District of Columbia Housing Finance Agency
815 Florida Avenue, NW Washington, DC 20001-3017

August 5, 2008

Dear Development Partners:

It is with great pleasure that I inform you that H.R. 3221, the Housing and Economic Recovery Act, has
now become law. As many of you already know, this federal measure represents a tremendous
opportunity to both improve the efficiency and increase the capacity of affordable housing development
in the District of Columbia, while also opening the possibility for the District’s housing agencies to play a
key role in responding to the foreclosure crisis. It goes without saying that the relief envisioned by the
new law could not have come at a better time.

The national credit and foreclosure crises have cumulatively threatened to stall our efforts to bring more
affordable housing to the District. Now, the District of Columbia Housing Finance Agency is in an even
stronger position to counter those threats due to the additional $101,240,858 that the law adds to the
District’s existing $262,095,000 private activity bond volume cap allocation for 2008. This increase in
the District’s available Mortgage Revenue Bond allocation coincides with a $0.20 per capita increase to
Low Income Housing Tax Credits (“LIHTC”) for this year and next year. Still, these are only a few of
the new funding avenues that will be made available in the District of Columbia as a result of the recent
enactment.

Another $4 billion in funds has been allocated to states and municipalities to assist with the purchase and
rehabilitation of foreclosure properties, as well as an additional $180 million for states to use to improve
access to housing counseling programs. The Act also establishes an affordable housing trust fund that will
reserve 90% of its revenue for multifamily units. Therefore, I encourage you to take a look at the District
specific summary of the Act that is included with this letter.

HR 3221 will also enable the District to improve the efficiency of the funding process by implementing
parity between the regulations governing Mortgage Revenue Bonds and LIHTC. In addition, the Act
increases the FHA/Fannie Mae/Freddie Mac conforming loan limit to $625,000, as of January 1, 20009.

Over the next few months, those charged with implementing the new law will be working hard to craft
procedures for putting the measure into action. Count on the District of Columbia Housing Finance
Agency to keep you informed of each new development.

As always, we applaud your commitment to making affordable housing available in the District of
Columbia and look forward to our continued relationship.

Sincerely,
. 4
e 7 /

Hary D. Sewell
Executive Director

Phone: 202-777-1600 Fax: 202-986-6705 www.dchfa.org" "800
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|. INTRODUCTION

On July 30, 2008, President Bush signed into law the Housing and Economic
Recovery Act of 2008. The more than 600-page long bill contains a series of provisions
that enact significant changes to existing federal housing programs, establish the creation
of anew federal housing agency, and implement a series of new programs aimed at
affordable housing and foreclosure relief. The purpose of this summary, however, isto
isolate those provisions that impact the District of Columbia’s affordable housing
community and to provide a synopsis of the projected impact. Accordingly, what follows
isasynopsis of the most important changes wrought by the Housing and Economic

Recovery Act for the District of Columbia.



Il. SX ADDITIONAL FEDERAL FUNDING SOURCES TO M EET THE DISTRICT'S
AFFORDABLE HOUSING GOALS

A. Temporary Housing Bond Volume Cap I ncrease Quick Facts

Federal Dollars Allocated: $10.92 Billion
District’s Anticipated Portion:  Another $101,240,858 to 2008 volume cap of $262,095,000
Time Restrictions: One-time 2008 Allocation; Carry forward through 2010 only

As part of the Housing and Economic Recovery Act, the Federal Government has
allocated approximately $11,000,000,000 in tax-exempt housing bond authority to
increase each state’s volume cap for calendar year 2008. Each State’sincreaseis
approximately 38.6% of its original volume cap and, thus, the District of Columbia stands
to receive an additional $101,240,858. Thisone-time increasein volume cap occurs only
in 2008.

Though the grant of additional bond authority islimited to 2008, it can be carried
forward through 2010 and, therefore, may be used to generate single-family or
multifamily bond proceeds in 2008, 2009, or 2010.

B. Low Income Housing Tax Credit Volume Cap Increase Quick Facts

Federal Dollars Allocated: Additional $0.20 per capita or 10% increase to small state cap
District’'s Anticipated Portion:  Another $232,500 to 2008 LIHTC cap of $2,325,000
Time Restrictions: Increase applies only to years 2008 and 2009

In both calendar year 2008 and calendar year 2009, the Housing and Economic
Recovery Act mandates an increase in the state ceilings on Low Income Housing Tax
Credits ("LIHTC”) by adding another 20 cents to the existing per capita amount for each
year. For the District of Columbia, the end result of thistemporary increasein 2008 is
another $232,500, making $2,557,500 the estimated total amount of available LIHTC for
theyear. The estimated LIHTC availablein 2009 is still being determined.

1 Any use of theincreased cap for single-family bonds is conditioned, however, upon the requirement that the bonds
be redeemed from unused proceeds within 12 months of the issuance date. Therefore, the 42-month period
applicable to single-family bonds issued under the ordinary volume cap does not apply to authority produced by the
one-timeincrease.



C. Neighborhood Stabilization Funding Quick Facts

Federal Dollars Allocated: _ $ 3.92 Billion

District’s Anticipated Portion:  Greater than or equal to $19.6 million (up to $31.9 Million)?

Timing Restrictions: Funds must be used by District within 18 months of receipt

Use Restrictions: All funds must be used on households with incomes less than
or equal to 120% of Area Median Income (“AMI”), $118,800;
At least 25% of the funds must be used to target households
with incomes less than or equal to 30% of AMI, $29,700.

The Housing and Economic Recovery Act allocates approximately $4 Billionin
Neighborhood Stabilization funds to be used by states to establish funding mechanisms
for either:

the purchase and redevel opment of foreclosed upon or abandoned single-
family homes;

the purchase and rehabilitation of multifamily properties that have been
abandoned or foreclosed upon;

the establishment of land banks for foreclosed homes;

the demolition of worn-down structures; or
the redevelopment of demolished or vacant properties.

Under the Act, each state must receive at least $19.6 millionin neighborhood
stabilization funding, with additional money being awarded based on a pre-established
criteria. According to the Center for American Progress Fund’ s analysis of the District
of Columbiain relation to the criteria, a more accurate estimate of the District’saward is
approximately $31.9 million. The District will have 18 months to use the funds after
receipt. In distributing the funds, the District must also give priority consideration to
projects in areas with the greatest percentage of foreclosures, the highest percentage of

subprime mortgages, and any areamost likely at risk for increased foreclosures.

All neighborhood stabilization funds must be used to assist households with incomes
less than or equal to $118,800, 120% of the District’sAMI. At least 25% of the funds
must be used to target househol ds with incomes less than or equal to 30% of the AMI,
$29,700.

2 The Center for American Progress, one of the principal advocates of the funding program, has conducted a state-
by-state analysis of awards based on the criteria contained in the passed bill. Their estimate of the District’s actual
award amount is the bracketed figure.




D. Capital Magnet Fund Quick Facts

Federal Dollars Allocated: Estimated $99 million in fiscal year 2010

District’s Anticipated Portion:  Federal Grants Released to Eligible Recipients

Anticipated Availability Date Not Until October 1, 2010

Eligible Class of Recipients Community Development Financia Institutions (“CDFI”); A
Nonprofit that has either the development or the management
of affordable housing as one of its principal purposes.

Time Restrictions: Unless grants are committed for use within 2 years, they will
revert back to the fund

The Capital Magnet Fund will be used by the Treasury Department to implement a
competitive grant programto attract private capital to the development, preservation or
rehabilitation of affordable housing for extremely low-income, very low-income and |ow
income families. In addition, the funds will be made available to provide economic
activities or community services facilities, including day care centers, workforce

development centers and health careclinics.

Grantees may include Treasury-certified community development financial
Institutions or nonprofits involved in the development or management of affordable

housing.

The Capital Magnet Fund is a permanent trust fund with a dedicated source of
funding from a 4.2 basis point fee paid by Fannie Mae and Freddie Mac on all new
mortgage loan purchases. Thirty-five percent of the generated fees will be transferred to

the Treasury to fund the Capital Magnet Fund, starting in 2010.

E. Affordable Housing Trust Fund Quick Facts

Federal Dollars Allocated: Estimated $186 million in fiscal year 2010

District’s Anticipated Portion: To be determined

Anticipated Availability Date Not Until October 1, 2010

Eligible Recipients: Non & For-Profit Developers; Single Family
Purchasers

Use Restrictions: State must allocate at least 90% of the funds to

multifamily rentals; All funds must be used to
assist households with incomes less than or equal
to 50% of AMI, $49,500; At least 75% of funds
must be used to target households with incomes
less than or equal to 30% of AMI, $29,700




The Affordable Housing Trust Fund created by Housing Recovery Actisa
permanent trust fund to assist with:
the production, preservation, and rehabilitation of rental housing,
the funding of rental housing operating costs; or
the production, preservation and rehabilitation of housing for homeownership
for very or extremely low-income first-time buyers, including down payment
assistance, closing cost assistance, and assistance for interest rate buy-downs.
Ninety percent of the funds received by a state under the Affordable Housing Trust
Fund must be dedicated to multifamily rentals. All Affordable Housing Trust Fund
monies must be used to assist low-income households with incomes not greater than 50
percent of Area Median Income. In addition, at least 75 percent of the funds must be
used to assist households with incomes not greater than 30 percent of AreaMedian
Income. Spending on homeownership activities cannot exceed 10 percent of the total
state allotment. Like the Capital Magnet Fund, The Affordable Housing Trust Fund hasa
dedi cated source of funding from a 4.2 basis point fee paid by Fannie Mae and Freddie
Mac on all new mortgage loans purchases. Sixty-five percent of the generated fees will
be transferred to HUD to fund the Housing Trust Fund.®

F. Housing_; Counseling Grants Quick Facts

Federal Dollars Allocated: $180 million
District’s Anticipated Portion: Federal Grants Released to Eligible Recipients
Anticipated Availability Date Before September 30, 2008

$180 million is set aside for the National Revitalization Corporation to use, by
September 30, 2008, in devel oping foreclosure mitigation strategies. At least $30 million
of the allocated funds must be distributed as grants to housing counselors or attorneys
providing foreclosure or delinquency assistance to homeowners. At least 15 percent of
those counseling funds must be directed to counseling organizations whose counseling
services target minorities or low-income homeowners or who provide counseling in a

neighborhood with high concentrations of minorities or low-income homeowners.

3 However, none of the fees paid by Fannie Mae or Freddie Mac or grants awarded under the fund will be counted
toward Fannie Mae or Freddie Mac’s affordabl e housing goals or each entity’ sobligation to serve underserved
markets.



[1l.  IMPACT ONTHE DISTRICT SSNGLE-FAMILY PROGRAMS CHART

SINGLE-FAMILY CHANGE

IMPACT

Temporary Use of Mortgage
Revenue Bonds to Refinance
Subprime Home L oans

Through 2010, an issuer may elect to use mortgage revenue
bonds to refinance any adjustable-rate, single-family mortgage
made between December 31, 2001 and January 1, 2008. Any
Bond issuer that elects to implement a refinancing program will
be required to determine the borrower’s eligibility based on the
following standard: “will the failure to refinance the loan cause
the borrower afinancial hardship?’

FHA Ban on Seller-
Financed Down Payment
Programs

Effective October 1, 2008, the FHA will no longer insure
mortgages that involve a seller-funded downpayment assistance
program. Thus, the provision prohibits the use of downpayment
assistance programs funded by anyone who has a financia
interest in the sale.

Establishment of
Temporary First-Time
Homebuyer “Tax Credit”

In the event that the District of Columbia First-Time
Homebuyer Tax Credit is not renewed by Congress,* a District
taxpayer who purchases a principal residence between April 9,
2008 and July 1, 2009 and has an income of $75,000 or less
($150,000 if filing jointly),® will be eligible to receive atax
credit equal to 10% of the home's cost or a maximum of $7500.
The tax credit essentially operates like an interest-free loan.
Accordingly, the Internal Revenue Serviceis required to
annually recapture 6.67% of the credit from the taxpayer over
15 years. Inthe event that the taxpayer sells the home prior to
the end of the 15 year-period, any remainder isimmediately
recaptured upon the sale.

Confor ming/Per manent
Loan Limitsfor FHA,
FannieMae, & FreddieMac

Asof January 1, 2009, the Fannie Mae/Freddie Mac conforming
loan limit and the FHA permanent loan limit for District
Properties will increase to $625,000.

* The Federal first-time homebuyer credit includes a provision specifically excluding from its eligibility any District
resident that may claim afirst-time purchase tax credit under 26 U.S.C. §1400(c). However, the 1400(c) Tax Credit
expired December 31, 2007. Recently, the House of Representatives passed |legislation renewing the credit, but as
of the writing of this summary—August 1, 2008—the Senate had not approved the measure.

® The credit phases out at incomes of $95,000 for single filers and $170,000 for joint filers. In addition, the credit is
limited to individuals who have not owned properties within the three years preceding the purchase.




I11. ALTERNATIVE MINIMUM TAX CHANGES

Financing M echanism Permanently Applicability Period
Excluded from
Alter native Minimum
Tax?

Single-Family & Multifamily Yes Bonds issued after July 30,
Housing Bonds 2008, excluding any
refunding of a bond issued
prior to enactment.

Low Income Housing Tax Credits Credits May be used to | Buildings placed in service
Offset Alternative after December 31, 2007
Minimum Tax

Qualified Veterans Mortgage Bonds Yes Bonds issued after July 30,
2008

In addition to permanently excluding the above bonds from Alternative Minimum
Tax calculations, the Housing and Economic Recovery Act of 2008 also prevents the
indirect inclusion of housing bonds into a corporation’s calculation of aternative
minimum tax by excluding tax-exempt housing bonds from the general rule that a
corporation must include 75% of income from tax-exempt bonds in the company’s

adjusted current earnings.

V. PARITY BETWEEN THE HOUSING BOND AND LIHTC REGULATIONS

The Act implements four new regulations designed to improve parity between the

regulations governing Low Income Housing Tax Credits and Housing Bonds:

1. Effectiveimmediately, Housing Bonds can now be used to finance single-room
occupancy units,

2. The determination of area median gross income for any year after 2008 will
not be less than the area median gross income for the previous year.

3. For any housing bond financed building that also receives a low-income
housing tax credit under section 42, the next availabl e unit rule will applyon
the basis of individual buildings rather than to multi-building projects.

4. Asisaready the casefor LIHTC projects, a unit financed by bonds will not
fail to be aqualified unit because it is occupied by a student if one of the
following criteriais satisfied:




the student is receiving assistance under title IV of the Social Security Act,
the Job Traning Partnership Act, or asimilar Federal, State, or local law; or
the full-time students are married and file ajoint return; or

the full-time student is a single parent with children and is not the
dependent of another taxpayer.
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