TAX CREDIT APPLICATION PACKAGE SUPPLEMENT

HOUSING DEVELOPMENT FUND

- If applying for Low Income Housing Tax Creddsd a Housing Development Fund Loan,
please review the attached which describes theiklgpevelopment Fund program.

- Please note, when there is a conflict betweem.dnelncome Housing Tax Credit program
and the Housing Development Fund program, the nesstictive rule, regulation, and/or
requirement will apply.

- Any questions concerning the Housing Developnikemd application process should be
directed to the Housing Development Section, bynghat (302) 739-4263, by fax at (302)
739-1118, by mail at Delaware State Housing Autkipii8 The Green, Dover, Delaware
19901 or by e-maikindy@destatehousing.com




TAX CREDIT APPLICATION PACKAGE SUPPLEMENT
HOUSING DEVELOPMENT FUND

Delaware State Housing Authority
State Of Delaware

PURPOSE

The purpose of the Housing Development Fund (HBR) iprovide affordable decent, safe
and sanitary housing to responsible very low-, land moderate-income households.

PROGRAM DESCRIPTION

This program is designed to primarily provide midtmily rental financing. Types of
developments that will be considered include, loetret limited to, the acquisition and/or
rehabilitation of existing housing, the adaptivese of non-residential buildings, and new
construction.

The Project and Neighborhood Standards (attached)des guidance as to the level of
detail required to demonstrate to the State treptbposed development meets the purpose
of the HDF.

Because the HDF has limited funds, the developest shemonstrate that other potential
sources of funding have been explored to ensutaltbddDF is used only to the extent
necessary.

ASSISTANCE AVAILABLE

Funds will be available for construction loans @t Biterest and permanent loans at 1%
interest. Permanent loan interest may be defelepdnding on the development's cash flow.
Interest rates and repayment schedules of loahgsvihfluenced by the income mix of the
persons to be served, as well as the financialliyabf the development.

CRITERIA FOR SELECTION

Major criteria, which will be considered in judgitize soundness of a proposal and
determining its merits are as, listed below andtrbasaddressed in the application. A
development must satisfy at leaste of these criteria to be funded.

1. Priority will be placed on developments bemagitvery low/low/moderate-income
people, as defined from time to time by the Delangtate Housing Authority (DSHA).
See income limits in this application. The peraddime for which it is assured that the
units will be inhabited by very low/low/moderatezome households is an important
consideration in determining if this criteria isteut in any event shall not be less than
20 years.



2. Itis important to provide housing opporturstia neighborhoods where there is currently
little very low/low/moderate-income housing.

3. Rehabilitation of substandard rental housirayiling moderately priced units. The
applicant must assure that the units will remaiailable and affordable to very
low/low/moderate-income families for an extendedqzeof time.



DETERMINATION FOR LOAN APPROVAL AND AMOUNT

The following specific items will be taken into deration when determining the merits of an
application:

10.

11.

12.

13.

14.

15.

Key Issues

Organization's past performance.

Community comments.

Demonstrated need for development.

Suitability of development location.

Cost efficiency of the development.

Amount of loan per unit serving very low/lombderate-income persons.
Length of payback period.

Position of the loan and how it is securedyterof repayment.

Source of permanent financing (if appropriate)

Percentage of total development cost fulyedDF.

Cash and noncash equity participation gélbper.

Evidence that alternate sources of finapbewve been utilized/exhausted.

Evidence that housing will be provided @ghborhoods where there is little very
low/low/moderate income housing available.

Extent to which proposal will assist initalization of deteriorating neighborhood.

Extent to which current Housing Developniamd loans are in good standing.

It will be the responsibility of the applicant ttearly address the above-stated criteria in omler t
be considered for a loan. The loan applicatiotunhes further explanation of what must be
addressed on these points. Developments thabfadequately address these items will not be
considered for funding.



MINIMUM ELIGIBILITY REQUIREMENTS

- For developments using Tax Credits, DSHA requin@s & minimum amount of net
equity raised be contributed to the developmenéeddimg on current market conditions.
However, DSHA reserves the right to deny DSHA fitiag where proposed net equity to
the development is below current market standalit. equity is defined as all equity
raised for the development less syndication fegmsad by the syndicator and
allowances by DSHA (see Note 2 on Page 6 for Tadi€monitoring fee requirement
and other allowances).

- It will be the responsibility of the developer whieasing units to very low/low/
moderate-income families to insure that the rerédsapproved by the Delaware State
Housing Authority and that all rent increases dgitime period of the regulatory
agreement also be so approved.

- Property owners on rental developments must agrestdin their housing as rental
housing for at least 20 years or the duration efitlan(s), whichever is longer.

- The developer will be responsible for following thepartment of Housing and Urban
Development's guidelines as it relates to tendatation. If relocation is a part of the
development, Developers mugintact DSHA for consultation prior to application
submission. DSHA will assist the developer in reog all necessary relocation
information.

- For developments involving Tax Credits and usingFHDancing, DSHA requires a
tenant income mix, with rents appropriately affdri@a as follows: 20% of units rented to
families at or below 50% of area median incoméatgublished rent limits for 50% of
median income tenants; and 80% of units rentedrtolies at or below 60% of area
median income at the published rent limits for 66Pmedian income tenants, unless
otherwise approved by DSHA. Developments targdbmger tenant incomes, other than
described above, must provide financing from offmenrces. NOTE: If a developer fee
pledge is to be utilized to fill a funding gap, more than 50%f the developer fee may
be used. Developments using Rural Developmenegirdjased subsidies will be exempt
from the above requirements.

- Developments proposed to be financed with tax-exengrtgage revenue bonds (MRB)
receiving Private Activity Volume Cap and requegtinnding from the Housing
Development Fundnustapply to DSHA during DSHA's annual Tax Credit apgion
round for 9% credits. However, DSHA reserves thktito waive this requirement at its
sole discretion. To the extent that saevelopment does not receive 9% credits, DSHA
will consider providing HDF funding under the falMang, but not limited to, conditions:




1. DSHA will not provide funds for an MRB deal gteathan DSHA otherwise would have
provided if the development received 9% credits.

2. DSHA will fund no more than the proportionatecamt of units below 60% of median
income. In other words, if 30% of the units aré@% of median income, DSHA wiill
provide no more than 30% of the financing.

3. DSHA reserves the right, in all cases, to limit #meount of funds available from the
HDF.

- If DSHA elects to use HOME Program funds in a depsient, it may be necessary to
adjust development rents to meet the requiremdnteedHOME Program.

DSHA will limit its total construction/permanerihéncing to $ 2.75 million

APPLICATION PROCESS

- DSHA Tax Credit Applications may be used for Hogsidevelopment Fund requests
and are available from and must be returned tdavizsre State Housing Authority,
Development Section, 18 The Green, Dover, Delad8801. Three complete copies of
all documents must be provided. All sets shoulkhaiginal signatures.

- The applicant must complete all applicable questamd supply all documents that are
requested in the application form. All documentsraquired, even if applicants have
submitted similar documents to DSHA in the past financial statements). Failure to
do so may result in the application form being medd to the applicant for completion.
Final review of the application will occur only aftthe application is complete and all
necessary documentation is provided. DSHA reseghegght to waive certain
documentation it deems not of critical importanaeldan approval.

- The application is designed to be sufficiently coef@nsive and precise to address all
information necessary for a responsible fundingsiec. However, the Delaware State
Housing Authority and the Council on Housing reseitve right to ask for additional
information during the review process should ideemed necessary.

- DSHA staff will be available to assist the developethe application proces®©nce it is
determined that an application is complete, reviaaluding action by the Council on
Housing, will take approximately two months to fanonths, depending on the number
of applications currently under review. Applicantdl be notified of the date of Council
review so that they may be present to answer quressthat may arise during the review.

- An application fee is required at the time of sutsran for allffunding requests. The fee
structure is as follows:



Application Fee: $1,000 (Non-refundable)

Commitment Fee: 1% of the greater approved loaruaimbdevelopment has different
construction and permanent amounts (payable irafudbnstruction loan closing). Such fee
shall be deemed as earned by DSHA upon loan apdrgthe Council on Housing. This fee
may also be financed as part of the developmeit$.cos

- Applicants will be notified in writing as to theggiosition of their funding requests. In
the case of funding awards, the commitment lettétsenumerate the documents that
will be required for the initial and final closing®Normally, initial closing can be
scheduled within four to six weeks of the commitirletter, assuming all necessary
documents of the applicant are provided.

NOTE 1: Should HDF funds be used in conjunction with HOMEestment Partnerships
Program funding, DSHA will charge an additional &e$1,000.00.

NOTE 2: DSHA charges a non-financeable $500 one-timeupirfee on all Tax Credit eligible
units for performing the service of compliance ntonng. This fee must be paid prior to the
Tax Credit allocation. DSHA will allow the fee be funded from proceeds raised from the
syndication of Tax Credits to the extent the prdseexceed DSHA's minimum requiredt

equity contribution for financing. Should equigised exceed the combined: minimum equity
requirement, investor legal/accounting fees, 1%calion/carryover fees and monitoring fee
amounts, such excess may be used to fund inveSbiAErequired operating reserves upon
consent of DSHA. Equity available beyond the afoeationed uses must be contributed toward
the DSHA-approved project costs of the developmehich would reduce the amount of HDF
financing. DSHA requires an operating reserveuated at four months of operating expenses,
including debt service. If acquisition/rehabtiiten, operating reserve escrow is established at
construction closing unless otherwise approved 8¥B.

DSHA requires, at a minimum 15%, of net equityedibe contributed at construction closing.

Equity raised from the syndication of Tax Creditgymotbe used to target lower income
households in the development's financing structuwerever, other non-DSHA related financial
sources may be used.

NOTE 3: DSHA requires that the following documents bbrsiited to its offices in Dover by
the date established by the Council on Housing Resn: (1) copy of title binder and copies of
all listed restrictions or easements; additionallyy new easements with accompanying legal
descriptions must be submitted; (2) land surveypl(&ns/specifications; (4) subdivision plan, if
applicable; (5) site plan; (6) organizational doewmts of the ownership entity and the general
partner or managing member, as appropriate; (TYiftEtion of all members of the
development team, i.e. bonding company, insuraoogeany, architect, engineer, surveyor,
attorneys, general contractor, management agemsuttant, etc. Failure to submit all
documents may result in borrower using non-prajespburces to meet the IRS 1@penditure
requirementDocuments must be in a settlement ready formanstaction closing will not be



scheduled until DSHA is satisfied with the comptetes and accuracy of submitted documents.

NOTE 4: Payment and performance bonds are requiredIfooastruction activities. Letters of
credit are not acceptable.

NOTE 5: A working capital letter of credit (LOC) or cashthe amount of 2 1/2% of the
combined construction financing will be requiredanstruction closing. This amount cannot be
financed by any lending, equity or grant sourceslved in the development. However, LOC
fees may be paid from construction financing soaitng not from development operational
funds. The working capital will be released atp&nent closing, subject to not having
outstanding construction or financial issues.

NOTE 6: Developer fee is defined as follows: 10% o&tatevelopment cost excluding
developer’s fee, transferred reserves, bond prepalpenalty or other penalties and land cost.
The developer fee cannot exceed $1,000,000. [Eatity of interest (related party) acquisitions
of existing rental properties, the developer’sieealculated at 8%2 % of the Total Development
Cost excluding developer’s fee, transferred resgvend prepayment penalty or other penalties
and land cost, and cannot exceed $1,000,000.

NOTE 7: Total Equity Contribution — Any equity contributionade for the benefit of the
Development:
a. In excess of the Total Equity Contribution and ity contributions used to
fund the Syndicator Costs, Tax Credit MoniigrFee, the Tax Credit Allocation
Fee and the Operating Reserve, before artateConversion Date will be:

0] Allocated to the payment of DSHA'’s loans in theasrdnd priority set in
the Regulatory Agreement; or

(i) In the event there are insufficient funds to paydiagible Development
costs (as determined by DSHA), and there are ner @vailable monies
in any of the funds, accounts or reserves relatelde Development
which have been previously approved for such use®iA and all other
Development secured lenders and such eligible Dpwatnt costs could
otherwise only be paid through the Developer’s Eeen at the discretion
of DSHA, such excess equity contribution may bedusegpay such
eligible Development costs. Any equity contribati@maining after
paying such eligible Development costs must thealloeated to the
payment of the DSHA loans in the order and pricsey forth in the
Regulatory Agreement.

b. In the event the equity contributions are less thanTotally Equity contribution
and the equity contributions used to fundSlgadicator Costs, Tax Credit
Monitoring Fee, the Tax Credit allocation Faed the Operating Reserve, before
or after the Conversion Date, then such gaortfall shall solely be the



responsibility of the Developer. No moniesny of the funds, accounts or
reserves related to the Development may bd tespay any such shortfall. In no
case may the Developer’s Fee exceed the Dasekee approved by DSHA.

DSHA may consider an increase in the Developeesdt@ermanent loan closing in an amount
up to 12.5% of the original Contingency line iteswracorded in the DSHA Building Loan
Agreement executed at construction closing (oheabsence of such document, as indicated in
the DSHA approved proforma) provided that the folloy conditions are met:

1. There are sufficient unexpended funds in theicgancy to reduce the DSHA
permanent loan(s) by the same amount as beingrpautitional developer's fee or if
there are no DSHA permanent loan(s), to reducéotiaédevelopment costs by the same
amount as being paid in additional developer'sded,;

2. The original construction contract amount arateases in the construction contract
amount required by approved change orders havefblpaid as indicated by the
contractor’'s and mortgagor’s cost certificationsg a

3. The contingency funds are not otherwise reguio fund approved development costs
including but not limited to, required reservesscrows; and

4. No funds have been transferred from other appréimedtems to the contingency; and

5. Payment of any additional developer fee and sulesgqeduction in DSHA permanent
loans or the total development costs will not resul decrease in the annual amount of
Tax Credits or decrease in the amount of LIHTC ggeontributed to the development.

NOTE 7: DSHA requires the draft partnership agreemerduienitted at least 15 working days
before construction closing or closing will autoroally be postponed.

NOTE 8: Borrowers will be charged a loan closing extendee of $250 per day on any and all
extensions requested once construction/permanasingldates are agreed upon. Such fee may
not be funded from the project's loan proceedsifyquoperating funds.

IMPORTANT HDF ADMINISTRATION POLICIES/ICHANGES:

1. DSHA will return all incomplete draws and changdessand charge a minimum $250
fee for each draw/change ordkat must be reprocessed. This fee is not arbégigi
project cost.

2. DSHA will charge a $500 re-inspection fee afterfirg two inspections on a given area
for each additional inspection required. Thisiferot an eligible project cost and must
be paid prior to re-inspection or issuance of apglrto occupy the units by DSHA.



3. A cost certification guide will be provided by DSHér use by the developer and general
contractor in submitting all informationlThe cost certification for the development must
include all sources and uses of funds includingyaidication fees. The final cost
certification will be due ninety (90) days aftebstantial completion or certificate of
occupancy or temporary certificates of occupandychever occurs earlier. The
substantial completion date is defined as the B&idA acknowledges through written
documentation that 100% of the units are complatetiready for occupancy or the date
of the certificate of occupancy for the last congdiebuilding, whichever is earlier. If the
final cost certification is submitted after the did@e date, a $5,000 penalty fee plus an
additional $500 penalty fee for each additional kvibat the cost certification remains
outstanding will be assessed to the Applicant. gdmalty fee cannot be paid from
loan(s) or equity proceeds.

4. Borrower shall obtain a minimum of three compeétsealedids in accordance with
Bidding Protocol contained in DSHA’s Minimum Consttion/Rehabilitation Standards
for the construction work on the development whaoh subject to review and approval of
DSHA. Plans and specifications must be revieweB$iHA prior to bidding to ensure
DSHA minimum construction standards are met. Tifuliated project architect of
record must receive all bids at his offices andtmfrsvard copies of complete bids to
DSHA upon receipt. The architect is required taeevall construction bids to confirm
that the bidders’ proposals have included all prbed construction activities and
materials as contained in the plans and specificati
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PROJECT AND NEIGHBORHOOD STANDARDS
HOUSING DEVELOPMENT FUND
Delaware State Housing Authority
State Of Delaware

Proposed developments must meet the standards isetttion.

1.

The development shall be suitable from the gtaimd of facilitating and furthering full
compliance with the applicable provisions of Theof the Civil Rights Act of 1964,
Title VIII of the Civil Rights Act of 1968, and Dalare Code Chapter 46, Title 6, The
Equal Right To Housing provisions.

New Creation (conversion or new constructioniimts must promote greater choice
of housing opportunities and avoid undue concaptraif lower-income persons in
areas containing a high proportion of low-incomespas or high proportion of
affordable rental units. Due to the saturatioafédrdable units, new housing creation
applications within census tracts 1, 4, 17, 20,428, and 425 will not be accepted for
funding from the HDF or HOME program. Note: does apply to preservation or
replenishment of public housing applications.

The site must be free from adverse environmeatadiitions, natural or manmade,
such as instability, flooding, septic tank backiugesyage hazards, or mud slides;
harmful air pollution, smoke or dust; excessivesmaribration or vehicular traffic;
rodent or vermin infestation; or fire hazards. Heehborhood must not be one,
which is seriously detrimental to family life orwhich substandard dwellings, or
other undesirable elements predominate, unless thactivity in progress to remedy
the undesirable conditions. Phase | and Phaswilammental audits may be required.

The site must be adequate in size, exposureartdur to accommodate the number
and type of units proposed and must conform ttoedll zoning ordinances/laws.

Adequate utilities (water, sewer, gas and ettty and streets will be available to the
site.

The housing must be accessible to social, reored, educational, commercial and
health facilities and services as well as otherimpal facilities that are at least
equivalent to those typically found in neighborhs@dnsisting largely of unassisted,
standard housing of similar market rents/sale price

Travel time and cost via public transportatiompvate automobile from the
neighborhood to places of employment providingregesof jobs for the targeted
population must not be excessive. (While it isami@nt that elderly housing not be
totally isolated from employment opportunities sthrequirement need not be adhered
to rigidly for such developments.)
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10.

11.

12.

13.

Developments that require permanent or tempaehogation of current tenants,
homeowners, and/or businesses will be considerdfddUD relocation guidelines
are followed.

The development may not be in an area thabé&éeas identified as having special flood
hazards and in which the sale of flood insuranselde@n made available under the
National Flood Insurance Act of 1968, unless thesttgoment is covered by Flood
Disaster Protection of 1973, and it meets any egleldepartment of Housing and
Urban Development standards and local requirements.

The marketing survey, submitted in the apyilosn, must reflect a satisfactory unit
absorption rate, as well as a demonstrated nedtifodevelopment. Verification of
market information must be a part of the appligatio

The repayment schedule of the Housing Dewvedopp Fund loan proceeds will be taken
into consideration when making a determinatiorhmdpproval of the loan request.
Applications that show a shorter loan period, dal to not jeopardize the integrity of
the development, will be given a higher prioritpkang when a final decision is made.

It will be the responsibility of the genecaintractor to supply references at the time
that the application is submitted. If the genemitractor is not selected at the time of
application submission, references must be sulargit¢he time of selection, and
DSHA reserves the right to reject the general @mtdr. The general contractor must
provide payment and performance bonds from an apgdrbonding company prior to
beginning work on a development.

A limited-profit or limited liability corporation plicant who is applying for HDF or
conventional permanent financing will agree to tithe amount of profit/equity
distributable per year to partners/equity holderarhounts not to exceed 10% of initial
investment on the development. Applicants opegatim this basis will be permitted to
receive a return on their initial investment in@ctance with the DSHA regulatory
agreement, which will be executed at the time mdlfclosing. In the regulatory
agreement, the Applicant will legally obligate If4e regulate rents, charges, rates of
return, and methods of operations. Initial investins defined as total development
costs less all permanent loans and grants, whitmarDSHA or other sources.
Where Low Income Housing Tax Credits are involwbd, amount of annual equity
distribution is limited to 1.5% of initial investme DSHA reserves the right to adjust
profit/equity distribution at its sole discretion

jwj 11/2010
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