth Anderson, Chair

Attest:_/s/ Kevin Hamby
Kevin Hamby, Secretary




EXHIBIT A
DESCRIPTION OF DEVELOPMENT
Owner: Windshire Apartments, L.P., a Texas limited partnership

Development: ~ The Development is a 252-unit multifamily facility to be known as Windshire
Apartments and located at approximately the 4500 block of S. Shaver, Houston, Harris
County, Texas. It will consist of 22 two- and 2 three-story residential apartment
buildings with approximately 260,674 net rentable square feet and an average unit size
of approximately 1,034 square feet. The unit mix will consist of:

52 one-bedroom/one-bath units
112 two-bedroom/two-bath units

80 three-bedroom/two-bath units

9 three-bedroom/two-and-a-half-bath units
252 Total Units

Unit sizes will range from approximately 718 square feet to approximately 1,325
square feet.

Common areas are expected to include a clubhouse, a barbecue area, a playground,
and a swimming pool. All units are expected to have central heating and air
conditioning, carpeting and vinyl tile, ceiling fans, mini-blinds, a dishwasher, a range
and oven, balcony/patio and a garage.
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MULTIFAMILY FINANCE PRODUCTION DIVISION
June 14, 2007
Development Information, Public Input and Board Summary

Windshire Apartments, TDHCA Number 07620

BASIC DEVELOPMENT INFORMATION

Site Address: 4500 Block of South Shaver Road Development #: 07620
City: Houston Region: 6 Population Served: General
County: Harris Zip Code: 77036 Allocation: Urban/Exurban

HOME Set Asides: "1 cHDO | Preservation ! General Purpose/Activity: NC

Bond Issuer: TDHCA

HTC Purpose/Activity: NC=New Construction, ACQ=Acquisition, R=Rehabilitation, NC/ACQ=New Construction and Acquisition,
NC/R=New Construction and Rehabilitation, ACQ/R=Acquisition and Rehabilitation

OWNER AND DEVELOPMENT TEAM

Owner: Windshire Apartments, LP

Owner Contact and Phone William D. Henson (713) 334-5808
Developer: Windshire Developers, L.L.C.

Housing General Contractor: Windshire Contractors, L.L.C

Architect: Mucasey & Associates

Market Analyst: O' Conner & Associates

Syndicator: Boston Capital Corporation

Supportive Services: Texas Inter-Faith Housing Corporation

Consultant: LBK, Ltd.

UNIT/BUILDING INFORMATION

30% 40% 50% 60% Eff 1BR 2BR 3BR 4BR 5BR Total Restricted Units: 252
0 0 0 2652 0 52 112 88 O 0 Market Rate Units: 0
Type of Building: 4 units or more per building Owner/Employee Units: 0
] Duplex || Detached Residence Total Development Units: 252
] Triplex [ Single Room Occupancy Total Development Cost: $28,639,604
] Fourplex (] Transitional Number of Residential Buildings: 24
] Townhome HOME High Total Units: 0

HOME Low Total Units:

Note: If Development Cost =$0, an Underwriting Report has not been completed.

0

FUNDING INFORMATION

Applicant Department

Request Analysis Amort Term Rate
4% Housing Tax Credits with Bonds: $1,198,068 $1,195,903 0 0 0%
TDHCA Bond Allocation Amount: $14,000,000 $14,000,000 35 30 6%
HOME Activity Fund Amount: $0 $0 0 0 0%
HOME CHDO Operating Grant Amount: $0 $0

6/6/2007 07:36 AM
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MULTIFAMILY FINANCE PRODUCTION DIVISION
June 14, 2007
Development Information, Public Input and Board Summary

Windshire Apartments, TDHCA Number 07620

PUBLIC COMMENT SUMMARY

Guide: "O" = Oppose, "S" = Support, "N" = Neutral, "NC" or Blank = No comment

State/Federal Officials with Jurisdiction:

TX Senator: Gallegos, District 6 NC US Representative: Green, District 29, NC
TX Representative: Noriega, District 145 NC US Senator: NC

Local Officials and Other Public Officials:

Mayor/Judge: Bill White, Mayor, City of Houston - NC Resolution of Support from Local Government [ ]

Donald H. Sampley, Assistant Director, City of Houston
[0The proposed project for construction of affordable
rental housing is consistent with the City of Houston's
Consolidated Plan.

Individuals/Businesses: In Support 0 In Opposition 0
Neighborhood Input:

General Summary of Comment:

Public Hearing: The only attendees were members of the Development team.
Number that attended: 6

Number that spoke: 0

Number in support: 6

Number in opposition: 0

Number Neutral: 0

CONDITIONS OF COMMITMENT

Per §49.12(c) of the Qualified Allocation Plan and Rules, all Tax Exempt Bond Development Applications “must provide an executed agreement
with a qualified service provider for the provision of special supportive services that would otherwise not be available for the tenants. The provision
of such services will be included in the Declaration of Land Use Restrictive Covenants (“LURA”).”

Receipt, review, and acceptance prior to closing of a letter from the City verifying that the William P. Hobby Airport Hazard Area designation
identified in the title commitment will not adversely impact the proposed development area.

Receipt, review, and acceptance prior to closing of an opinion from the syndicator's attorney, the Department's bond counsel or the Department's
financial advisor that the transaction as underwritten will qualify for tax credits based upon the bond amount exceeding 50% or more of the
development's aggregate basis.

Should the terms or amounts of the bonds or the terms and rates of the proposed syndication ultimately change the transaction should be
reevaluated to ensure that the development still meets the Department's guidelines for feasibility and an adjustment to the credit/allocation amount
may be warranted.

6/6/2007 07:36 AM
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MULTIFAMILY FINANCE PRODUCTION DIVISION
June 14, 2007
Development Information, Public Input and Board Summary

Windshire Apartments, TDHCA Number 07620

RECOMMENDATION BY THE EXECUTIVE AWARD AND REVIEW ADVISORY COMMITTEE IS BASED ON:

4% Housing Tax Credits: Credit Amount: $1,195,903

Recommendation: Recommend approval of a Housing Tax Credit Allocation not to exceed $1,195,903 annually for ten years, subject
to conditions.

TDHCA Bond Issuance: Bond Amount: $14,000,000

Recommendation: Recommend approval of issuance of $14,000,000 in Tax Exempt Mortgage Revenue Bonds with a variable interest
rate and repayment term of 30 years with a 35 year amortization period, subject to conditions.

HOME Activity Funds: Loan Amount: $0
HOME CHDO Operating Expense Grant: Grant Amount: $0
Recommendation:

6/6/2007 07:36 AM




Windshire Apartments

|S0urces of Funds |

Series 2007 Tax-Exempt Bond Proceeds $ 14,000,000
Tax Credit Proceeds 10,977,161
Deferred Development Fee 2,947,336
GIC Income 246,750
Interim NOI 904,816

Total Sources $ 29,076,063

|Uses of Funds |

Acquisition and Site Work Costs $ 4,557,982
Direct Hard Construction Costs 13,758,689
Indirect Construction Costs (Architectural, Engineering, etc) 2,268,866
Developer Fees and Overhead 3,325,778
Direct Bond Related 282,080
Bond Purchase Costs 588,918
Other Transaction Costs 4,163,750
Real Estate Closing Costs 130,000

Total Uses $ 29,076,063

[ Estimated CostsofIssuanceof theBonds |
|Direct Bond Related |

TDHCA Issuance Fee (.50% of Issuance) $ 70,000
TDHCA Application Fee 11,000
TDHCA Bond Administration Fee (2 years) 28,000
TDHCA Bond Compliance Fee ($40 per unit) 10,080
TDHCA Bond Counsel and Direct Expenses (Note 1) 85,000
TDHCA Financial Advisor and Direct Expenses 25,000
Disclosure Counsel ($5k Pub. Offered, $2.5k Priv. Placed. See Note 1) 5,000
Trustee Fee 9,000
Trustee's Counsel (Note 1) 5,500
Rating Agency 13,500
OS Printing/Mailing 2,000
Attorney General Transcript Fee 9,500
Texas Bond Review Board Application Fee 5,000
Texas Bond Review Board Issuance Fee (.025% of Reservation) 3,500

Total Direct Bond Related $ 282,080

Revised: 6/6/2007 Multifamily Finance Division Page: 1



Windshire Apartments

|B0nd Purchase Costs

LOC Origination Fee & Expenses 171,644
LOC Ongoing Fees 239,774
Bond Amortization Analysis 40,000
Underwriter's Discount 105,000
Underwriter's Expenses 2,500
Underwriter's Counsel 30,000
Total Bond Purchase Costs $ 588,918

|Other Transaction Costs |
Tax Credit Related Costs 90,000
Lease-Up Reserves 200,000
Interest Rate Cap 300,000
Construction Contingency 500,000
Soft Construction Costs 1,967,000
Construction Period Interest 1,085,000
Miscellaneous 21,750
Total Other Transaction Costs $ 4,163,750

[Real Estate Closing Costs |
Title and Recording Costs 130,000
Total Real Estate Costs $ 130,000
Estimated Total Costs of Issuance $ 5,164,748

Costs of issuance of up to two percent (2%) of the principal amount of the Bonds may be paid
from Bond proceeds. Costs of issuance in excess of such two percent must be paid by an equity

contribution of the Borrower.

Note 1: These estimates do not include direct, out-of-pocket expenses (i.e. travel). Actual Bond
Counsel and Disclosure Counsel are based on an hourly rate and the above estimate does not

include on-going administrative fees.

Revised: 6/6/2007

Multifamily Finance Division

Page: 2



TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS
Real Estate Analysis Division
Underwriting Report

REPORT DATE: 06/03/07 PROGRAM: 4% HTC/MRB FILE NUMBER: 07620

DEVELOPMENT

Windshire Apartments

Location: Approximately 4500 block of South Shaver Road Region: 6
City: Houston County: Harris Zip: 77036 [] Qcr DDA
Key Attributes: Multifamily, Family, Urban/Exurban, New Construction

ALLOCATION

REQUEST RECOMMENDATION

TDHCA Program Amount Interest |Amort/Term Amount Interest |JAmort/Term
Private Activity Mortgage Revenue Bonds | $14,000,000 $14,000,000 |Variable 35/30
Housing Tax Credit (Annual) $1,198,068 $1,195,903

The interest rate was underwritten at 6%

CONDITIONS

1 Receipt, review, and acceptance prior to closing of a letter from the City verifying that the WILLIAM P.
HOBBY AIRPORT Hazard Area designation identified in the titte commitment will not adversely impact the
proposed development.

Receipt, review, and acceptance prior to closing of an opinion from the syndicator's attorney, the
Department's bond counsel or the Department'’s financial advisor that the transaction as underwritten
will qualify for tax credits based upon the bond amount exceeding 50% or more of the development's
aggregate basis.

Should the terms or amount of the bonds or the terms and rates of the proposed syndication ultimately
change the transaction should be reevaluated to ensure that the development still meets the
Department's guidelines for feasibility and an adjustment to the credit/allocation amount may be

warranted.
SALIENT ISSUES
TDHCA SET-ASIDES for LURA
Income Limit Rent Limit Number of Units
60% of AMI 60% of AMI 252
PROS CONS
d The development team has extensive d As underwritten, the bond amount is

experience with the LIHTC program and approximately 51% of the aggregate cost; as a
multifamily development. result, the development may be at risk of losing

the 4% credits should there be unanticipated
costs or cost increases.
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PROS continued CONS continued
d The high level of anticipated deferred
developer fee can not be repaid within 10 years
but can be projected to be repaid in 15 years.

PREVIOUS UNDERWRITING REPORTS

No previous reports.

DEVELOPMENT TEAM

OWNERSHIP STRUCTURE

OWNER
Windshire Apartments, L.P.

¢

Managing General Partner Limited Partner

Windshire Development, L.L.C.
William D. Henson

William D. Henson Manager
J. Steve Ford Manager
| 99.99% Ownership
01% Ownership E
Dwayne Henson Investments, Resolution Real JR Mitchell, LLC
Inc. Estate Services, LLC
Member
Member Member 10 % Ownership
45 % Ownership. 45 % Ownership
James R. Mitchell

Pamela G. Henson Pres /Sec- 15% Manager

Shareholder J. Steve Ford :ﬂua:;::g::mr 100% Owner
William D. Henson  VP/Asst. Sec - 35% Cynthia Ford Manager

Shareholder 50% Owrer
Laura Henson VP/Asst Sec - 35%

Shareholder
Cheryl L. Henson VP/Asst. Sec-15%

Shareholder /

Treasurer

20f11
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WINDSHIRE DEVELOPERS, L.L.C. (The Developer)

ORGANIZATIONAL CHART

Windshire Developers, L.L.C.

William D. Henson

J. Steve Ford

Developer Entity (100% ownership)

Manager

Manager

Dwayne Henson Resolution Real Estate JR Mitchell,
Investments, Inc. Services, LLC LLC
i e Lo L)) Member (45% Member (10%
Pamela G. Henson Pres/ Secretary ownership) DWI'IEI'BI"IIP:I'
15% Shareholder .
William D. Hensan VP/Asst. Sec J. Steve Ford Manager James R. Mitchell
35% Shareholder 50% Owner Manager
Laura Henson VP/Asst. Sec . 100% Owner
35% Shareholder Cynthia Ford Manager
Cheryl L. Henson VPITreasurer/ 50% Owner
‘ Asst, Sec
15% Shareholder
CONTACT
Contact:  Wiliam D Henson Phone: 713.334.5808 Fax: 713.334.5614
Email: wd _henson@hotmail.com

KEY PARTICIPANTS

Name Net Assets Liquidity? # of Complete Developments

Windshire Apartments, LP $1,000 $1,000 N/A

Windshire Development, LLC $1,000 $1,000 N/A

Dwayne Henson Investments, Inc $13,152,430 Unclear N/A

William D Henson Confidential 24 LIHTC Developments in Texas
Pamela G Henson Confidential 24 LIHTC Developments in Texas
Laura Henson Confidential 24 LIHTC Developments in Texas
Cheryl L Henson Confidential 24 LIHTC Developments in Texas
Resolution Real Estate Services, LLC | $3,845,000 | $3,820,000 N/A

J Steve Ford Confidential 34 LIHTC Developments in Texas
Cynthia Ford Confidential 34 LIHTC Developments in Texas
JR Mitchell, LLC $1,000 |  $1,000 N/A

James R Mitchell Confidential 3 LIHTC Developments in Texas
1 Liquidity = Current Assets - Current Liabilities

3o0f1l
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IDENTITIES of INTEREST

d The Applicant, Developer, and General Contractor are related entities. These are common
relationships for HTC-funded developments. The Developer is also purchasing a larger site
than will be used for the development.

d The larger portion will be used for the development and the smaller portion will be held by a
related entity and used to construct a detention pond to serve the development. The division
of the larger parcel and transfer into two separate related entities is discussed further in the
acquisition cost section of the report.

PROPOSED SITE

SITE PLAN

07620 Windshire Apartments.xIs,
printed: 6/4/2007

Building Type 3 4 5 6 7 Total
Floors/Stories 2 2 Buildings
Number 5 8 1 2 2 24

BR/BA SF Units Total Units | Total SF
1/1 718 12 24 17,232
1/1 727 2 2 1,454
1/1 765 2 2 1,530
1/1 773 4 4 3,092
1/1 788 2 2 20 15,760
2/2 962 2 10 9,620
2/2 980 2 2 14 13,720
2/2 982 8 7,856
2/2 989 8 7,912
2/2 999 12 11,988
2/2 1,008 2 2 14 14,112
2/2 1,009 4 4,036
2/2 1,025 4 4 28 28,700
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BR/BA SF Units Total Units | Total SF
2/2 1,037 2 2 14 14,518
3/2 1,210 2 20 24,200
3/2 1,234 4 2 36 44,424
3/2 1,239 2 20 24,780
3/2 1,285 2 4 5,140
3/2 1,325 4 8 10,600
Units per Building 22 10 10 10 10 4 10 252 260,674
SITE ISSUES
Total Size: 16.4715 acres Scattered site? Yes No
Flood Zone: Zone X Within 100-yr floodplain? Yes No
Zoning: No Zoning Needs to be re-zoned? Yes . No N/A

TDHCA SITE INSPECTION

Inspector:  Multifamily Finance Production Staff Date:  5/8/2007

Overall Assessment:

|:| Excellent Acceptable |:| Questionable |:| Poor |:| Unacceptable
Surrounding Uses:

North:  Residential/Commercial East: Residential/Commercial

South: College Prep School/vacant land West: Shaver Street/Industrial Facility

HIGHLIGHTS of ENVIRONMENTAL REPORTS

Provider:  The Murillo Company Date:  4/5/2007

Recognized Environmental Concerns (RECs) and Other Concerns:
d The Phase | ESA indicates no recognized environmental concerns.

MARKET HIGHLIGHTS

Provider: O'Connor & Associates Date: 3/29/2007
Contact: Robert O Coe, lI Phone: 713.686.9955 Fax: 713.686.8336
Number of Revisions: 0 Date of Last Applicant Revision: 3/29/2007

Primary Market Area (PMA):  26.80 Square Miles (82.92 Square Miles)

"For the purposes of this report, the subject's primary market area includes those properties within Zip
Codes 77034, 77502, 77504, & 77587: Southmore Road to the north; Preston Road to the east; Interstate
Highway 45, Canniff Road, Leprechan Road, and Almeda Genoa Road to the west; and FM 1959,
Highway 3, Horsepen Bayou, and Space Center Boulevard to the south” (p. 19).

Secondary Market Area (SMA):
The Market Analyst did not use a secondary market area.

PROPOSED, UNDER CONSTRUCTION & UNSTABILIZED COMPARABLE DEVELOPMENTS
PMA SMA
Name e | 0@ | comp Name Fle# | TO@ Comp
Units Units Units  [2s%  Units
Kensington Place 04426 216 216 N/A
INCOME LIMITS
Harris
% AMI 1 Person 2 Persons 3 Persons 4 Persons 5 Persons 6 Persons
60 $25,620 $29,280 $32,940 $36,600 $39,540 $42,480
50f11
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MARKET ANALYST'S PMA DEMAND by UNIT TYPE
Unstabilized
Unit Type I;i;ﬁ;i; DGerrcT)]v;/:; DSrtnhaer: d D;;t;lll d Subject Units|Comparable| Capture Rate
(PMA)
1 BR/ 60% Rent Limit 307 -3 0 304 52 46 32%
2 BR/ 60% Rent Limit 267 -5 0 262 112 96 80%
3 BR/ 60% Rent Limit 283 -5 0 278 88 74 58%
OVERALL DEMAND
HoLasl:agheotlds Household Size | Income Eligible Tenure Demand
PMA DEMAND from TURNOVER
Market Analyst p. 72 00 33,442 92% 30,599 13% 3,900 100% 3,900 65% 2,534
Underwriter 00 33,582 92% 30,728 23% 6,955 56% 3,916 65% 2,545
PMA DEMAND from HOUSEHOLD GROWTH
Market Analyst p. 72 92% 192 13% 24 100% 24 100% 24
Underwriter 92% 181 23% 38 56% 21 100% 21
DEMAND from OTHER SOURCES
Market Analyst p. 71 311
Underwriter 196
INCLUSIVE CAPTURE RATE
Unstabilized | Unstabilized Total Inclusive
Subject Units| Comparable|Comparable| Total Supply| Demand Capture Rate
(PMA) (25% SMA) (W/25% of SMA)
Market Analyst p. 73 252 216 0 468 2,869 16.31%
Underwriter 252 216 0 468 2,762 16.95%

Primary Market Occupancy Rates:

"The occupancy of the comparable rentals included in this study range from 90% to 98%, with an
average occupancy of 92.60%. The average occupancy for comparable apartments in the Primary

market area was reported at 88.73% in the most recent O'Connor Data Apartment Database survey (4th
quarter 2006). According to the survey, occupancy in the primary market area in December 2006 has
increased slightly from the prior quarter. Average occupancy in the primary market area has remained

in the upper to mid 80's, or higher, since September 1995. Based on our analysis of the market,
moderate increases in occupancy are projected for this market" (p. 41).

Absorption Projections:

"Absorption in the Primary market area over the past twelve quarters ending March 2006 totals (80) units.

Absorption has been positive in five of the past twelve quarters. Absorption over the
past three years has averaged +/-(7)units per quarter. Absorption has been limited due to the limited
recent construction, the high existing occupancy, and renters opting for home purchases

due to the low interest rates" (p. 39).

"New construction in or near the subject's neighborhood has been limited over the past 12 - 48 months.
The most recent construction was Kensington Place, a 216-unit Family HTC complex
completed in June 2006 and is currently 88% occupied and 94% pre-leased, which equates to an
average absorption of approximately 24 units per month. Windsor Gardens was completed in
September 2004, and was stabilized within one month of completion. The limited amount of new
product that entered the market in 2000 through 2007 was readily absorbed. Based on our

research, most projects that are constructed in the Greater Houston area typically lease up within 12
months. Pre-leasing should commence prior to the completion of the construction” (p. 39).
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"Considering the strong absorption history of similar properties and the lack of available quality
affordable units in this market, we project that the subject property will lease an average of 20-25 units
per months until achieving stabilized occupancy. We anticipate that the subject property will achieve
stabilized occupancy within six to twelve months following completion” (p. 85).

RENT ANALYSIS (Tenant-Paid Net Rents)

Unit Type (% AMI) Proposed Rent ’\:;(?rﬁnr; Market Rent Und(;(r:\r/]:tlng Savaagrigtver
1BR 718 SF  60% $601 $588 $730 $588 $142
1BR 727SF 60% $601 $588 $740 $588 $152
1BR 765SF  60% $601 $588 $755 $588 $167
1BR 773SF  60% $601 $588 $770 $588 $182
1BR 788SF  60% $601 $588 $775 $588 $187
2BR 962 SF  60% $721 $708 $920 $708 $212
2BR 980 SF  60% $721 $708 $930 $708 $222
2BR 982 SF  60% $721 $708 $930 $708 $222
2BR 989 SF  60% $721 $708 $935 $708 $227
2BR 999 SF  60% $721 $708 $935 $708 $227
2 BR 1,008 SF  60% $721 $708 $940 $708 $232
2 BR 1,009 SF  60% $721 $708 $940 $708 $232
2 BR 1,025 SF  60% $721 $708 $950 $708 $242
2 BR 1,037 SF  60% $721 $708 $960 $708 $252
3 BR 1,210 SF  60% $823 $806 $1,140 $806 $334
3 BR 1,234 SF  60% $823 $806 $1,155 $806 $349
3 BR 1,239 SF 60% $823 $806 $1,155 $806 $349
3 BR 1,285 SF 60% $823 $806 $1,180 $806 $374
3 BR 1,325 SF 60% $823 $806 $1,195 $806 $389

Market Impact:

"Based on the high occupancy levels of the existing properties in the market, along with the strong
recent absorption history, we project that the subject property will have minimal sustained negative
impact upon the existing apartment market. Any negative impact from the subject property should be
of reasonable scope and limited duration” (p. 85).

Comments:

The Department commissioned a market study for the Houston-Baytown-Sugar Land Metropolitan
Statistical Area (MSA). The Department’s market study for the entire MSA does not incorporate demand
from turnover as normally allowed in development specific market studies because in an overall study
the demand from turnover returns to all of the units in the market area. A development specific market
study identifies the demand from turnover as potential demand that can be attracted away from
existing units and to the proposed development (and any other new developments that have not yet
become fully occupied.)

The proposed development is located in the Pasadena/Deer Park submarket within the Houston MSA.
According to the Department market study; there are -38 units of demand for one-bedroom units at the
60% income level; -55 units of demand for two-bedroom units at the 60% income level; and -29 units of
demand for three-bedroom units at the 60% income level (p. llI-825). This information is not consistent
with the subject market study. However, the Market Analyst has met the Department's guidelines and
provides sufficient information on which to base a funding recommendation.
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OPERATING PROFORMA ANALYSIS

Income: Number of Revisions: 0 Date of Last Applicant Revision: N/A

The Applicant's net rents are calculated based upon program gross rent limits less utility allowances for a
similar property in the developer's portfolio located in Katy. The Underwriter calculated the net rents
using the current utility allowances for new properties maintained by the Houston Housing Authority. This
results in a $44K difference between the Underwriter's and Applicant's estimates. The Applicant's
estimates of secondary income and vacancy and collection loss are in line with Department guidelines.
Despite the difference in net rents discussed above, the Applicant's estimate of effective gross income
is within 5% of the Underwriter's estimate. The tenants will be responsible for electric, water, and sewer
costs. The Applicant has indicated that each unit will be metered for water and sewer costs.

Expense: Number of Revisions: 1 Date of Last Applicant Revision: 5/15/2007

The Applicant's total operating expense estimate of $3,923 per unit is within 5% of the Underwriter's
estimate of $3,969 per unit derived the TDHCA database, IREM data, and other sources. However, the
Applicant's estimates of general and administrative expense, repairs and maintenance, and utilities are
each significantly different from the Underwriter's estimates. The Underwriter's utility and water, sewer
and trash estimates have been adjusted to account for the utility structure.

Conclusion:

The Applicant's estimates of effective gross income, total expense, and net operating income are each
within 5% of the Underwriter's estimates. Therefore, the Applicant's Year One proforma is used to
determine the development's debt capacity and debt coverage ratio. The proforma results in a DCR
within the current Department guideline of 1.15 to 1.35.

Feasibility:

The Underwriter's and Applicant's expense to income ratios are below the Department's 65% maximum.
The underwriting 30-year proforma utilizes a 3% annual growth factor forincome and a 4% annual
growth factor for expenses in accordance with current TDHCA guidelines. As noted above, the
Applicant's base year effective gross income, expense and net operating income were utilized resulting
in a debt coverage ratio that remains above 1.15 and continued positive cashflow for the Department's
minimum 15 year period. Therefore, the development can be characterized as feasible.

ACQUISITION INFORMATION

ASSESSED VALUE
Land Only: 21.1 acres $883,135 Tax Year: 2006
Prorata 1 acre: $41,863 Valuation by: Harris CAD
Total Assessed Value:16.4715 A $689,542 Tax Rate: 3.69364

EVIDENCE of PROPERTY CONTROL

Type: Earnest Money Contract and Amendment Acreage: 21.096

Contract Expiration: 7/31/2007 Valid Through Board Date? Yes |:| No

Acquisition Cost: $2,100,000 Other:

Seller:  Polk Crenshaw, LP Related to Development Team? |:| Yes No
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TITLE

Comments:

The title commitment indicates that the property lies within the "area designated and zoned by the City
of Houston as the WILLIAM P. HOBBY AIRPORT Hazard Area and is subject to the restrictions and
regulations imposed by Ordinance No. 70-346, dated March 4, 1970." Receipt, review, and acceptance
of a letter from the City verifying that the WILLIAM P. HOBBY AIRPORT Hazard Area designation will not
adversely impact the proposed development is a condition of this report.

CONSTRUCTION COST ESTIMATE EVALUATION

COST SCHEDULE Number of Revisions: 2 Date of Last Applicant Revision: 5/30/2007
Acquisition Value:

The Applicant has provided an Earnest Money Contract (with Amendment) indicating an acquisition
cost of $2,100,000. However, the Applicant overstated the site acquisition cost by using $2,110,482.
Moreover, the contract price of $2,100,000 is for a larger 20.096-acre parcel. Therefore, the Underwriter
calculated the land cost by multiplying the per acre cost of $99,545 times the actual site acreage of
16.4715 acres to achieve a prorated land value of $1,639,654.

If the Applicant's costs are used in the final evaluation, the sources and uses of funds will be adjusted by
the difference in acquisition costs to ensure that tax credit proceeds are not used to fund the portion of
the site not being used for the subject development.

Off-Site Cost:
The Applicant claimed off-site costs of $30,000 for a detention pond to serve the property.

The Applicant has indicated that the portion of the property being developed with the subject is
located within the City of Houston; however, the remaining portion of the property (4.6241 acres) is
located in the City of Pasadena. The development acreage has been limited to 16.4715 acres in order
in limit the development requirements to those of only one city. However, a detention pond serving the
subject site will be constructed on the adjacent 4.6241 acres. As such, the costs associated with the
construction of the detention pond are ineligible off-site costs. The Applicant provided a third-party
verification of the off-site costs.

Sitework Cost:

The Applicant claimed sitework costs over the Departments maximum guideline of $9,000 per unit and
provided sufficient third party certification through a detailed certified cost estimate by Mark S
Mucasey, AlA to justify these costs. In addition, these costs have been reviewed by the Applicant’s CPA,
Reznick Group, to preliminarily estimate that 100% of the sitework costs will be considered eligible. The
CPA has not specifically indicated that this opinion of eligibility has taken into account the effect of the
IRS Technical Advisory Memorandums on the eligibility of sitework costs but based upon their
experience with the tax credit program it has been assumed that they have done so.

Direct Construction Cost:

The Applicant’s revised direct construction cost estimate is $35K or 0.25% lower than the Underwriter’s
Marshall & Swift Residential Cost Handbook-derived estimate. The Applicant originally included the off-
site cost associated with the construction of the detention pond as an eligible cost; however, upon
request by the Underwriter, the Applicant has reallocated this cost to off-sites.

Contingency & Fees:

The Applicant’s developer fee exceeds 15% of the Applicant’s adjusted eligible basis by $46,000 and
therefore the eligible portion of the Applicant’s developer fee must be reduced by the same amount.
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Conclusion:

The Applicant’s total development cost is within 5% of the Underwriter’s estimate; therefore, the
Applicant’s cost schedule will be used to determine the development’s need for permanent funds and
to calculate eligible basis. An eligible basis of $25,412,302 supports annual tax credits of $1,195,903. This
figure will be compared to the Applicant’s request and the tax credits calculated based on the gap in
need for permanent funds to determine the recommended allocation.

FINANCING STRUCTURE

SOURCES & USES Number of Revisions: 0 Date of Last Applicant Revision: N/A

Issuer: TDHCA

Source: Citibank - Municipal Securities Division Type: Interim to Permanent Bond Financing
Tax-Exempt:  $14,000,000 Interest Rate: 6.00% |:| Fixed Amort: 420 months
Comments:

The Applicant has reserved $15,000,000 in Priority 3 Private Activity Bonds with TDHCA as the issuer.
However, the Applicant and lender have indicated a bond amount of $14,000,000. As a result, the
transaction has been underwritten assuming that the Applicant will receive a bond allocation of
$14,000,000. Moreover, based on the proforma analysis, the development is currently at the
Department's minimum Year One DCR of 1.15, which indicates the development cannot support more
than the underwritten debt amount, assuming the lender's rates and terms.

A permanent loan underwriting rate of 6.00% was used by the Underwriter in the analysis which is the
same rate indicated by the lender. The loan will be structured as a variable rate loan which at the
present time would equal the most recent Securities Industry And Financial Markets Municipal Swap
Index (SIFMA; formerly "BMA") rate of 3.85% plus the stack rate of approximately 1.39% and FNMA’s
traditional cushion of 2.00% would demand an underwriting rate of 7.24% including the cushion
compared to an actual rate 5.24% without the cushion. The Stack is composed of FNMA Guaranty
0.40%; FNMA Servicing 0.40%; FNMA Liquidity 0.15%; Issuer (TDHCA) 0.10%; Trustee approximately $7,000
annually or 0.04%; and remarketing 0.15%.

It is often suggested that the FNMA cushion is overly aggressive in the early years of a transaction since
none of this cushion is part of the real rate experienced by the project which will be in the area of
5.24%. It should also be noted that the SIFMA rate remained below 5% for the last 15 years. While the
trend for this rate has reflected an increase over the last 12 months the moderate term history would
suggest that the SIFMA rate should continue to provide a net interest rate savings to the development
which will allow the deferred developer and contractor fees to be repaid quicker than projected in this
analysis. In addition, the Applicant has indicated that a cap will be purchased to limit the underlying
variable interest rate and the lender's commitment requires a 5 year minimum guarantee.

Source: Boston Capital Type: Syndication
Proceeds: $10,977,161 Syndication Rate: 92% Anticipated HTC: $ 1,193,289
Comments:

During the review process, the Applicant revised the development cost schedule to reflect the
underwriting applicable percentage for April 2007 (3.62%), which resulted in an increase in the eligible
tax credit proceeds. The Applicant raised their tax credit request accordingly. However, the Applicant
did not submit a new syndication commitment. The Underwriter has assumed the terms of the
syndication commitment and the Applicant's revised request. This results in a slightly higher tax credit
equity amount.
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Amount: $1,135,306 Type: GIC/Construction Income

Comments:

The Applicant has estimated $1,193,289 in proceeds during the construction period and interest earning
on the bonds placed in a guaranteed investment contract (GIC) during the construction phase. The
Underwriter has included this amount in deferred developer and contractor fees due to the risk
associated with this source of funds.

Amount: $2,997,965 Type: Deferred Developer Fees

CONCLUSIONS

Recommended Financing Structure:

The Applicant’s total development cost estimate, adjusted for the overstate land value, less the
permanent loan of $14,000,000 indicates the need for $15,110,432 in gap funds. Based on the submitted
syndication terms, a tax credit allocation of $1,642,603 annually would be required to fill this gap in
financing. Of the three possible tax credit allocations, Applicant’s revised request ($1,198,068), the gap-
driven amount ($1,642,603), and eligible basis-derived estimate ($1,195,903), the Applicant’s request of
$1,195,903 is recommended resulting in proceeds of $11,001,207 based on a syndication rate of 92%.

The Underwriter’s recommended financing structure indicates the need for $3,638,398 in additional
permanent funds. Deferred developer and contractor fees in this amount appear to be repayable from
development cashflow within 15 years of stabilized operation. However, this amount is 112% of the
available developer fee; therefore, the remaining amount must be paid through deferral of contactor
fees.

In order to be eligible for 4% tax credits, the tax-exempt bond amount must be equal to or greater the
50% of the aggregate basis of the buildings and land. Based on the Underwriter's estimate, the
$14,000,000 bond amount is approximately 51% to 52% of the development's aggregate basis. If the
actual construction cost are driven higher due to unforeseen costs or cost increases, the Applicant may
be in jeopardy of losing eligibility for the 4% tax credits, which would render the development infeasible.
The Applicant has indicated that they are comfortable with the transaction as structured and they are
confident that the 50% test will be met. However, receipt, review, and acceptance prior to closing of an
opinion from the syndicators attorney, the Department's bond counsel or the Department's financial
adyvisor that the transaction as underwritten will qualify for tax credits based upon the bond amount
exceeding 50% or more of the development's aggregate basis is a condition of this report.

Underwriter: Date: June 3, 2007

Cameron Dorsey

Director of Real Estate Analysis: Date: June 3, 2007

Tom Gouris
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MULTIFAMILY COMPARATIVE ANALYSIS
Windshire Apartments, Houston, 4% HTC/MRB #07620

Type of Unit Number Bedrooms No. of Baths. Size in SF Gross Rent Lmt. Rent Collected Rent per Month Rent per SF Tnt-Pd Util Trash
TC 60% 24 1 1 718 $686 $588 $14,112 $0.82 $98.00 $13.31
TC 60% 2 1 1 727 $686 588 1,176 0.81 98.00 13.31
TC 60% 2 1 1 765 $686 588 1,176 0.77 98.00 13.31
TC 60% 4 1 1 773 $686 588 2,352 0.76 98.00 13.31
TC 60% 20 1 1 788 $686 588 11,760 0.75 98.00 13.31
TC 60% 10 2 2 962 $823 708 7,080 0.74 115.00 13.31
TC 60% 14 2 2 980 $823 708 9,912 0.72 115.00 13.31
TC 60% 8 2 2 982 $823 708 5,664 0.72 115.00 13.31
TC 60% 8 2 2 989 $823 708 5,664 0.72 115.00 13.31
TC 60% 12 2 2 999 $823 708 8,496 0.71 115.00 13.31
TC 60% 14 2 2 1,008 $823 708 9,912 0.70 115.00 13.31
TC 60% 4 2 2 1,009 $823 708 2,832 0.70 115.00 13.31
TC 60% 28 2 2 1,025 $823 708 19,824 0.69 115.00 13.31
TC 60% 14 2 2 1,037 $823 708 9,912 0.68 115.00 13.31
TC 60% 20 3 2 1,210 $951 806 16,120 0.67 145.00 13.31
TC 60% 36 3 2 1,234 $951 806 29,016 0.65 145.00 13.31
TC 60% 20 3 2 1,239 $951 806 16,120 0.65 145.00 13.31
TC 60% 4 3 2 1,285 $951 806 3,224 0.63 145.00 13.31
TC 60% 8 3 25 1,325 $951 806 6,448 0.61 145.00 13.31
TOTAL: 252 AVERAGE: 1,034 $717 $180,800 $0.69 $121.97 $13.31

INCOME Total Net Rentable Sq Ft: 260,674 TDHCA APPLICANT COUNTY IREMREGION ~ COMPT. REGION
POTENTIAL GROSS RENT $2,169,600 $2,213,136 Harris Houston 6
Secondary Income Per Unit Per Month: $15.00 45,360 45,360 $15.00 Per Unit Per Month
Other Support Income: 0 0 $0.00 Per Unit Per Month
POTENTIAL GROSS INCOME $2,214,960 $2,258,496
Vacancy & Collection Loss 9% of Potential Gross Income: -7.50% (166,122)| (169,387), -7.50% of Potential Gross Income
Employee or Other Non-Rental Units or Concessions 0 0
EFFECTIVE GROSS INCOME $2,048,838 $2,089,109
EXPENSES % OF EGI PER UNIT PER SQ FT PER SQ FT PER UNIT % OF EGI

General & Administrative 4.48% $364 0.35 $91,704 $71,500 $0.27 $284 3.42%

Management 5.00% 407 0.39 102,442 104,455 0.40 415 5.00%

Payroll & Payroll Tax 10.76% 875 0.85 220,412 238,620 0.92 947 11.42%

Repairs & Maintenance 4.82% 392 0.38 98,850 131,974 0.51 524 6.32%

Utilities 2.82% 229 0.22 57,696 28,000 0.11 111 1.34%

Water, Sewer, & Trash 2.75% 223 0.22 56,320 40,000 0.15 159 1.91%

Property Insurance 3.60% 293 0.28 73,755 78,200 0.30 310 3.74%

Property Tax 3.69364 9.99% 813 0.79 204,775 201,600 0.77 800 9.65%

Reserve for Replacements 3.07% 250 0.24 63,000 63,000 0.24 250 3.02%

TDHCA Compliance Fees 0.49% 40 0.04 10,080 10,080 0.04 40 0.48%

Other: Support Services 1.03% 84 0.08 21,168 21,168 0.08 84 1.01%

TOTAL EXPENSES 48.82% $3,969 $3.84 $1,000,201 $988,597 $3.79 $3,923 47.32%
NET OPERATING INC 51.18% $4,161 $4.02 $1,048,637 $1,100,512 $4.22 $4,367 52.68%
DEBT SERVICE
First Lien Mortgage 46.75% $3,801 $3.67 $957,919 $952,000 $3.65 $3,778 45.57%
GIC/Construction Income 0.00% $0 $0.00 0 0 $0.00 $0 0.00%
Additional Financing 0.00% $0 $0.00 0 0 $0.00 $0 0.00%
NET CASH FLOW 4.43% $360 $0.35 $90,718 $148,512 $0.57 $589 7.11%
AGGREGATE DEBT COVERAGE RATIO 1.09 1.16
RECOMMENDED DEBT COVERAGE RATIO 1.15
CONSTRUCTION COST

Description Factor % of TOTAL PER UNIT PER SQFT TDHCA APPLICANT PER SQFT PER UNIT % of TOTAL
Acquisition Cost (site or bidg) 571% $6,507 $6.29 $1,639,654 $2,110,482 $8.10 $8,375 7.25%
Off-Sites 0.10% 119 0.12 30,000 30,000 0.12 119 0.10%
Sitework 8.52% 9,712 9.39 2,447,500 2,447,500 9.39 9,712 8.41%
Direct Construction 48.52% 55,311 53.47 13,938,279 13,903,689 53.34 55,173 47.76%
Contingency 3.23% 1.84% 2,103 2.03 530,000 530,000 2.03 2,103 1.82%
Contractor's Fees 13.82% 7.88% 8,987 8.69 2,264,666 2,264,666 8.69 8,987 7.78%
Indirect Construction 3.75% 4,278 4.14 1,078,000 1,078,000 4.14 4,278 3.70%
Ineligible Costs 4.57% 5,205 5.03 1,311,648 1,311,648 5.03 5,205 451%
Developer's Fees 15.00% 11.56% 13,174 12.74 3,319,837 3,360,648 12.89 13,336 11.54%
Interim Financing 6.52% 7,436 7.19 1,873,799 1,873,799 7.19 7,436 6.44%
Reserves 1.02% 1,165 1.13 293,572 200,000 0.77 794 0.69%
TOTAL COST 100.00% $113,996 $110.20 $28,726,955 $29,110,432 $111.67 $115,518 100.00%
Construction Cost Recap 66.77% $76,113 $73.58 $19,180,445 $19,145,855 $73.45 $75,976 65.77%
SOURCES OF FUNDS RECOMMENDED
First Lien Mortgage 48.73% $55,556 $53.71 $14,000,000 $14,000,000 $14,000,000 Developer Fee Available
GIC/Construction Income 3.95% $4,505 $4.36 1,135,306 1,135,306 0 $3,314,648
HTC Syndication Proceeds 38.21% $43,560 $42.11 10,977,161 10,977,161 11,001,207 % of Dev. Fee Deferred
Deferred Developer Fees 10.44% $11,897 $11.50 2,997,965 2,997,965 3,638,398 110%
Additional (Excess) Funds Req'd -1.33% ($1,522) ($1.47) (383,477)| 0 0 15-Yr Cumulative Cash Flow
TOTAL SOURCES $28,726,955 $29,110,432 $28,639,604 $4,710,642
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MULTIFAMILY COMPARATIVE ANALYSIS (continued)
Windshire Apartments, Houston, 4% HTC/MRB #07620

DIRECT CONSTRUCTION COST ESTIMATE

Marshall & Swift Residential Cost Handbook PAYMENT COMPUTATION
Average Quality Multiple Residence Basis

CATEGORY FACTOR | UNITS/SQ FT PER SF AMOUNT Primary $14,000,000 Amort 420
Base Cost | $54.00 |  $14,08,678 Int Rate 6.00% DCR 1.00
Adjustments
Exterior Wall Finish 2.40% $1.30 $338,368 Secondary $1,135,306 Amort
Elderly 0.00% 0.00 0 Int Rate Subtotal DCR 1.09
9-Ft. Ceilings 3.00% 1.62 422,960
Roofing 0.00 0 Additional $10,977,161 Amort
Subfloor (1.24) (321,932) Int Rate Aggregate DCR 1.09
Floor Cover 243 633,438
Breezeways/Balconies $24.01 26,068 2.40 625,762 RECOMMENDED FINANCING STRUCTURE APPLICANT'S NC
Plumbing Fixtures $805 700 2.16 563,500
Rough-ins $400 504 0.77 201,600 Primary Debt Service $957,919
Built-In Appliances $1,850 252 1.79 466,200 Secondary Debt Service 0
Exterior Stairs $1,800 8 0.06 14,400 Additional Debt Service 0
Enclosed Corridors $44.17 0 0.00 0 NET CASH FLOW $142,593
Heating/Cooling 1.90 495,281
Garages/Carports $25.68 52,920 5.21 1,358,986 Primary $14,000,000 Amort 420
Comm &/or Aux Bldgs $63.50 5,019 1.22 318,681 Int Rate 6.00% DCR 115
Other: fire sprinkler $1.95 260,674 1.95 508,314
SUBTOTAL 75.67 19,724,236 Secondary $1,135,306 Amort 0
Current Cost Multiplier 0.98 (1.51) (394,485) Int Rate 0.00% Subtotal DCR 1.15
Local Multiplier 0.89 (8.32) (2,169,666)|
[TOTAL DIRECT CONSTRUCTION COSTS $65.83 $17,160,085 Additional $10,977,161 Amort 0
Plans, specs, survy, bld prm|  3.90% ($2.57) ($669,243), Int Rate 0.00% Aggregate DCR 115
Interim Construction Interes 3.38% (2.22) (579,153)
Contractor's OH & Profit 11.50% (7.57) (1,973,410)
NET DIRECT CONSTRUCTION COSTS $53.47 $13,938,279

OPERATING INCOME & EXPENSE PROFORMA: RECOMMENDED FINANCING STRUCTURE (APPLICANT'S NOI)

INCOME _ at 3.00% YEAR 1 YEAR 2 YEAR 3 YEAR 4 YEAR 5 YEAR 10 YEAR 15 YEAR 20 YEAR 30
POTENTIAL GROSS RENT $2,213,136  $2,279,530 $2,347,916 $2,418,353 $2,490,904 $2,887,641 $3,347,567 $3,880,747 $5,215,400
Secondary Income 45,360 46,721 48,122 49,566 51,053 59,185 68,611 79,539 106,894
Other Support Income: 0 0 0 0 0 0 0 0 0
POTENTIAL GROSS INCOME 2,258,496 2,326,251 2,396,038 2,467,920 2,541,957 2,946,825 3,416,178 3,960,286 5,322,294
Vacancy & Collection Loss (169,387) (174,469) (179,703) (185,094) (190,647) (221,012) (256,213) (297,021) (399,172)
Employee or Other Non-Rental | 0 0 0 0 0 0 0 0 0
EFFECTIVE GROSS INCOME ~ $2,089,109  $2,151,782 $2,216,336 $2,282,826 $2,351,310 $2,725,813 $3,159,965 $3,663,265 $4,923,122

EXPENSES at 4.00%

General & Administrative $71,500 $74,360 $77,334 $80,428 $83,645 $101,767 $123,815 $150,640 $222,984
Management 104,455 107,589 110,816 114,141 117,565 136,290 157,998 183,162 246,155
Payroll & Payroll Tax 238,620 248,165 258,091 268,415 279,152 339,631 413,213 502,736 744,173
Repairs & Maintenance 131,974 137,253 142,743 148,453 154,391 187,840 228,536 278,049 411,581
Utilities 28,000 29,120 30,285 31,496 32,756 39,853 48,487 58,992 87,322
Water, Sewer & Trash 40,000 41,600 43,264 44,995 46,794 56,932 69,267 84,274 124,746
Insurance 78,200 81,328 84,581 87,964 91,483 111,303 135,417 164,756 243,879
Property Tax 201,600 209,664 218,051 226,773 235,843 286,940 349,106 424,741 628,720
Reserve for Replacements 63,000 65,520 68,141 70,866 73,701 89,669 109,096 132,731 196,475
Other 31,248 32,498 33,798 35,150 36,556 44,476 54,111 65,835 97,452
TOTAL EXPENSES $988,597  $1,027,096 $1,067,104 $1,108,680 $1,151,886 $1,394,700 $1,689,045 $2,045,916 $3,003,486
NET OPERATING INCOME $1,100,512  $1,124,686 $1,149,231 $1,174,145 $1,199,424 $1,331,113 $1,470,919 $1,617,349 $1,919,636
DEBT SERVICE
First Lien Financing $957,919 $957,919 $957,919 $957,919 $957,919 $957,919 $957,919 $957,919 $957,919
Second Lien 0 0 0 0 0 0 0 0 0
Other Financing 0 0 0 0 0 0 0 0 0
NET CASH FLOW $142,593 $166,767 $191,313 $216,227 $241,506 $373,195 $513,000 $659,430 $961,717
DEBT COVERAGE RATIO 1.15 1.17 1.20 1.23 1.25 1.39 1.54 1.69 2.00
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HTC ALLOCATION ANALYSIS -Windshire Apartments, Houston, 4% HTC/MRB #07620

APPLICANT'S TDHCA APPLICANT'S TDHCA
TOTAL TOTAL REHAB/NEW REHAB/NEW
CATEGORY AMOUNTS AMOUNTS ELIGIBLE BASIS ELIGIBLE BASIS
Acquisition Cost
Purchase of land | $2,110,482 $1,639,654
Purchase of buildings
Off-Site Improvements $30,000 $30,000
Sitework $2,447,500 $2,447,500 $2,447,500 $2,447,500
Construction Hard Costs $13,903,689 $13,938,279 $13,903,689 $13,938,279
Contractor Fees $2,264,666 $2,264,666 $2,264,666 $2,264,666
Contingencies $530,000 $530,000 $530,000 $530,000
Eligible Indirect Fees $1,078,000 $1,078,000 $1,078,000 $1,078,000
Eligible Financing Fees $1,873,799 $1,873,799 $1,873,799 $1,873,799
All Ineligible Costs $1,311,648 $1,311,648
Developer Fees $3,314,648
Developer Fees $3,360,648 $3,319,837 | $3,319,837
Development Reserves $200,000 $293,5672
TOTAL DEVELOPMENT COSTS $29,110,432 $28,726,955 $25,412,302 $25,452,081
Deduct from Basis:
All grant proceeds used to finance costs in eligible basis
B.M.R. loans used to finance cost in eligible basis
Non-qualified non-recourse financing
Non-qualified portion of higher quality units [42(d)(3)]
Historic Credits (on residential portion only)
TOTAL ELIGIBLE BASIS $25,412,302 $25,452,081
High Cost Area Adjustment 130% 130%
TOTAL ADJUSTED BASIS $33,035,993 $33,087,705
Applicable Fraction 100% 100%
TOTAL QUALIFIED BASIS $33,035,993 $33,087,705
Applicable Percentage 3.62% 3.62%
TOTAL AMOUNT OF TAX CREDITS $1,195,903 $1,197,775
Syndication Proceeds 0.9199 $11,001,207 $11,018,427
Total Tax Credits (Eligible Basis Method)l $1,195,903 I $1,197,775
Syndication Proceeds $11,001,207 $11,018,427
Requested Tax Credits $1,198,068
Syndication Proceeds $11,021,123
Gap of Syndication Proceeds Needed $15,110,432
Total Tax Credits (Gap Method) $1,642,603

TCSheet Version Date 4/11/05tg
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TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS

TAX-EXEMPT MULTIFAMILY HOUSING REVENUE BONDS
WINDSHIRE APARTMENTS, L.P.

PUBLIC HEARING

Library
Garfield Elementary School
10301 Hartsook
Houston, Texas
May 8, 2007
6:41 p.m.

BEFORE:

SHANNON ROTH, Multifamily Housing Specialist
Finance Division, TDHCA

ON THE RECORD REPORTING
(512) 450-0342




PROCEEDINGS

MS. ROTH: Good evening. My name is Shannon
Roth. 1°d like to proceed with the public hearing. Let
the record show that i1t"s 6:41 p.m., Tuesday, May 8, 2007.

We"re at the Garfield Elementary School located at 10301
Hartsook, Houston, Texas.

I*m here to conduct the public hearing on
behalf of the Texas Department of Housing and Community
Affairs with respect to the issuance of tax exempt
multifamily revenue bonds for a residential rental
community.

The hearing i1s required by the Internal Revenue
Code. The sole purpose of this hearing is to provide a
reasonable opportunity for interested individuals to
express their views regarding the development and the
proposed bond issue.

No decision regarding the development will be
made at this hearing. The Department®s Board is scheduled
to meet and to consider this transaction on June 14, 2007.

In addition to providing your comments at this hearing,
the public is also iInvited to provide comment directly to
the Board at any of their meetings.

The Department®s staff will also accept written
comments from the public up to 5:00 p.m. on June 5, 2007.

ON THE RECORD REPORTING
(512) 450-0342




The bonds will be issued as tax exempt
multifamily revenue bonds iIn the aggregate principal
amount not to exceed 15 million. And taxable bonds, if
necessary, in an amount to be determined and issued in one
or more series by the Texas Department of Housing and
Community Affairs, the issuer.

The proceeds of the bonds will be loaned to
Windshire Apartments, L.P., or a related person or
affiliate entity thereof, to finance a portion of the cost
of acquiring, constructing, and equipping a multifamily
rental housing community described as follows: a 252 unit
multifamily residential rental development to be
constructed on approximately 17 acres of land located at
the -- approximately the 4500 block of South Shaver,
Harris County, Texas.

The proposed multifamily rental housing
community will be initially owned and operated by the
borrower, or a related person or affiliate thereof.

I would now like to open the floor to public
comment.

(Pause.)

MS. ROTH: Let the record show there are no
attendees that wish to make public comment.

ON THE RECORD REPORTING
(512) 450-0342




Therefore, the meeting is now adjourned, and
the time 1s 6:42 p.m. Thank you.
(Whereupon, the hearing was concluded.)

CERTIFICATE

IN RE: Windshire Apartments, L.P.
LOCATION: Houston, Texas
DATE: May 8, 2007

I do hereby certify that the foregoing pages,
numbers 1 through 4, inclusive, are the true, accurate,
and complete transcript prepared from the verbal recording
made by electronic recording by Leslie Berridge before the

Texas Department of Housing and Community Affairs.

05/12/2007
(Transcriber) (Date)

On the Record Reporting, Inc.
3307 Northland, Suite 315
Austin, Texas 78731

ON THE RECORD REPORTING
(512) 450-0342




Applicant Evaluation ||

Project ID # 07620 Name: Windshire Apartments City: Houston

LIHTC 9% ] LIHTC 4% HOME [ | BOND HTF [ ] SECO [ ] ESGP[] Other[ ]

[J No Previous Participation in Texas (] Members of the development team have been disbarred by HUD

National Previous Participation Certification Received: N/A [ Yes I No
Noncompliance Reported on National Previous Participation Certification: L] Yes L] No
Portfolio Management and Compliance
. . Projects in Material N li . .
Total # of Projects monitored: 39 rojects n Matetial RoncompHance # in noncompliance: 0
Yes [ ] No
Projects zero to nine: 36 Projects not reported ~ Yes [
grouped ten to nineteen: 2 # monitored with a score less than thirty: 39 in application No
b . . . . .
y score twenty to twenty-nine: 1 # not yet monitored or pending review: 12 # of projects not reported 0
Portfolio Monitoring Single Audit Portfolio Analysis
Not applicable Not applicable Not applicable
Review pending [] Review pending [] No unresolved issues []
No unresolved issues [] No unresolved issues [] Not current on set-ups []
Unresolved issues found [] Issues found regarding late cert [] Not current on draws []
Unresolved issues found that [] Issues found regarding late audit [] Not current on match []
wcarrant dlsquahfilcaélon Unresolved issues found that []
(Comments attached) warrant disqualification
(Comments attached)
Reviewed by Patricia Murphy Date 5/25/2007
Multifamily Finance Production HOME Real Estate Analysis
(Workout)
Not applicable [] Not applicable Not applicable []
Review pending [ Review pending [ Review pending [
No unresolved issues No unresolved issues [] No unresolved issues
Unresolved issues found [ Unresolved issues found [] Unresolved issues found [
Unresolved issues found that | Unresolved issues found that | Unresolved issues found that ||
warrant disqualification warrant disqualification warrant disqualification
(Comments attached) (Comments attached) (Comments attached)
Reviewer Shannon Roth Reviewer Sandy M. Garcia Reviewer D. Burrell
Date 5/25/2007 Date 5/30/2007 Date 5 /25/2007
Community Affairs Office of Colonia Initiatives Financial Administration
No relationship Not applicable No delinquencies found
Review pending [ Review pending [ Delinquencies found [
No unresolved issues [] No unresolved issues []
Unresolved issues found [] Unresolved issues found []
Unresolved issues found that [] Unresolved issues found that []
warrant disqualification warrant disqualification
(Comments attached) (Comments attached)
Reviewer EEF Reviewer Raul Gonzales Reviewer Melissa M. Whitehead
Date 5/29/2007 Date 6 /1 /2007 Date 5 /30/2007
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MULTIFAMILY FINANCE PRODUCTION DIVISION

BOARD ACTION REQUEST
June 14, 2007

Action Item
Presentation, Discussion and Possible Approval of an Inducement Resolution for Multifamily Housing
Revenue Bonds and Authorization for Filing Applications for Private Activity Bond Authority — 2007
Waiting List.

Requested Action

Approve the Inducement Resolution to proceed with application submission to the Texas Bond Review
Board for possible receipt of State Volume Cap issuance authority from the 2007 Private Activity Bond
Program for one (1) application.

Background

Each year, the State of Texas is notified of the allocation amount of private activity tax-exempt revenue
bonds that may be issued within the state. Approximately $402 million is set aside for multifamily until
August 15™ for the 2007 bond program year. TDHCA has a set aside of approximately $88 million
available for new 2007 applications. There is currently no allocation available. If the Board approves
this application, it will be submitted to the Bond Review Board after the sub-ceiling collapse on August
15.

Inducement Resolution 07-015 includes one (1) application that was received on or before May 17,
2007. This application will reserve approximately $15 million in 2007 state volume cap. Upon Board
approval to proceed, the application will be submitted to the Texas Bond Review Board for placement
on the 2007 Waiting List. The Board has previously approved twenty three (23) applications for the
2007 program year. Twenty applications have been submitted to the Bond Review Board.

Costa Del Rey Apartments, App. #07625 — The proposed new construction development will consist of
252 units and will target the general population. It will be located at approximately 11543 South
Gessner Drive, Houston, Harris County. Demographics for the census tract (4234) include AMFI of
$61,843; the total population is 9,245; the percent of the population that is minority is 87.7%; the
number of owner occupied units is 1,901; number of renter occupied units is 1,162; and the number of
vacant units is 134. (Census Information from FFIEC Geocoding for 2007). The Department has
received no letters of support or opposition.

Recommendation

Approve the Inducement Resolution as presented by staff. Staff will present all appropriate information
to the Board for a final determination for the issuance of the bonds and housing tax credits during the
full application process for the bond issuance.

Page 1 of 1



Texas Department of Housing and Community Affairs

2007 Multifamily Private Activity Bond Program - Waiting List

| Application # | Development Information | Units | Bond Amount | Developer Information [ Comments
07625 Costa Del Rey 252 $ 15,000,000 Costa Del Rey, Ltd. Recommend
11543 S. Gessner Road Debra Guerrero
Priority 2 City: Houston General Score = 73 111 Soledad, Suite 1220
County: Harris San Antonio, TX 78205
New Construction (210) 487-7878
Totals for Recommended Applications 252 $ 15,000,000

Printed 6/5/2007 Multifamily Finance Division Page 1 of 1



RESOLUTION NO. 07-015

RESOLUTION DECLARING INTENT TO ISSUE MULTIFAMILY REVENUE
BONDS WITH RESPECT TO RESIDENTIAL RENTAL DEVELOPMENTS;
AUTHORIZING THE FILING OF APPLICATIONS FOR ALLOCATIONS OF
PRIVATE ACTIVITY BONDS WITH THE TEXAS BOND REVIEW BOARD; AND
AUTHORIZING OTHER ACTION RELATED THERETO

WHEREAS, the Texas Department of Housing and Community Affairs (the “Department”) has
been duly created and organized pursuant to and in accordance with the provisions of Chapter 2306,
Texas Government Code, as amended, (the “Act”) for the purpose, among others, of providing a means of
financing the costs of residential ownership, development and rehabilitation that will provide decent, safe,
and affordable living environments for persons and families of low, very low and extremely low income
and families of moderate income (all as defined in the Act); and

WHEREAS, the Act authorizes the Department: (a) to make mortgage loans to housing sponsors
to provide financing for multifamily residential rental housing in the State of Texas (the “State”) intended
to be occupied by persons and families of low, very low and extremely low income and families of
moderate income, as determined by the Department; (b) to issue its revenue bonds, for the purpose,
among others, of obtaining funds to make such loans and provide financing, to establish necessary reserve
funds and to pay administrative and other costs incurred in connection with the issuance of such bonds;
and (c) to pledge all or any part of the revenues, receipts or resources of the Department, including the
revenues and receipts to be received by the Department from such multifamily residential rental
development loans, and to mortgage, pledge or grant security interests in such loans or other property of
the Department in order to secure the payment of the principal or redemption price of and interest on such
bonds; and

WHEREAS, it is proposed that the Department issue its revenue bonds for the purpose of
providing financing for multifamily residential rental developments (each a “Development” and
collectively, the “Developments™) as more fully described in Exhibit A attached hereto. The ownership
of each Development as more fully described in Exhibit A will consist of the ownership entity and its
principals or a related person (each an “Owner” and collectively, the “Owners”) within the meaning of
the Internal Revenue Code of 1986, as amended (the “Code”); and

WHEREAS, each Owner has made not more than 60 days prior to the date hereof, payments with
respect to its respective Development and expects to make additional payments in the future and desires
that it be reimbursed for such payments and other costs associated with each respective Development
from the proceeds of tax-exempt and taxable obligations to be issued by the Department subsequent to the
date hereof; and

WHEREAS, each Owner has indicated its willingness to enter into contractual arrangements with
the Department providing assurance satisfactory to the Department that 100 percent of the units of its
Development will be occupied at all times by eligible tenants, as determined by the Governing Board of
the Department (the “Board”) pursuant to the Act (“Eligible Tenants”), that the other requirements of the
Act and the Department will be satisfied and that its Development will satisfy State law, Section 142(d)
and other applicable Sections of the Code and Treasury Regulations; and

WHEREAS, the Department desires to reimburse each Owner for the costs associated with its
Development listed on Exhibit A attached hereto, but solely from and to the extent, if any, of the proceeds
of tax-exempt and taxable obligations to be issued in one or more series to be issued subsequent to the
date hereof; and



WHEREAS, at the request of each Owner, the Department reasonably expects to incur debt in the
form of tax-exempt and taxable obligations for purposes of paying the costs of each respective
Development described on Exhibit A attached hereto; and

WHEREAS, in connection with the proposed issuance of the Bonds (defined below), the
Department, as issuer of the Bonds, is required to submit for each Development an Application for
Allocation of Private Activity Bonds (the “Application”) with the Texas Bond Review Board (the “Bond
Review Board”) with respect to the tax-exempt Bonds to qualify for the Bond Review Board’s Allocation
Program in connection with the Bond Review Board’s authority to administer the allocation of the
authority of the state to issue private activity bonds; and

WHEREAS, the Board intends that the issuance of Bonds for any particular Development is not
dependent or related to the issuance of Bonds (as defined below) for any other Development and that a
separate Application shall be filed with respect to each Development; and

WHEREAS, the Board has determined to declare its intent to issue its multifamily revenue bonds
for the purpose of providing funds to each Owner to finance its Development on the terms and conditions
hereinafter set forth; NOW, THEREFORE,

BE IT RESOLVED BY THE BOARD THAT:

Section 1--Certain Findings. The Board finds that:

(a) each Development is necessary to provide decent, safe and sanitary housing at rentals that
individuals or families of low and very low income and families of moderate income can afford;

(b) each Owner will supply, in its Development, well-planned and well-designed housing for
individuals or families of low and very low income and families of moderate income;

(©) the financing of each Development is a public purpose and will provide a public benefit;
(d) each Owner is financially responsible; and

(e) each Development will be undertaken within the authority granted by the Act to the
Department and each Owner.

Section 2--Authorization of Issue. The Department declares its intent to issue its Multifamily
Housing Revenue Bonds (the “Bonds”) in amounts estimated to be sufficient to (a) fund a loan or loans to
each Owner to provide financing for its Development in an aggregate principal amount not to exceed
those amounts, corresponding to each respective Development, set forth in Exhibit A; (b) fund a reserve
fund with respect to the Bonds if needed; and (c) pay certain costs incurred in connection with the
issuance of the Bonds. Such Bonds will be issued as qualified residential rental development bonds. Final
approval of the Department to issue the Bonds shall be subject to: (i) the review by the Department’s
credit underwriters for financial feasibility; (ii) review by the Department’s staff and legal counsel of
compliance with federal income tax regulations and state law requirements regarding tenancy in each
Development; (iii) approval by the Bond Review Board, if required; (iv) approval by the Attorney
General of the State of Texas (the “Attorney General”); (v) satisfaction of the Board that each
Development meets the Department’s public policy criteria; and (vi) the ability of the Department to issue
such Bonds in compliance with all federal and state laws applicable to the issuance of such Bonds.

836611
FY 2007 Applications
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Section 3--Terms of Bonds. The proposed Bonds shall be issuable only as fully registered bonds
in authorized denominations to be determined by the Department; shall bear interest at a rate or rates to be
determined by the Department; shall mature at a time to be determined by the Department but in no event
later than 40 years after the date of issuance; and shall be subject to prior redemption upon such terms and
conditions as may be determined by the Department.

Section 4--Reimbursement. The Department reasonably expects to reimburse each Owner for all
costs that have been or will be paid subsequent to the date that is 60 days prior to the date hereof in
connection with the acquisition of real property and construction of its Development and listed on Exhibit
A attached hereto (“Costs of each respective Development”) from the proceeds of the Bonds, in an
amount which is reasonably estimated to be sufficient: (a) to fund a loan to provide financing for the
acquisition and construction or rehabilitation of its Development, including reimbursing each Owner for
all costs that have been or will be paid subsequent to the date that is 60 days prior to the date hereof in
connection with the acquisition and construction or rehabilitation of its Development; (b) to fund any
reserves that may be required for the benefit of the holders of the Bonds; and (¢) to pay certain costs
incurred in connection with the issuance of the Bonds.

Section 5--Principal Amount. Based on representations of each Owner, the Department
reasonably expects that the maximum principal amount of debt issued to reimburse each Owner for the
costs of its respective Development will not exceed the amount set forth in Exhibit A which corresponds
to its Development.

Section 6--Limited Obligations. The Owner may commence with the acquisition and
construction or rehabilitation of its Development, which Development will be in furtherance of the public
purposes of the Department as aforesaid. On or prior to the issuance of the Bonds, each Owner will enter
into a loan agreement on an installment payment basis with the Department under which the Department
will make a loan to the Owner for the purpose of reimbursing each Owner for the costs of its
Development and each Owner will make installment payments sufficient to pay the principal of and any
premium and interest on the applicable Bonds. The proposed Bonds shall be special, limited obligations
of the Department payable solely by the Department from or in connection with its loan or loans to each
Owner to provide financing for the Owner’s Development, and from such other revenues, receipts and
resources of the Department as may be expressly pledged by the Department to secure the payment of the
Bonds.

Section 7--The Development. Substantially all of the proceeds of the Bonds shall be used to
finance the Developments, each of which is to be occupied entirely by Eligible Tenants, as determined by
the Department, and each of which is to be occupied partially by persons and families of low income such
that the requirements of Section 142(d) of the Code are met for the period required by the Code.

Section 8--Payment of Bonds. The payment of the principal of and any premium and interest on
the Bonds shall be made solely from moneys realized from the loan of the proceeds of the Bonds to
reimburse each Owner for costs of its Development.

Section 9--Costs of Development. The Costs of each respective Development may include any
cost of acquiring, constructing, reconstructing, improving, installing and expanding the Development.
Without limiting the generality of the foregoing, the Costs of each respective Development shall
specifically include the cost of the acquisition of all land, rights-of-way, property rights, easements and
interests, the cost of all machinery and equipment, financing charges, inventory, raw materials and other
supplies, research and development costs, interest prior to and during construction and for one year after
completion of construction whether or not capitalized, necessary reserve funds, the cost of estimates and
of engineering and legal services, plans, specifications, surveys, estimates of cost and of revenue, other
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expenses necessary or incident to determining the feasibility and practicability of acquiring, constructing,
reconstructing, improving and expanding the Development, administrative expenses and such other
expenses as may be necessary or incident to the acquisition, construction, reconstruction, improvement
and expansion of the Development, the placing of the Development in operation and that satisfy the Code
and the Act. Each Owner shall be responsible for and pay any costs of its Development incurred by it
prior to issuance of the Bonds and will pay all costs of its Development which are not or cannot be paid or
reimbursed from the proceeds of the Bonds.

Section 10--No Commitment to Issue Bonds. Neither the Owners nor any other party is entitled
to rely on this Resolution as a commitment to issue the Bonds and to loan funds, and the Department
reserves the right not to issue the Bonds either with or without cause and with or without notice, and in
such event the Department shall not be subject to any liability or damages of any nature. Neither the
Owners nor any one claiming by, through or under each Owner shall have any claim against the
Department whatsoever as a result of any decision by the Department not to issue the Bonds.

Section 11--No Indebtedness of Certain Entities. The Board hereby finds, determines, recites and
declares that the Bonds shall not constitute an indebtedness, liability, general, special or moral obligation
or pledge or loan of the faith or credit or taxing power of the State, the Department or any other political
subdivision or municipal or political corporation or governmental unit, nor shall the Bonds ever be
deemed to be an obligation or agreement of any officer, director, agent or employee of the Department in
his or her individual capacity, and none of such persons shall be subject to any personal liability by reason
of the issuance of the Bonds.

Section 12--Conditions Precedent. The issuance of the Bonds following final approval by the
Board shall be further subject to, among other things: (a) the execution by each Owner and the
Department of contractual arrangements providing assurance satisfactory to the Department that 100
percent of the units for each Development will be occupied at all times by Eligible Tenants, that all other
requirements of the Act will be satisfied and that each Development will satisfy the requirements of
Section 142(d) of the Code (except for portions to be financed with taxable bonds); (b) the receipt of an
opinion from Vinson & Elkins L.L.P. or other nationally recognized bond counsel acceptable to the
Department, substantially to the effect that the interest on the tax-exempt Bonds is excludable from gross
income for federal income tax purposes under existing law; and (c) receipt of the approval of the Bond
Review Board, if required, and the Attorney General.

Section 13--Certain Findings. The Board hereby finds, determines, recites and declares that the
issuance of the Bonds to provide financing for each Development will promote the public purposes set
forth in the Act, including, without limitation, assisting persons and families of low and very low income
and families of moderate income to obtain decent, safe and sanitary housing at rentals they can afford.

Section 14--Authorization to Proceed. The Board hereby authorizes staff, Bond Counsel and
other consultants to proceed with preparation of each Development’s necessary review and legal
documentation for the filing of an Application for the 2007 program year and the issuance of the Bonds,
subject to satisfaction of the conditions specified in Section 2(i) and (ii) hereof. The Board further
authorizes staff, Bond Counsel and other consultants to re-submit an Application that was withdrawn by
an Owner so long as the Application is re-submitted within the current or following program year.

Section 15--Related Persons. The Department acknowledges that financing of all or any part of
each Development may be undertaken by any company or partnership that is a “related person” to the
respective Owner within the meaning of the Code and applicable regulations promulgated pursuant
thereto, including any entity controlled by or affiliated with the respective Owner.
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Section 16--Declaration of Official Intent. This Resolution constitutes the Department’s official
intent for expenditures on Costs of each respective Development which will be reimbursed out of the
issuance of the Bonds within the meaning of Sections 1.142-4(b) and 1.150-2, Title 26, Code of Federal
Regulations, as amended, and applicable rulings of the Internal Revenue Service thereunder, to the end
that the Bonds issued to reimburse Costs of each respective Development may qualify for the exemption
provisions of Section 142 of the Code, and that the interest on the Bonds (except for any taxable Bonds)
will therefore be excludable from the gross incomes of the holders thereof under the provisions of Section
103(a)(1) of the Code.

Section 17--Authorization of Certain Actions. The Department hereby authorizes the filing of
and directs the filing of each Application in such form presented to the Board with the Bond Review
Board and each director of the Board are hereby severally authorized and directed to execute each
Application on behalf of the Department and to cause the same to be filed with the Bond Review Board.

Section 18--Effective Date. This Resolution shall be in full force and effect from and upon its
adoption.

Section 19--Books and Records. The Board hereby directs this Resolution to be made a part of
the Department’s books and records that are available for inspection by the general public.

Section 20--Notice of Meeting. Written notice of the date, hour and place of the meeting of the
Board at which this Resolution was considered and of the subject of this Resolution was furnished to the
Secretary of State of the State of Texas (the “Secretary of State”) and posted on the Internet for at least
seven (7) days preceding the convening of such meeting; that during regular office hours a computer
terminal located in a place convenient to the public in the office of the Secretary of State was provided
such that the general public could view such posting; that such meeting was open to the public as required
by law at all times during which this Resolution and the subject matter hereof was discussed, considered
and formally acted upon, all as required by the Open Meetings Act, Chapter 551, Texas Government
Code, as amended; and that written notice of the date, hour and place of the meeting of the Board and of
the subject of this Resolution was published in the Texas Register at least seven (7) days preceding the
convening of such meeting, as required by the Administrative Procedure and Texas Register Act,
Chapters 2001 and 2002, Texas Government Code, as amended. Additionally, all of the materials in the
possession of the Department relevant to the subject of this Resolution were sent to interested persons and
organizations, posted on the Department’s website, made available in hard-copy at the Department, and
filed with the Secretary of State for publication by reference in the Texas Register not later than seven (7)
days before the meeting of the Board as required by Section 2306.032, Texas Government Code, as
amended.
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PASSED AND APPROVED this 4th day of June, 2007.

[SEAL]
By:__/s/ Elizabeth Anderson

Elizabeth Anderson, Chair

Attest:_/s/ Kevin Hamby
Kevin Hamby, Secretary
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EXHIBIT “A”

Description of each Owner and its Development

Project Name Owner Principals Amount Not to Exceed
Costa Del Rey Costa Del Rey, Ltd., to be The General $15,000,000
formed, or other entity Partner will be
NRP Costa Del

Rey, LLC, to be
formed, or other
entity, the
principals of which
will be J. David
Heller and/or Alan
F. Scott and/or T.
Richard Bailey, Jr.

Costs: (i) acquisition of real property located at approximately 11523, 11527 and 11543 South Gessner Drive,
Houston, Harris County, Texas; and (ii) the construction thereon of an approximately 252-unit multifamily
residential rental housing development, in the amount not to exceed $15,000,000.




TEXAS DEPARTMENT OF HOUSING & COMMUNITY AFFAIRS
MULTIFAMILY FINANCE DIVISION
PREQUALIFICATION ANALYSIS

Costa Del Rey, Houston, TDHCA #07625, Priority 2

Unit Mix and Rent Schedule

Uses of Funds/Project Costs

Unit Type | Beds/Bath | #Units |  Rents [ Unit Size S.F.] Rent/S.F. [ Costs [ PerUnit | PerSF. | Percent
60% AMI  1BD/IBA 12 8 597 789 0.76] |Acquisition $ 2,249,864 $ 8,928 § 8.04 0.08
60% AMI  2BD/2BA 132§ 722 1,009 0.72 |Off-sites 0 0 0.00 0.00
60% AMI  3BD/2BA 9% $ 827 1,235 0.67 Subtotal Site Costs $ 2,249,864 $ 8,928 § 8.04 0.08
60% AMI  4BD/2BA 12 3 914 1,551 0.59| |[Sitework 2,268,000 9,000 8.10 0.08
0.00 Direct Construction Costs 14,532,000 57,667 51.93 0.50
0.00 General Requirements (6%) 1,008,000 4,000 3.60 0.03
0.00 Contractor's Overhead (2%) 336,000 1,333 1.20 0.01
0.00 Contractor's Profit (6%) 1,008,000 4,000 3.60 0.03
0.00 Construction Contingency 574,560 2,280 2.05 0.02
0.00 Subtotal Construction $19,726,560 $ 78,280 $ 70.50 0.68
0.00 Indirect Construction 1,209,300 4,799 432 0.04
0.00 Developer's Fee 3,297,000 13,083 11.78 0.11
0.00 Financing 2,274,221 9,025 8.13 0.08
0.00 Reserves 267,000 1,060 0.95 0.01
Totals 252] $2,313,936 279,828| $ 0.69 Subtotal Other Costs $ 7,047,521 $ 27,966 $ 25 $ 0
Averages $ 765 1,110 Total Uses $29,023945 $§ 115174 § 103.72 1.00
Applicant - Sources of Funds TDHCA - Sources of Funds
Net Sale Applicable Net Sale Applicable
Source I Proceeds Price Percentage Source I Proceeds Price Percentage
Tax Credits $10,719,337 $0.80 3.55% Tax Credits $10,719,337 $0.80 3.55%
Source 11 Proceeds Rate Amort Annual D/S Source II Proceeds Rate Amort Annual D/S
Bond Proceeds $ 15,000,000 6.00% 30| $1,079,191 Bond Proceeds $ 13,007,035 6.00% 301 $ 935,805
Source 111 Proceeds | % Deferred | Remaining Source 111 Proceeds | % Deferred | Remaining
Deferred Developer Fee | $ 3,126,826 94.8% $170,174 Deferred Developer Fee $ 2,637,600 80.0%| $ 659,400
Source IV Proceeds Description Annual D/S Source IV Proceeds Description Annual D/S
Other $ 250,782 |GIC Income $ - Other $ 250,782 $ -
Total Sources $29,096,945 $1,079,191 Total Sources $ 29,023,945 $ 935,805

Applicant - Operating Proforma/Debt Coverage

TDHCA - Operating Proforma/Debt Coverage

Per S.F. Per Unit Per S.F. Per Unit

Potential Gross Income $2,313,936 $8.27 Potential Gross Income $2,313,936 $8.27

Other Income & Loss 45,360 0.16 180 Other Income & Loss 45,360 0.16 180

Vacancy & Collection 7.30% 172,296 0.62 684 Vacancy & Collection 7.50% (176,947) -0.63 =702
Effective Gross Income $2,531,592 9.05 10,046 Effective Gross Income 2,182,349 7.80 8,660
Total Operating Expenses $1,106,280 $3.95 $4,390 Total Operating Expenses 50.7% $1,106,280 $3.95 $4,390
Net Operating Income $1,425312 $5.09 $5,656 Net Operating Income $1,076,069 $3.85 $4,270
Debt Service 1,079,191 3.86 4,283 Debt Service 935,805 3.34 3,714
Net Cash Flow $346,121 $1.24 $1,373 Net Cash Flow $140,264 $0.50 $557
Debt Coverage Ratio Debt Coverage Ratio
TDHCA/TSAHC Fees $0 $0.00 $0 TDHCA/TSAHC Fees $0.00 $0
Net Cash Flow $346,121 $1.24 $1,373 Net Cash Flow $140,264 $0.50 $557
DCR after TDHCA Fees DCR after TDHCA Fees
Break-even Rents/S.F. 0.65 Break-even Rents/S.F. 0.61
Break-even Occupancy 94.45% Break-even Occupancy 88.25%

Applicant - Annual Operating Expenses Staff Notes/Comments
L Per S.F. Per Unit Other expenses include support service contract fees and compliance fees.

General & Administrative Expenses $75,600 0.27 300

Management Fees 105,840 0.38 420

Payroll, Payroll Tax & Employee Exp. 239,400 0.86 950

Maintenance/Repairs 163,800 0.59 650

Utilities 100,800 0.36 400

Property Insurance 75,600 0.27 300

Property Taxes 252,000 0.90 1000

Replacement Reserves 63,000 0.23 250

Other Expenses 30,240 0.11 120
Total Expenses $1,106,280 $3.95 $4,390

Revised: 6/4/2007 Multifamily Finance Division Page 1 of 1
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TEXAS HOMEOWNERSHIP DIVISION

BOARD ACTION REQUEST
June 14, 2007

Action Items

Presentation, Discussion and Possible approval of a contract amendment with Countrywide Home Loans,
Inc., “Countrywide” to reflect reduced Guarantee Fee between the Department and Fannie Mae and
Freddie Mac. Countrywide serves as Master Servicer for the Single Family Mortgage Revenue Bond
Program.

Required Action

Approve or deny a contract amendment with the Department’s Master Servicer, Countrywide Home
Loans, Inc.

Background and Recommendations

Summary

From 1980 to 1990, TDHCA serviced loans associated with the issuance of the single family bond
program. In 1990, TDHCA began moving away from directly servicing these loans by using a Master
Servicer in conjunction with several lenders throughout the State of Texas. These loans are now pooled
into certificates and securitized by Governmental National Mortgage Association (Ginnie Mae) and
Federal National Mortgage Association (Fannie Mae). At present, approximately 92% of TDHCA’s
entire mortgage portfolio is non-conventional loans and 8% are conventional loans. The non-
conventional loans are securitized by Ginnie Mae and the conventional loans are securitized by Fannie
Mae. TDHCA currently has no conventional loans securitized by Freddie Mac although it is permitted to
do so under existing bond documents. Both Fannie Mae and Freddie Mac have similar underwriting
criteria thus allowing any conventional loan to be securitized by either Fannie Mae or Freddie Mac.
Fannie Mae and Freddie Mac cannot securitize a non-conventional loan underwritten with Ginnie Mae
criteria. HFAs nationwide have begun to see a movement toward conventional loans due to favorable
changes for borrowers that both Fannie Mae and Freddie Mac have made to their underwriting criteria.
Over the past 10 months, 30% of TDHCA’s new loans have been conventional.

Fannie Mae and Freddie Mac recently offered to reduce the Guarantee Fee they charge if TDHCA
establishes a set amount of conventional loans to securitize conventional mortgage loans with Fannie Mae
and Freddie Mac. As a result, the TDHCA Board authorized the Executive Director to enter in
agreements with both Fannie Mae and Freddie Mac at its April 12, 2007 meeting. In order to receive the
benefit of the Guarantee Fee reduction an amendment to the Master Servicer contract must be executed.
Approval of the amendment will result in an increase in the servicing release premium received by the
Department on all loans purchased under current and future mortgage revenue bond programs.

Recommendation

Staff requests approval of a contract amendment with Countrywide Home Loans, Inc. to reflect reduced
Guarantee Fees between the Department and Fannie Mae and Freddie Mac.




TEXAS HOMEOWNERSHIP DIVISION

BOARD ACTION REQUEST
JUNE 14, 2007

Action Item

Presentation, Discussion and Possible Approval of the Participating Lender List for Single Family
Mortgage Revenue Bond (MRB) Program 69.

Required Action

Approve or deny the Participating Lender List for Program 69.

Background

Summary

Invitations to originate mortgage loans were recently sent out to existing program lenders and to lenders
that have recently expressed an interest in participating in MRB Program 69. Although lenders are
allowed to sign up to participate at any time throughout the year, additional documents must be executed
with each program release. To date, 44 lending institutions have signed up to participate with branch
offices located statewide. Requirements for becoming a lender under the program include the following
criteria: approval as a FHA, VA, RHS, Fannie Mae or Freddie Mac approved lender, a minimum net
worth of $400,000, a warehouse line of credit of at least $1 million and the lender must have had a loan
origination office in Texas for one year.

In an effort to create a well trained and knowledgeable participating lender network, mandatory lender
training was implemented with the release of this program for lenders desiring to have their contact
information listed on the program’s participating lender list. A series of lender trainings were conducted
in several cities across the state from May 14™ — 17™. Internet based trainings are also being offered by
the program’s Master Servicer from June 5™ — 21% for those lenders unable to attend the live trainings. To
date, over 400 participants who staff the 44 institutions branch offices have attended or have registered
for the web trainings. We recommend that the following list of lenders be approved by the Board.

LENDER NAME ADDRESS CITY STATE
Amarillo National Bank 7205 1-40 West, Suite G Amarillo TX
Amcap Mortgage, Ltd. 2539 S. Gessner, Ste. 20 Houston X
American Bank 5120 South Padre Island Drive Corpus Christi X
American Home Mortgage Corp. 7142 Columbia Gateway Dr. Columbia MD
Capital One, N.A. 11130 Industriplex Blvd. Baton Rouge LA
City Bank Mortgage 5815 82nd St., Ste. 120 Lubbock X
Coastal Bend Mortgage, Inc. dba

Global Mortgage Group 5656 South Staples, Ste. 200 Corpus Christi X
Colonial Savings, F.A./Colonial

National Mortgage 2626A West Freeway Fort Worth X
*Community Development

Corporation of Brownsville 901 East Levee St. Brownsville X
Cornerstone Mortgage Company 1177 West Loop South, Ste 200 Houston TX
Countrywide Home Loans, Inc. 6400 Legacy Dr. MS PTX 80 Plano X
CTX Mortgage Co. 1603 LBJ Freeway, Ste 500 Dallas X
DHI Mortgage Co., Ltd. 12357 Riata Trace Pkwy C-150 Austin TX
Falcon International Bank 212 Bob Bullock Loop Laredo X



LENDER NAME ADDRESS CITY STATE
First Horizon Home Loan Corporation 4000 Horizon Way Irving X
First National Bank Texas dba First

Community Mortgage 2102 S. WS Young Drive, Ste E Killeen X
Hammersmith Financial, LP 7850 N. Sam Houston Pkwy West Houston X
Home Loan Corporation 450 Gears Rd., Ste. 600 Houston X
Hometrust Mortgage Company 5353 W. Alabama, Ste. 500 Houston X
International Bank of Commerce 1 S. Broadway McAllen X
Judith O. Smith Mtg. Group, Inc. 6125 1-20, Ste 140 Fort Worth X
Legacy Financial Group, Inc. 1205 W. Abram Street Arlington TX
Market Street Mortgage Corp. 2650 McCormick Dr., Ste. 200 Clearwater FL
Mission Mortgage of Texas, Inc. 901 South Mopac Expwy, Ste. 120 Austin X
Network Funding, LP 9700 Richmond Ave., Ste 320 Houston X
National Bank 4103 E. Cen Tex Expwy. Killeen TX
National City Mortgage 3232 Newmark Drive Miamisburg OH
New South Federal Savings Bank 1900 Crestwood Blvd., MS 30830 Birmingham AL
NTFN, Inc. 5301 Village Creek Dr., Ste. B Plano X
Orange Savings Bank 812 N. 16th Street Orange X
PrimeWest Mortgage Corp. 7806 Indiana Ave. Lubbock TX
Pulaski Mortgage Company 1705 Forest Ridge Dr. Bedford TX
Residential Home Lending 105 Decker Ct.,, Ste 1050 Irving TX
Rocky Mountain Mortgage Co. 2244 Trawood, Ste. 100 El Paso X
Ryland Mortgage Company 6300 Canoga Ave., 14" F1/ Woodland Hills CA
Shelter Mortgage LLC (Subsidiary of

Guaranty Bank - Milwaukee, WI) 4000 W. Brown Deer Road Milwaukee WI
Universal American Mortgage Co. 311 Park Place Blvd., Ste. 600 Clearwater FL
Valley Mortgage Company, Inc. 1319 N. 10th St. McAllen X
Wachovia Mortgage Corp. 401 S. Tryon St. NC-1088 Ste. 2200 Charlotte NC
Wells Fargo Home Mortgage 1595 Spruce Street MAC X0601-015 Riverside CA
Whitney National Bank 7910 Main Street Houma LA
Willow Bend Mortgage 5800 W. Plano Pkwy., Ste. 105 Plano TX
WR Starkey Mortgage, LLP 5055 W. Park Blvd., Ste. 300 Plano TX

*Lender has outstanding program performance issues with the Portfolio Management and Compliance
Division. Pending resolution, the lender will be allowed to originate mortgage loans under Single Family
Mortgage Revenue Bond Program 69.

Recommendation
Staff recommends approval of the Participating Lender List for Single Family Mortgage Revenue Bond
Program 69.




HOME DIVISION

BOARD ACTION REQUEST
June 14, 2007

Action Item

Presentation, discussion and possible approval of HOME Division award recommendation for
disaster relief for Starr County in the amount of $514,800.

Required Action

Approval of 2006 HOME Owner Occupied Housing Assistance Program award recommendation
for disaster relief for Starr County in the amount of $514,800.

Background

On September 13, 2006, heavy rainfall and flooding hit Starr County. TDHCA assisted in the
Preliminary Damage Assessments (PDA’s) conducted by the Governor’s Division of Emergency
Management (GDEM) during September 15, 2006 through September 19, 2006. Although the
area was not declared a State disaster area, on September 20, 2006, TDHCA received a letter
from Governor Rick Perry recognizing that a disaster had occurred and requested that the
Department make available any assistance to the citizens of Starr County for which the county
may be eligible under emergency conditions. On September 26, 2006, the Department notified
Starr County officials of the Department’s HOME Program. Technical assistance for completing
and submitting an application was also offered. The following application was received and
processed. The application has been thoroughly reviewed for eligibility. Section 2306.057, Texas
Government Code, requires an assessment of the applicant and any affiliate of the applicant be
conducted to identify the history with respect to all applicable requirements. The organizational
structure of this applicant has been reviewed by the Department and the review did not identify
any issues that would warrant disqualification or material noncompliance. Starr County is
recommended for funding under the 2006 HOME Program rules and the award is in accordance
with 10 TAC Chapter 1 §1.19, Deobligated Funds, adopted by the Board on April 12, 2007.

Project Funds Admin. Funds
Application # | Applicant Name Requested and Requested and # of Units
Recommended Recommended Proposed
2006-0221 DR Starr County $ 495,000.00 $ 19,800.00 10
Total $ 495,000.00 $ 19,800.00 10
Recommendation

Staff recommends the HOME Program application be awarded. Staff also requests and
recommends approval of 4% of project funds for program administration.




COMMUNITY AFFAIRS DIVISION
BOARD ACTION REQUEST
June 14, 2007

Action Item

Presentation, review, and possible approval of the draft Program Year (PY) 2008 Low
Income Home Energy Assistance Program (LIHEAP) State Plan for posting to the

TDHCA website and Public Comment. _

Required Action

Review and approval from the Board of the draft PY 2008 LIHEAP State Plan.

Background

The Texas Department of Housing and Community Affairs (the Department) develops and
submits a Low Income Home Energy Assistance Program (LIHEAP) plan each year on or
before September 1 to the U.S. Department of Health and Human Services (HHS). HHS
provides a model plan to guide. the format and content, which the Department follows. The
Department develops the plan, with review and comment by Energy Assistance (EA) staff,
the Community Affairs Division Director, Legal Services, the Financial Services Division,
and Exccutive. The draft approved by the Board today will be released for public
comment and a public hearing. The public hearing provides opportunity for comments
from the public as well as the subrecipient network. Upon completion of the public
hearing and public comment period, EA staff modifies the plan based on public comment.
- Staff will present the revised plan to the Board for review and final approval on July 30, or
August 9, 2007. Staff recommends that if the Department does not receive significant
public comment, the Board grant the Executive Director the authority to submit the State
Plan to the U.S. Department of Health and Human Services.

Summary of Programs

LIHEAP is comprised of two primary programs as desctibed below.

Comprehensive Energy Assistance Program (CEAP) provides utility assistance to eligible
client households.  Additionally, some households can qualify for repair and/or
replacement of inefficient heating and cooling unit or appliances in their household. An
applicant seeking utility assistance applies to the CEAP subrecipient for assistance. The
- subrecipient determines income-eligibility, prioritizes status (this includes a review of
billing history to determine energy burden and consumption), and determines which CEAP
component is most appropriate for that eligible applicant. There are currently 50
subrecipient agencies that administer the CEAP program.

Subrecipients utilize the LIHEAP Weatherization (WAP) funding to provide cost effective
weatherization measures to improve the energy efficiency of eligible client households.
Typical weatherization measures include attic and wall insulation, weather-stripping and



air sealing measures, heating and cooling unit repair and/or replacement, refrigerator
replacement, and minor roof repair. Potential WAP client households apply for assistance
with the WAP subrecipient. The subrecipient determines if the household is income-
eligible and whether they meet one or more of the priority groups. Typically, if the
applicant is determined eligible, the applicant is placed on a waiting list. Statewide the
weatherization waiting list exceeds 14,000 households.

As scheduling allows, the subrecipient conducts an energy assessment on the applicant’s
home and results are entered into an energy audit to determine if weatherization measures
are appropriate. If the applicant is still income eligible, the subrecipient weatherizes the

~client’s” home. The weatherization work typically is performed by an ihdependent

contractor procured through competition and with whom the subrecipient has contracted.
There are currently 34 subrecipient agencies that administer the WAP program.

In keeping with the intent of the LIHEAP Legislation, subrecipients are primarily
Community Action Agencies who administer the Community Services Block Grant
(CSBG) programs. Occasionally, nonprofits, and units of local governments have been
added to the network in order to ensure efficient and effective delivery of services to all
areas of the state.

Thirty-ohe subrecipients administer CEAP and WAP funding.
Eighteen subrecipients administer CEAP funding only,
Three subrecipients administer WAP funding only.

The Department assisted over 104,000 households in PY 2006 with LIHEAP funding
(weatherization final reports due 5/31/2007 will increase the total).

Highlights of the Plan

- »* The format of the plan follows the “model plan” as provided by LIHEAP.

> Eligibility determination is still at 125% of Federal Poverty Income Guidelines.

Funding Formula

TDHCA determines the budget allocation proportions by county and subrecipient, based
on poverty income, elderly poverty, local available services, median household income
(2000 U.S. Census), and climate data (Southern Regional Climate Center, Louisiana State
University, June2002). The five factors used in the formula are calculated as follows:

Fund Allocation Factors - Percentage
Households in poverty with at least 1 member 64 years of age or younger. 40
Households in poverty with at least one member 65 years of age or older. 40
Household density as an inverse ratio. 5
Median income of the county. 5
Weather factor based on heating degree days and cooling degrée days. 10

All demographic factors are based on the 2000 U.S. Census.



Recommendation

Staff recommends board approval of the State of Texas draft PY 2008 LIHEAP State Plan.
In the event that the Department does not receive significant public comment, the Board
grant the Executive Director the authority to submit the State Plan to the U.S. Department

of Health and Human Services. -







LOW INCOME HOME ENERGY ASSISTANCE PROGRAM
(LIHEAP)

DETAILED PLAN

PUBLIC LAW 97-35, AS AMENDED

FISCAL YEAR (FY) 2008

GRANTEE: TEXAS DEPARTMENT OF HOUSING AND COMMUNITY
AFFAIRS

EIN: 17426105429

ADDRESS: P.O. Box 13941
Austin, TX 78711-3941

NAME OF LIHEAP COORDINATOR:...Amy Oehler

EMAIL: amy.oehler@tdhca.state.tx.us

TELEPHONE: (512) 475-3864 FAX: (512) 475-3935

PLEASE CHECK ONE: TRIBE[ | STATE[X] INSULAR AREA [_]

Department of Health and Human Services
Administration for Children and Families
Office of Community Services
Washington, DC 20447

August 1987, revised 05/92, 02/95, 03/96, 12/98, 11/01
OMB Approval No. 0970-0075
Expiration Date: 10/31/2008

THE PAPERWORK REDUCTION ACT OF 1995 (Pub. L. 104-13)

Use of this model plan is optional. However, the information requested is required in order to receive a Low Income
Home Energy Assistance Program (LIHEAP) grant in years in which the grantee is not permitted to file an
abbreviated plan. Public reporting burden for this collection of information is estimated to average 1 hour per
response, including the time for reviewing instructions, gathering and maintaining the data needed, and reviewing
the collection of information. An agency may not conduct or sponsor, and a person is not required to respond to, a
collection of information unless it displays a currently valid OMB control number.

OMB Approval No. 0970-0075 Page 1 of 21
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GRANTEE: TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS/ FFY 2008

Assurances

The Texas Department of Housing & Community Affairs agrees to:
(Grantee Name)

(1) use the funds available under this title to--
(A) conduct outreach activities and provide assistance to low income households in
meeting their home energy costs, particularly those with the lowest incomes that pay a high
proportion of household income for home energy, consistent with paragraph (5);
(B) intervene in energy crisis situations;
(C) provide low-cost residential weatherization and other cost-effective energy-related
home repair; and
(D) plan, develop, and administer the State's program under this title including leveraging
programs,

and the State agrees not to use such funds for any purposes other than those specified in this title;

(2) make payments under this title only with respect to--

(A) households in which one or more individuals are receiving--
(1) assistance under the State program funded under part A of title IV of the Social
Security Act;
(i1) supplemental security income payments under title XVI of the Social Security
Act;
(iii) food stamps under the Food Stamp Act of 1977; or
(iv) payments under section 415, 521, 541, or 542 of title 38, United States Code,
or under section 306 of the Veterans' and Survivors' Pension Improvement Act of
1978; or

(B) households with incomes which do not exceed the greater of—
(i) an amount equal to 150 percent of the poverty level for such State; or
(ii) an amount equal to 60 percent of the State median income;

except that a State may not exclude a household from eligibility in a fiscal year solely on
the basis of household income if such income is less than 110 percent of the poverty level
for such State, but the State may give priority to those households with the highest home
energy costs or needs in relation to household income.

(3) conduct outreach activities designed to assure that eligible households, especially households
with elderly individuals or disabled individuals, or both, and households with high home energy
burdens, are made aware of the assistance available under this title, and any similar energy-
related assistance available under subtitle B of title VI (relating to community services block
grant program) or under any other provision of law which carries out programs which were
administered under the Economic Opportunity Act of 1964 before the date of the enactment of
this Act;

(4) coordinate its activities under this title with similar and related programs administered by the
Federal Government and such State, particularly low-income energy-related programs under
subtitle B of title VI (relating to community services block grant program), under the
supplemental security income program, under part A of title IV of the Social Security Act, under
title XX of the Social Security Act, under the low-income weatherization assistance program

TX-LIHEAP Plan2008draft.doc Page 3 of 21



GRANTEE: TEXAS DEPARTMENT OF HOUSING AND COMMUNITY AFFAIRS/ FFY 2008
under title IV of the Energy Conservation and Production Act, or under any other provision of
law which carries out programs which were administered under the Economic Opportunity Act
of 1964 before the date of the enactment of this Act;

(5) provide, in a timely manner, that the highest level of assistance will be furnished to those
households which have the lowest incomes and the highest energy costs or needs in relation to
income, taking into account family size, except that the State may not differentiate in
implementing this section between the households described in clauses 2(A) and 2(B) of this
subsection;

(6) to the extent it is necessary to designate local administrative agencies in order to car