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I. Background and Program Summary

The Federal Home Loan Bank of Des Moines (Bank) will offer one competitive Affordable
Housing Program (AHP) funding round in 2010. The funds will be provided in the form of
subsidized interest rates on advances from the Bank or as direct subsidies for housing projects
that meet program eligibility criteria

The only 2010 application period begins May 1, 2010 and ends June 30, 2010. During thistime
period, members may submit applications to the Bank. The Board of Directorsis responsible for
approving, the highest ranking applications, plus four aternates. Fundswill be committed to
projects in descending order of rank until al available funds in the round are committed.

In addition to the competitive application program, the Bank will also offer grants through its
homeownership set-aside programs.

The Bank’s Affordable Housing Advisory Council has reviewed and recommended this
Implementation Plan, including scoring and district priorities, to the Bank’s Board of Directors.
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II. Affordable Housing Program
A. Minimum Eligibility Standards

Projects receiving AHP subsidies pursuant to the Bank’s competitive application program
must meet the eligibility requirements of this section.

1. Competitive Application Program General Standards

a) AHP subsidy must be used exclusively for owner-occupied or rental housing. Please
refer to the definitions of “ owner-occupied housing” and “rental housing” in Section
V.

b) At thetime the application is submitted to the Bank, the applicant must be a member
of the Bank.

¢) The application must be complete so the Bank is able to both determine that the
proposed AHP project meets the eligibility requirements of this section and can
evaluate the application pursuant to the Bank’ s adopted scoring guidelines in Section
1. H.

d) Revolving loan funds and loan pools are not eligible for funding.
2. Timing of AHP Subsidy Use

a) Someor al of the AHP subsidy must likely be drawn down by the project or used by
the project to procure other financing commitments within 12 months of the date of
approval of the application for AHP subsidy funding the project. The Bank will
review all projects at 12 months to determine if the AHP commitment should proceed
by considering the following:
1) has application been made to other funding sources,
2) isitlikely AHP fundswill be disbursed to the project, and
3) will the project be complete within 24 months?

b) The Bank may extend the time for expenditure of AHP funds provided that
reasonable progress is being made in obtaining funding or toward completion of the

project. The Bank will, in its sole discretion, determine whether to extend the time
for expenditure of AHP funds.

Revised November 2009 5



m AHP 2010
FHLB | mplementation Plan

DES MOINES

c) Generally, to receive an extension beyond 24 months (36 months when the AHP
subsidy isadirect match for Individual Development Accounts or 100% of the
project consists of foreclosed properties as defined in this plan) from approval of
funding, the Bank will consider issuesincluding but not limited to: (1) the percentage
of the project completed to date; (2) the timing of applications and requirements of
other funding sources involved in the project; (3) weather-related construction
problems; (4) natural disasters or local conditions that cause delay; (5) legal
requirements; and (6) community challenges. Any extension granted will be limited
to the time period necessary to address the specific project contingency. The Bank
shall cancel its approval of the project and make the funds available to other eligible
projectsif an extension is not granted. Project progress will be monitored semi-
annually through required progress reports.

3. Prepayment, Cancellation, and Processing Fees
AHP subsidies may not be used to pay for any of the following:

a) Prepayment feesimposed by the Bank on a member for a subsidized advance that is
prepaid, unless:

The project isin financia distress that cannot be remedied through a project
modification pursuant to the AHP regulations,

1) The prepayment of the subsidized advance is necessary to retain the project’s
affordability and income targeting commitments;

2) Subsequent to such prepayment, the project will continue to comply with the
terms of the approved AHP application and the AHP regulatory requirements for
the duration of the original retention period;

3) Any unused subsidy is returned to the Bank and made available for other AHP
projects; and

4) The amount of AHP subsidy used for the prepayment fee may not exceed the
amount of the member’ s prepayment fee to the Bank.

b) Cancellation fees and penalties imposed by the Bank on a member for a subsidized
advance commitment that is canceled.

c) Processing fees charged by members for providing AHP direct subsidies to a project.
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4. Counseling CostHomebuyer or Homeowner Education/Financial Literacy
Programs

AHP subsidies may be used to pay for counseling costs only where:

a) Such costs areincurred in connection with counseling of homebuyers who actually
purchase an AHP-assisted unit; and

b) The cost of the counseling has not been covered by another funding source, including
the member.

Please refer to the definition of “Financial Literacy Program” also known as Counseling
Costs, Homebuyer or Homeowner Education in Section V.

5. Refinancing

A project may use AHP subsidies to refinance an existing single-family or multifamily
mortgage loan, provided that the refinancing produces equity proceeds and such equity
proceeds up to the amount of the AHP subsidy in the project shall be used only for the
purchase, construction, or rehabilitation of housing units meeting the eligibility
requirements of the AHP regulations. AHP funds cannot be used to refinance existing
projects in cases where no equity istaken out of the project and the refinancing resultsin
alower debt service cost for the project, as such use of AHP subsidy would not result in
the purchase, construction, or rehabilitation of AHP-eligible housing.

6. Calculating Subsidy to Reduce Interest Rate

a) Lender Loans. Where an AHP direct subsidy is provided to a project to write down
the interest rate on aloan extended by a member, sponsor, or other party to a project,
the net present value of the interest foregone from making the loan below the lender’s
market interest rate must be calculated as of the date the application for AHP subsidy
is submitted to the Bank.

b) Subsidized Advances. Where an AHP subsidized advance is provided to a project,
the net present value of the interest revenue foregone from making a subsidized
advance at arate below the Bank’s cost of funds must be determined as of the earlier
of the date of disbursement of the subsidized advance or the date prior to
disbursement on which the Bank first manages the funding to support the subsidized
advance through its asset/liability management system, or otherwise.
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7. Retention

a) Owner-occupied Projects. The retention period for owner-occupied projectsis 5
years from closing, or in the case of rehabilitation of a unit currently occupied by the
owner where there isno closing, 5 years from the date of project completion, as
defined in Section 1V. The project’s AHP-assisted units are committed to be subject
to aretention agreement described in the AHP regulations.

The Bank or its designee is to be given notice of any sale or refinancing of the unit
occurring prior to the end of the retention period. In the case of asae or refinancing
of the unit prior to the end of the retention period, an amount equal to apro rata share
of the AHP subsidy that financed the purchase, construction, or rehabilitation of the
unit, reduced for every month the seller owned the unit, shall be repaid to the Bank
from any net gain realized upon the sale or refinancing, unless:

1) The unit was assisted with a permanent mortgage loan funded by an AHP
subsidized advance;

2) Theunitissoldto avery low-, low-, or moderate-income household; or

3) Following arefinancing, the unit continues to be subject to a deed restriction or
other legally enforceable retention agreement or mechanism.

b) Rental Projects: The retention period for rental projectsisfifteen (15) years from the
date of project completion, as defined in Section 1V. AHP-assisted rental projects are
subject to a retention agreement described in the AHP regulations. If thereisasaleor
refinance of the project prior to the end of the retention period, an amount equal to the
full amount of the AHP subsidy shall be repaid to the Bank, unless the project
continues to be subject to a deed restriction or other legally enforceable retention
agreement or mechanism incorporating the income-eligibility and affordability
restrictions committed to in the AHP application for the duration of the retention
period.

NOTE: In cases where the AHP funds are structured as aloan from the member or any other
party to the project owner, any repayment of the AHP funds made during the 15-year
retention period including principal and/or interest payments, must be returned to the Bank.
8. Fair Housing, Anti-Predatory L ending, and Housing Accessibility

a) The project, as proposed, must comply with any applicable federal and state laws on

fair housing and housing accessibility, including, but not limited to, the Fair Housing
Act, the Rehabilitation Act of 1973, the Americans with Disabilities Act of 1990, and
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the Architectural Barriers Act of 1969. The project also must demonstrate how it will
be affirmatively marketed.

b) The Bank requires that AHP projects comply with applicable anti-predatory lending
laws. For example, anti-predatory lending laws may prohibit or limit certain practices
and characteristics, including, but not limited to the following:

1) Requiring the borrower to obtain prepaid, single-premium credit life, credit
disability, credit unemployment, or other similar credit insurance;

2) Requiring mandatory arbitration provisions with respect to dispute resolution in
the loan document; or

3) Charging prepayment penalties for the payoff of the loan beyond the early years
of such loan.

c) Any project including aloan that does not comply with all applicable anti-predatory
lending laws will be ineligible for AHP assistance. Additionally, the Bank will not
provide AHP assistance to any project in which aloan exceeds the annual percentage
rate or points and fees thresholds of the Home Ownership and Equity Protection Act
of 1994 and its implementing regulations (Federal Reserve Board Regulation Z).
Members, sponsors, and owners are responsible for avoiding al unlawful practices
and terms prohibited by applicable anti-predatory lending laws, regardless of whether
they originate or purchase the loan in connection with an AHP project.

9. AHP Limitsper Project and per Unit
The Bank limits each AHP project to a maximum grant request of $500,000 and limits
each AHP project to a maximum AHP subsidy of $30,000 per AHP eligible unitin a
single funding period.

B. Application Scoring

Applications submitted to the Bank for AHP funding consideration are scored based upon
the requirements outlined in Section H of the Implementation Plan.

C. Median Income Deter minationsfor Projects
Median income standards for use with competitive AHP and homeownership set-aside

projects differ depending on the type of project. Based upon project type, the following
median income determinations apply:
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1. Owner-occupied Projects

Projects may use, on a household by household basis, the greater of the following
adjusted median income guidelines:

e median income for the area, adjusted for household size, as periodically published
for use under the Mortgage Revenue Bond (MRB) program by the State Housing
Finance Agency for the state in which the retention document will be recorded. The
Bank uses the income limits for non-targeted areas. If acity has atargeted areafor
MRB income determination, the Bank will use the non-targeted area incomes;

¢ median income for the area as published annually by HUD and adjusted for
household size for each county or MSA, or:

e the NAHASDA Income Guidelines may be used for households that are eligible for
assistance from a Tribally Designated Housing Agency.

These median income guidelines would also apply to al existing approved but not
completed projects including both competitive and set aside projects.

NOTE: The MRB limits published by the state are generally 100 percent or more of
median income and, therefore, must be reduced by the appropriate percentage of income
targeted. The MRB income limits for the Bank’ s district are available on the Bank’s
website at www.fhlbdm.com.

2. Rental Projects

The Bank uses the median income for the area, including the Multifamily Tax Subsidy
Projects (MTSP) income limits, as published annually by HUD and adjusted for
household size for each county or MSA. In addition, the sponsor/owner may use the
greater of HUD income limits or the NAHASDA Income Guidelines for households that
are eligible for assistance from a Tribally Designated Housing Agency to determine the
income eligibility of tenants. The HUD income limits for the Bank’ s district are
available on the Bank’ s website at www.fhlbdm.com.

D. Proceduresfor Disbursement of AHP Funds

The member must submit afully executed AHP Subsidy Transfer Request Form to
request disbursement of AHP funds for aproject. Thisformisavailable on the Bank’s
website at www.fhlbdm.com and must be submitted to the Bank with each request for
AHP funds. Prior to AHP disbursement, the Bank must receive and review the
documents listed on the applicable Member’s AHP Disbursement Checklist attached to
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the AHP Subsidy Transfer Request Form. The Bank, in its sole discretion, reserves the
right to request additional documentation prior to any disbursement of AHP funds.

Projects that have changed from the time of application approval must be reviewed by
Bank staff for continued eligibility and feasibility. The revised project must demonstrate
the continued need for AHP funds. Projects that have changed may need to be re-scored
and modified (please see “Project Modifications’ below for more information). A project
may not continue to be eligible for funding if it does not demonstrate eligibility, need for
subsidy, and feasibility or does not score high enough in the re-score to have been funded
in the round in which the original application was funded.

E. AHP Project Modifications
Prior to or after final disbursement of fundsto a project from all funding sources, the
Bank, in its sole discretion, may approve a written modification to the terms of an
approved application for AHP subsidy funding the project if thereis or will be a change
in the project that would change the score that the project application received in the

funding period in which it was originally scored and approved, had the changed facts
been operative at that time, provided that:

e The project, incorporating any such changes, would meet the eligibility requirements
of the AHP regulations,

e Theapplication, as reflective of such changes, continues to score high enough to have
been approved in the funding period in which it was originally scored and approved
by the Bank; and

e Thereisgood cause for the modification, and the analysis and justification for the
modification are documented by the Bank in writing.

Modificationsinvolving an increase in AHP subsidy must be approved or disapproved by
the Bank’ s Board of Directors.

F. AHP Project Monitoring

Initial and long-term monitoring requirements for competitive AHP project sponsors/
owners, members, and the Bank are described in this section.

1. Initial Monitoring Requirements
a) Reguirements for Project SponsorsOwners

1) Owner-occupied Projects:
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i) During the period of construction or rehabilitation of an owner-occupied
project, the project sponsor must:

¢ Report to the member and the Bank at least semi-annually on whether
reasonable progress is being made toward completion of the project.

e The project sponsor must maintain household income verification
documentation available for review by the Bank.

i) Within thefirst year after project completion the project sponsor must also do
the following:

o Certify to the Bank that the AHP subsidies were used for eligible purposes
according to the commitments made in the AHP application;

e Providealist of actua household income to the Bank and certify that the
household income is accurate and in compliance with the targeting
commitments made in the AHP application;

e Demonstrate that the project’ s actual costs were reasonable in accordance
with the Bank’ s project cost guidelines, and the AHP subsidies were
necessary for the completion of the project as currently structured;

e Demonstrate that each AHP-assisted unit is subject to AHP retention
agreements,

e Demonstrate that services and activities committed to in the approved
AHP application have been provided in connection with the project.

2) Rental Projects:
i) During the period of construction or rehabilitation of arental project, the
project owner must report to the member and the Bank at least semi-annually

on whether reasonabl e progress is being made toward completion of the
project.

i) Within thefirst year after project completion, the project owner must also do
the following:

e Certify to the Bank that the AHP subsidies were used for eligible purposes
according to the commitments made in the AHP application;
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e Providealist of actual tenant rents and incomes to the Bank and certify
that the tenant rents and incomes are accurate and in compliance with the
rent and income targeting commitments made in the AHP application;

e Demonstrate that the project’ s actual costs were reasonable in accordance
with the Bank’ s project cost guidelines, and the AHP subsidies were
necessary for the completion of the project as currently structured;

e Demonstrate that each AHP-assisted unit of the rental project is subject to
AHP retention agreements;

o Certify that services and activities committed to in the approved AHP
application have been provided in connection with the project.

NOTE: Thefinal documentation on development costs and first year rents and operating
expenses must demonstrate that the project is feasible and needs AHP funds.

b) Requirementsfor Members
1) Owner-occupied Projects

i) During the period of construction or rehabilitation of an owner-occupied
project, the member must take the steps necessary to determine whether
reasonable progress is being made toward compl etion of the project and must
report to the Bank at least semi-annually on the status of the project. The
member should notify the Bank of project completion.

2) Rental Projects
i) During the period of construction or rehabilitation of arental project, the
member must take the steps necessary to determine whether reasonable
progress is being made toward completion of the project and must report to
the Bank at |east semi-annually on the status of the project. The member
should notify the Bank of project completion.
¢) Monitoring by the Bank
1) Owner-occupied Projects
i) The Bank will take the steps necessary to determine, based on areview of the

documentation for a sample of units for each project prior to project
completion, that satisfactory process is being made towards completion, in
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compliance with the commitments made in the approved AHP application,
Bank policies, and regulation, and satisfactory progress is being made to
occupancy of the project by eligible households, and;

i) Within one year of being notified of project completion the sponsor will
demonstrate that:

AHP subsidies were used for eligible purposes according to the
commitments made in the AHP application;

Provide alist of actual household income to the Bank and certify that the
household income is accurate and in compliance with the targeting
commitments made in the AHP application;

The project’ s actual costs were reasonable in accordance with the Bank’s
project cost guidelines, and the AHP subsidies were necessary for the
completion of the project as currently structured;

AHP-assisted units are subject to deed restrictions or other legally
enforceabl e agreements or mechanisms meeting the requirements of the
AHP regulations; and

Certify that the services and activities committed to in the approved AHP
application have been provided in connection with the project.

2) Rental Projects

i) TheBank will take the steps necessary to determine, based on areview of the
documentation for each project prior to project completion, that satisfactory
progress is being made towards completion, in compliance with the
commitments made in the approved AHP application, Bank policies, and
FHFA regulations, and satisfactory progress is being made to occupancy of
the project by eligible households, and;

i) The owner/sponsor will within one year and 150 days of being notified of
project completion demonstrate to the Bank that:

Revised November 2009
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e The project’s actual costs were reasonable in accordance with the Bank’s
project cost guidelines, and the AHP subsidies were necessary for the
completion of the project as currently structured;

e The AHP-assisted project is subject to deed restrictions or other legally
enforceabl e agreements or mechanisms meeting the requirements of the
AHP regulations;

e The services and activities committed to in the approved AHP application
have been provided in connection with the project.

2. Sampling Plan

Sampling isintended to be atool to simplify the compliance process. Sampling may
indicate that a project is out of compliance. The Bank, in its sole discretion, may request
and review documentation for additional units.

a) Owner-occupied Projects

The Bank will review the documentation for a minimum of 10 percent or two of the
homes included in the AHP project. The member/sponsor must provide copies of the
following documents upon request: a copy of the filed retention document; a
Calculation of Income Worksheet signed by the member or sponsor listing all sources
of income; third-party documentation verifying the household income, as listed on the
Calculation of Income Worksheet; the HUD-1, if appropriate; the appraisal, if
appropriate. Each homeowner/homebuyer must certify their household income, as
determined on the Calculation of Income Worksheet, is correct. In addition, for
rehabilitation and purchase with rehabilitation projects, the member/sponsor must have
available alist of repairs made and the total cost of the rehabilitation for each property.
New construction projects will provide appropriate cost certifications. Additional
documentation may also be requested.

b) Renta Projects

The Bank will review certifications and back-up documentation, including third-party
income verifications. The Bank will select units for review based on the Bank’s
sampling requirements. During monitoring, the Bank will notify each project of its
specific sampling requirements through the request for monitoring information.

NOTE: Annual Adjustment of Targeting Commitments— The HUD area median income

listings are updated annually and made available by the Bank. For purposes of determining
compliance with the targeting commitments in an AHP application, such commitments shall
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be considered to adjust annually, according to the current applicable median income data. A
rental unit occupied by atenant who qualified under the income targeting restrictions of the
project at the time the tenant moved into the unit may continue to count toward meeting the
targeting commitment of an approved AHP application, despite increases in income, as long
as the rent remains affordable for the targeted income level of the unit (i.e., the rent does not
exceed 30 percent of the applicable 50, 60, or 80 percent targeted median income level
committed to in the AHP application).

3. Long-term Monitoring Requirements
Where the Bank does not rely on monitoring by the State Low Income Housing Tax
Credit Administrator, the Bank and project owners shall monitor rental projects,
according to the following requirements:

a) Requirements for Project Owners non-Low Income Housing Tax Credit projects:

In the second year after completion of arental project and annually thereafter until the
end of the project’ s retention period, the project owner must certify to the Bank that:

1) Thetenant rents and incomes are in compliance with the rent and income
targeting commitments made in the AHP application; and maintain

documentation regarding tenant rents and incomes and project habitability
available for review by the Bank to support such certifications.

2) The project has not been sold or refinanced.
b) Reguirementsfor the Bank:
The Bank will adhere to the following long-term monitoring requirements.

1) TheBank will review certifications provided by project owners regarding tenant
rents and incomes.

2) The Bank will review documentation maintained by the project owner regarding
tenant rents and incomes and project habitability to verify compliance with the
rent and income targeting commitments in the AHP application and project
habitability, according to the following schedule:

i) $100,000 and under — For projects receiving $100,000 or less of AHP
subsidies, the Bank will review annual certifications by the project owner;
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i) $100,001 to $250,000 — For projects receiving $100,001 to $250,000 of AHP
subsidies, the Bank will review project documentation for a sample of the
project’ s units at least once every six years,

iii) $250,001 to $500,000 — For projects receiving $250,001 to $500,000 of AHP
subsidies, the Bank will review project documentation for a sample of the
project’ s units at least once every four years; and

iv) Over $500,000 — For projects receiving over $500,000 of AHP subsidies, the
Bank will review project documentation for a sample of the project’s units at
least once every two years.

¢) Requirements for Project Owners with Low Income Housing Tax Credit projects:

In the second year after completion of arental project and annually thereafter until the
end of the project’ s retention period, the project owner must certify annually to the
Bank that:

1) Thetenant rents and incomes are in compliance with the rent and income
targeting commitments made in the AHP application; and maintain
documentation regarding tenant rents and incomes available for review by the
Bank to support such certifications.

2)  The project has not been notified of a compliance issue by the Low Income
Housing Tax Credit Administrator.

3) The project has not been sold or refinanced.

4. Sampling Plan for Long-term Monitoring Requirements (Rental Projects)
Sampling isintended to be atool to simplify the compliance process. Sampling may
indicate that a project is out of compliance. The Bank, in its sole discretion, reserves the
right to review documentation for additional units.

The Bank will review certifications and back-up documentation, including third-party
income verifications. The Bank will select units for review based on the Bank’s
sampling requirements. During monitoring, the Bank will notify each project of its
specific sampling requirements through the request for monitoring information.

5. Homeless Monitoring Requirements

The Bank will monitor al projects that committed in the approved AHP application to
reserve at least 20 percent of the project’ s units for homeless households for compliance
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during initial monitoring. When the request for AHP monitoring information is made,
documentation must be available demonstrating that at |east 20 percent of the project
units are occupied by households qualified as homeless or are vacant awaiting occupancy
by homeless households. The Bank will review homeless documentation based on the
Bank’s sampling requirements. During monitoring, the Bank will notify each project of
its specific sampling requirements through the request for monitoring information. For
initial monitoring purposes, the pool of tenants a project with existing tenants at the time
of AHP application can draw from islimited to those tenants who would have met the
definition of homel essness when they moved into the project on or after a date one year
prior to the AHP application submission date through the date of Rental Monitoring
Spreadsheet submission.

6. Monitoring by a Contractor

The Bank, in its sole discretion, may contract with athird-party to carry out the Bank’s
monitoring obligations set forth in this section.

7. SiteVidits
The Bank, in its sole discretion, may conduct site visits.
8. Signatureson Compliance and Monitoring Certifications

Certifications submitted to the Bank by a member must be signed by someone authorized
to borrow funds from the Bank or the member’s official AHP designeg, as listed on the
member’ s Authorized Personnel Form on file with the Bank. Certifications submitted to
members and/or the Bank by owners/sponsors must be signed by a person(s) with the
appropriate legal authority.

9. Reuseof Repaid AHP Direct Subsidiesin Same Project

AHP direct subsidy, including any interest, repaid to a member or project sponsor under a
homeownership set-aside program or the competitive application program, respectively,
must be repaid by such partiesto the Bank. Retention by a member or project sponsor or
owner of repaid AHP direct subsidies for subsequent reuse is prohibited by the Bank.

10. Suspension and Debar ment
The Bank may suspend or debar a member, project sponsor, or project owner from
participation in the Program if such party shows a pattern of noncompliance, or engages

in asingle instance of flagrant noncompliance, with the terms of an approved application
for AHP subsidy or the requirements of the AHP regulations.
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G. Project Feasibility and Need for Subsidy Guidelines

1. General Guidelines

a)

b)

Sources and Uses of Funds:

The project's estimated sources of funds shall equal its estimated uses of funds, as
reflected in the project's development budget. The difference between the project's
sources of funds and uses of fundsis the project's need for AHP subsidy, which isthe
maximum amount of AHP subsidy the project may receive.

A project's sources of funds may include conventional financing, funds from other
agencies, and donations. It may include the estimated market value of in-kind
donations and voluntary professional labor or services (excluding the value of swesat
equity), provided that the project's uses of funds also includes or excludes,
respectively, the value of such estimates.

The Bank will determineif a project's costs, as reflected in the uses of funds, are
reasonable, in accordance with the Bank's project cost guidelines, taking into
consideration the geographic location of the project, development conditions, and
other non-financial household or project characteristics,

Reasonabl eness of Fees:

The Bank has established limits for developer fees, consultant fees, professional fees,
and construction management fees that may be charged in competitive projects. For
purposes of determining the reasonableness of a developer fee as a percentage of total
development costs, the Bank may include estimates of the market value of in-kind
donations and volunteer professional labor or services (excluding the value of sweat
equity) committed to the project as part of the total development costs.

Developmental Feasibility:

The project must be likely to be completed and occupied, based on relevant factors
contained in the Bank's project feasibility guidelines, including, but not limited to, the
development budget, market analysis, and project sponsor's experience in providing
the requested assistance to households.
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d) Operational Feasibility of Rental Projects:

f)

A rental project must be able to operate in afinancially sound manner, in accordance
with the Bank's project feasibility guidelines, as projected in the project's operating
pro forma.

Financing Costs:

The rate of interest, points, fees, and any other charges for all loans that are made for
the project in conjunction with the AHP subsidy shall not exceed a reasonable market
rate of interest, points, fees, and other charges for loans of similar maturity, terms,
and risk.

Need for Subsidy:

A project may not need the AHP subsidy even if the project has demonstrated
feasibility. The Bank may, in its sole discretion, determine that certain devel opment
costs or operating expenses are not eligible for funding.

The Bank will deny funds to an application, even if the application’s score was high
enough to be funded, if the Bank, in its sole discretion, determines that the project
does not meet the Bank’ s established feasibility guidelines, the project does not
demonstrate a need for AHP subsidy, or proposed costs are not reasonable and
customary in light of industry standards for the location of the project and the long-
term financial needs of the project. The Bank may request an independent third-party
review of any aspect of aproject’s feasibility, to be completed at the sponsor’s or
owner’s cost.

The Bank reviews projects that were previously approved for AHP funding at the
time of disbursement, modification (if applicable), and initial monitoring in light of
the feasibility guidelines in effect at the time of that review, except that tax credit
pricing standards for rental projectsin effect at the time of AHP application approval
are applied if a syndication commitment wasin place at the time of AHP application.
The Bank, inits sole discretion, may allow exceptions to the current feasibility
guidelines for previously approved projects with adequate explanation and
documentation of approval by the applicable State Housing Finance Agency or
similar funding agency, such as USDA or HUD, and approval by the Bank’s
President or as designated in the Board of Director’s resolution of authorized signors
the Bank President’ s designee. Any request for additional AHP subsidy, over and
above a previous AHP grant to the same project, must be made through anew AHP
application or modification request, as applicable, that will be evaluated against the
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Bank’s current feasibility guidelinesin effect at the time of application or
modification review.

NOTE: The member isresponsible for underwriting the submitted projects and reviewing the
readiness of the proposals to use AHP funds. Member underwriting is required whether a
subsidized advance or adirect subsidy is requested. The member is expected to review and
approve all applications. The Bank’sfeasibility analysisis not meant to meet lending
underwriting criteria. Therefore, the Bank’s approval of the application should not be relied
upon for lending purposes.

NOTE: Pre-application assistance is availableto all AHP applicants. The Bank strongly advises
al applicants to submit a pre-application to receive technical assistance from Bank staff prior to
submitting a final application. Please contact the Community Investment department at 800-
544-3452, ext. 1173 for further information.

0) Project Feasibility:
In order to analyze the feasibility of a project, the Bank reviews the following areas:
1) The Bank’s previous experience with the member and sponsor or owner

A project’s sponsor must be qualified and able to perform its responsibilities as
committed to in the application for AHP subsidy funding the project. The
member and sponsor or owner must have a demonstrated ability to provide timely
monitoring information and to complete projects on atimely basis. The Bank
reviews performance on past AHP projects as an indication of performance on
new applications.

2) Sponsor/Owner track record and capacity to perform

The AHP application must show that the sponsor/owner has the ability and
capacity to complete the project and manage the compliance monitoring for the
retention period. The Bank will review the Homeownership or Rental Sponsor
Qualifications Worksheet and the Rental Developer Qualifications Worksheet
submitted with the AHP application, as applicable. The Bank, initssole
discretion, may request additional documentation to determine sponsor/owner

capacity.
3) The market for the proposed units
The sponsor/owner must establish that a market exists for the units, as proposed,

and that a significant number of potential homebuyers or tenants exist in the
marketplace for those units.
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4) Readinessto proceed

Some or al of the AHP subsidy must likely be drawn down by the project or used
by the project to procure other financing commitments within 12 months of the
date of approval of the application for AHP subsidy funding the project. See
previous sections for Minimum Eligibility Standards and Timing of Subsidy Use.

Application budgets that contain significant amounts of “other sources’ of
funding may not be able to demonstrate a readiness to proceed. “Other sources’
means items such as unidentified fundraising sources or capital campaigns where
commitments are not identified. In these cases, the member, sponsor or owner
may be asked to provide information indicating whether it has raised similar
amounts of money in the past and to demonstrate it has fundraising capacity. The
Bank reservestheright, in its sole discretion, to reject a project if it appears
unlikely that funds can be raised in the amounts listed in atimely manner.

5) Acquisition Costs

If the proposed project budget includes the acquisition of vacant land and/or
existing buildings, documentation justifying the proposed acquisition priceis
required prior to the disbursement of any AHP funds. If available at the time of
AHP application submission, such documentation must be attached as an
applicable exhibit. Acceptable documentation of acquisition costs may consist of
an appraisal of the property’s as-is value completed by an independent, state
certified or licensed appraiser within six months prior to the date of application
for AHP funds or six months prior to the date of purchase agreement signing,
verification of the property’ s current assessed value, or a comparative market
analysis completed by an independent, qualified professional.

6) Disclosure of member institution financing for the project

i) Any equity the member is committing to the project prospectively, i.e. asa
limited partner in aLIHTC project, with calculations of cents per dollar of tax
credit invested and the member’ s estimate of the member’ sinternal rate of
return, as applicable.

i) The details regarding any debt the member is providing as construction,

bridge, or permanent financing and the reasonableness of interest rates, points,
fees, and any other chargesinvolved.
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7) Cost of Property and Services Provided by a Member Institution

The purchase price of property or services, as reflected in the project’s
development budget, sold to the project by amember or a subsidiary of a member,
providing AHP subsidy to the project, or in the case of property, upon which such
member holds a mortgage or lien, may not exceed the market value of such
property or services as of the date upon which the purchase price for the property
or serviceswas agreed. In the case of real estate owned property sold to a project
by a member providing AHP subsidy to a project, or property sold to the project
upon which the member or subsidiary of the member holds a mortgage or lien, the
market value of such property is deemed to be the “as-is’ or “as-rehabilitated”
value of the property, whichever is appropriate, as determined by the Bank, and
subsequently reflected in an independent appraisal of the property performed by a
state certified or licensed appraiser, acceptable to the Bank, performed within six
months prior to the date the Bank disburses AHP subsidy to the project.

2. Rental Project Feasibility

Projects must provide documentation on how development costs and rents and expenses
for the pro formawere determined. Such documentation may consist of comparable data
from various databases, requirements of other funding resources in the project, cost
studies published by independent sources, comparisons with completed comparable
projectsin the area, or guidelines of the appropriate State Housing Finance Agency.
Project costs may vary based on the number and size of units. Guidelineswill include
benchmarks for projects of 24 units or less and for projects over 24 units.

The Bank has included development cost and operating guidelines which may be
exceeded with explanations that are reasonable and satisfactory which may be accepted at
the Bank’ s sole discretion.

NOTE: AHP funds may not be used to directly or indirectly subsidize supportive services or
excessive administrative costs. Some agencies will accept support services costs as a portion of
the pro forma. The Bank requires the support services budget to be separated from the real estate
budget. Both the support services pro forma and the real estate pro forma must demonstrate that
the project isfeasible.

Projects that rely on donations for the support of the operating pro forma must be able to
demonstrate they have atrack record of raising the funds necessary to support the project.
It isvital that the owner is able to demonstrate the financial capacity to retain the project
as affordable housing for the retention term. Financia capacity is demonstrated by both a
track record of raising adequate funds as well as having a balance sheet that reflects good
fiscal management. It will be difficult to fund projects in which the owner’sfinancials
demonstrate year-to-year shortfallsin raising adequate funds for operations. The Bank
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takes into account the security position collateralizing the AHP grant in deciding whether
to fund projects.

Projects charging little or no rent or operating as “shelters’ must be able to provide
verifications of tenant income. For “shelters,” the income verification may consist of in-
take forms, since little or no third-party verification can be obtained in atimely fashion.

The Bank examines applications that propose limiting occupancy in all unitsto tenants at
or below 50 percent of the AMI, especidly in rural areas, to ensure a market existsto
support the proposed income targeting levels. The Bank may require additional
documentation to justify the market assumptions made in such an application.

NOTE: Itisimportant that the applicant take into account the various income levels of persons
that may occupy the housing units at any given time, throughout the entire retention period,
when establishing the project’ sincome targeting in the application.

Projects serving high percentages of very low-income tenants tend to demonstrate above
average operating expenses. The Bank recognizes that the ability to reach and adequately
serve very low-income populations often results in projects with little or no operating
cash flow. These projects often receive virtually all of their funding through government
assistance programs, donations, or both. These funding sources rarely make distinctions
between real estate operating expenses and support services. These projects may rarely
collect rent from the tenant. The housing expenses will also generally contain expenses
for 24-hour staffing and security, which significantly raise the cost of the operating
expenses for the housing. The lack of sufficient net income from operations may result in
the inability to obtain financing. Thislack of borrowing capacity may be enough to
establish the need for AHP funding. The Bank reviews thistype of project to ensure
operating costs are high due only to the cost of serving the targeted tenant population.

3. Development Budget
a) Sources and Uses Statement

All projects must provide a sources and uses statement. A complete listing of al the
sources of funds, financing terms, and uses of funds must be identified in the
statement. The list of sources must reflect al funds to be used in the project,
including estimates of funds the sponsor intends to use but that are not yet committed
to the project. The sources and uses of funds statement must detail all project costs,
including, but not limited to, the following: hard costs, soft costs, developer fees,
financing fees, overhead costs, contingency reserves, lease-up reserves, capitalized
reserves, and any other costs of the project. Fees and costs should fall within certain
ranges described in this document.
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NOTE: Sources must equal uses of funds for the project.
b) Per Unit Development Cost

The Bank has established the following per unit development cost guidelines:

Bedr ooms _ AHPCost. |.3er. Unit Development Quideline;
Acquisition/Rehabilitation | New Construction/Adaptive Reuse
0 $74,708 $114,936
1 $85,639 $131,753
2 $104,138 $160,212
3 $134,718 $207,259
4+ $147,880 $227,508

The Bank calculates a project’s per unit development cost as follows: total
development cost minus the sum of land acquisition, devel oper/consultant fees,
capitalized reserves, and non-housing space costs, divided by the total number of
project units. The Bank reviews projects that include rehabilitation costs on a case-by-
case basis against the project’ s scope of work for cost reasonableness and
determination of project viability through at least the 15-year AHP retention period.

For projects with varying bedroom sizes, the following calculation will be made to
make sure the project’ s per unit development cost does not exceed the proposed AHP
maximum limit:

Multiply the AHP per unit cost maximum for the appropriate number of bedrooms by
the number of unitsthat size in the project. The summation of the totals from each
bedroom size will equal the maximum total project development costs, excluding land
acquisition, devel oper/consultant fees, capitalized reserves and all non-housing related
costs. Divide that total by the number of units and that will equal the maximum per
unit development cost for that project.

c) Developer’sand Consultant’s Fees

1) Acquisition/Rehabilitation or Adaptive Reuse Projects. Projects may include a
combined developer’s fee and consultant’ s fee generally no greater than 8 percent
of the property acquisition cost plus 15 percent of other development costs
excluding acquisition cost, developer’ s fees, consultant’ s fees and capitalized
reserves. Calculated asfollows:
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Total allowable developer and consultant fees = 8% x property acquisition cost +
15% x (other development costs - acquisition cost, developer’ s fees, consultant’s
fees and capitalized reserves)

2) New Construction Projects. Projects may include a combined developer’ s fee and
consultant’ s fee no greater than 15 percent of the project’ stotal development cost,
excluding the devel oper’ s fees, consultant’ s fees, and capitalized reserves.

3) Because adeveloper may elect not to take any developer’ s fee on a project, the
Bank has not set any minimum fee. However, a developer who does not include a
development fee in a project’ s budget may be asked to justify why afee will not
be taken and to provide evidence that the developer’s financial condition is
sufficient that such afeeis not needed.

d) General Requirements and Builder’s Overhead and Profit

Projects that include rehabilitation and/or new construction must provide a cost
breakdown. The cost breakdown must itemize in detail all hard costs related to the
project, including general requirements and builder’ s overhead and profit (see Section
IV for definitions). General requirements, builder’s overhead and profit are limited to
an aggregate total of 20 percent of the total construction cost for projects including 24
or fewer units and an aggregate total of 16 percent of the total construction cost for
projects including more than 24 units, excluding any budgeted contingency. Any
project including general requirements above 8 percent, overhead above 2 percent,
and/or profit above 6 percent of the project’ stotal construction cost must provide
additional explanation justifying such costs.

e) Contingency

Since unforeseen costs are encountered in virtually all construction or rehabilitation
projects, an adequate contingency budget is key to ensuring funds will be available to
complete the project. Projects that might justify a smaller or no contingency budget
include those where only acquisition or minor rehabilitation will be undertaken. On
the other hand, adaptive reuse of historical properties may require a higher
contingency budget due to the potential for greater unforeseen costs. The Bank has
established the following contingency budget limits: 10 percent maximum for new
construction projects, 15 percent maximum for rehabilitation and adaptive reuse
projects, and 20 percent maximum for historic rehabilitation projects, to be calculated
as a percentage of the project’stotal development cost, exclusive of the construction
and soft cost contingency budgets, acquisition costs, developer’s and consultant’ s
fees, and capitalized reserves.

Revised November 2009 26



m AHP 2010
FHLB | mplementation Plan

DES MOINES

f) Professional Fees

Combined architect, engineer, and attorney fees are limited to a maximum of 12
percent of the project’ s total development cost, exclusive of those specific costs.
Projectsincluding any individual professional fee line items greater than 4 percent of
the project’ s total development cost must provide additional explanation justifying the
costs.

g) Capitalized Reserves

A project may include capitalized operating and/or replacement reservesin its budget,
although the Bank does not require any minimum amount. However, the need for
such reserves should be explained in the application. Documentation of reserve
requirements placed upon the project by other funding resources, including atax
credit syndicator, must be provided to the Bank if requested.

h) LIHTC Equity

The sdle of LIHTC is expected to generate a minimum of $.55 per dollar in equity
proceeds. No maximum has been established. Projectsincluding a below-market
price for tax creditswill be required to provide justification of the estimates used in
their budgets. A LIHTC worksheet, showing the project’s eligible basis and tax
credit calculations, must be provided as part of the application for AHP funds.
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Rental Project Development Budget

AHP Feasibility Guideline

Per Unit Development Cost

Maximum Acquisition/Rehabilitation:
0 Bedroom = $74,708

1 Bedroom = $85,639

2 Bedrooms = $104,138

3 Bedrooms = $134,718

4+ Bedrooms = $147,880

Maximum New Construction/Adaptive Reuse:
0 Bedroom = $114,936

1 Bedroom = $131,753

2 Bedrooms = $160,212

3 Bedrooms = $207,259

4+ Bedrooms = $227,508

Developer’s and Consultant’s Fees
(combined total)

M aximum:

Acquisition/Rehabilitation or Adaptive Reuse Projects:
No greater than 8 percent of the property acquisition cost plus 15
percent of other development costs excluding acquisition cost,
developer’ s fees, consultant’ s fees and capitalized reserves.

New Construction Projects:

No greater than 15 percent of the project’ s total development cost,
excluding the devel oper’ s consultant’ s fees, and capitalized
reserves.

(See Developer And Consultant Fees section)

Genera Requirements and Builder’s

Maximum:
Projectsincluding 24 or fewer units: 20% of total construction cost

Overhead and Profit (excluding construction contingency)
(combined total) Projects inclludi ng more than 24 u_nits 16% of total construction
cost (excluding construction contingency)
Maximum:
Contingency As a percentage of total development cost (excluding construction

and soft cost contingency budgets, acquisition costs, developer’'s
and consultant’ s fees, and capitalized reserves)

10% for new construction

15% for rehabilitation or adaptive reuse

20% for historic rehabilitation

Professional Fees
Architect, Engineer, and Attorney
(combined total)

Maximum:
12% of total development cost (excluding architect,
engineer, and attorney fees)

Capitalized Reserves

No minimum or maximum guideline but need for any
capitalized reserves should be explained in the AHP
application.

LIHTC Equity

Minimum: $.55 per dollar
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4. Proforma

The primary information the Bank reviews for the proposed project operation is the pro
forma. The pro forma should cover aminimum of 15 years of projected income and
expenses. The pro forma must contain sufficient detail indicating the income to be
generated by the project, vacancy or collection loss assumptions, and all operating costs
of the project, including management fees, real estate taxes, insurance, maintenance
costs, mortgage or debt service payments, operating reserves, replacement reserves,
partnership fees, and any other disbursements funded from cash flow. The Bank has
established the following guidelines as the minimum and maximum ranges for a project’s
pro forma:

a) Stabilized Vacancy Rate

The Bank has established a maximum stabilized vacancy rate to begin in year two on
the pro forma of 10 percent of grossincome. The Bank may request an explanation
for the use of no or alow vacancy rate.

b) Property Management Fees

Management fees are limited to the greater of 12 percent of net revenue or $55 per
unit per month. The Bank may ask nonprofit organizations that elect to take no or a
minimal management fee to provide sufficient evidence of the organization’s
financia condition to document why such afeeis not needed.

¢) Operating Reserve Payments

Operating reserve payments may be included in the pro forma. An explanation must
be provided to justify the need for operating reserves.

d) Replacement Reserve Payments

Replacement reserve payments are expected to be included in every pro forma. At a
minimum, replacement reserve payments in the pro forma should total $150 per unit
per year. Projectsthat will operate on a per bed or per bedroom basis, such as
emergency shelters or group homes, must justify the reasonableness of its proposed
replacement reserve payments. Since it may be reasonable for afirst year operating
statement to reflect alower or even zero replacement reserve payment, such as when
thefirst year replacement reserve payment is capitalized as part of the development
budget or when units are subsidized to breakeven by a guaranteed operating subsidy,
first year replacement reserve payments below $150 will not constitute an exception
to the Bank’ s feasibility guidelines if determined reasonable by the Bank.

Revised November 2009
29



m AHP 2010
FHLB | mplementation Plan

DES MOINES

€) Per Unit Operating Cost

The per unit operating cost of aproject isdetermined as follows: (Total Operating
Expenses — Property Taxes — Operating Reserves) +~ Number of Units. The Bank
allows aminimum annual operating cost of $1,250 per unit. While no maximum per
unit operating cost has been set, the Bank judges estimated expense levels for
reasonableness on a case-by-case basis, based on the type of project and the nature of
the population to be served. Whenever possible, a project’ s actual operating history
should be used to justify proposed operating costs. The Bank recognizes operating
expenses may vary based on many factors, including, but not limited to, the
geographic location of the project and the nature of the housing to be provided.
Projects that anticipate annual per unit operating expenses of less than $1,250 must
provide detailed justification for the amount of the projected expenses. Projects
including annual per unit operating expenses greater than $4,500 must provide
additional explanation justifying such costs.

f) Debt Coverage Ratio/Cash Flow

The debt coverage ratio for aproject is calculated as follows. Net Operating Income
+ Total Debt Service Payments. The Bank examines the debt coverage ratio over the
first five years of the pro forma. The Bank will accept a debt coverage ratio up to a
maximum of 1.35 or a pro forma where anticipated cash flow does not exceed 10
percent of grossincome. Projects in which the debt coverage ratio or cash flow
exceeds these limits must provide justification why additional debt cannot be
supported.

Although the Bank’ s review focuses on the first five years of the pro forma, the entire
pro formais reviewed, at least in part to ensure no front loading of debt or expensesis
included in an effort to skew the project’ s debt coverage ratio to meet the guidelines.
Cash flow to the owner of a project should be limited to a reasonable return on the
owner’sinvestment in the project or be an amount small enough that substantive
additional financing could not be justified. For projects that are anticipated to
generate some amount of cash flow, excess funds may be used to pay back debt
required to be repaid from available cash flow or placed in the project’ s reserve
accounts, if adequate justification of the need for such reservesis provided.
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Rental Project Proforma

AHP Feasibility Guideline

Stabilized Vacancy Rate

Maximum: 10% of grossincome

Property Management Fees

Maximum: greater of 12% of net revenue or $55 per unit per
month

Operating Reserve Payments

Not required but inclusion of operating reserve paymentsin
the pro forma should be justified

Replacement Reserve Payments

Minimum:

$150 per unit per year

Projects operated on a per bed or per bedroom basis, such as
emergency shelters or group homes, and first year payments
below the $150 minimum must justify on a case-by-case basis
the reasonableness of proposed/actual replacement reserve
payments.

Per Unit Operating Cost

Minimum: $1,250 per unit per year (excluding property taxes
and operating reserve payments). Greater than $4,500 must
provide additional explanation.

Debt Coverage Ratio/Cash Flow

Maximum: 1.35 or a pro forma where anticipated cash flow
does not exceed ten percent of grossincome
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5. Feasbility Guidelinesfor Owner-occupied Projects

Funds may be used for down payment and closing costs in single-family purchase and for
rehabilitation costs or new construction costs, including building or land acquisition. Please
review the definitions of “closing costs’ and “rehabilitation” in Section IV: Definitions and
Acronyms. The Bank’s subsidy should be used to accomplish the objective of providing,
maintaining, or improving affordable housing defined as housing that is targeted to the low-
and-moderate income market. The Bank, in its sole discretion, may deny any subsidy request
that is inconsistent with that objective. Project types would include down payment and
closing costs with or without rehabilitation, development including acquisition with
rehabilitation or new construction for sale, and owner-occupied rehabilitation.

a) Development Budget
1) Sources and Uses of Funds

All projects must provide a statement of sources and uses. A complete listing of
al the sources of funds, financing terms, and uses of funds must be identified in
the statement.

i) Thelist of sources must reflect al funds to be used in the project, including
estimates of funds the sponsor intends to use but that are not yet committed to
the project.

i) The uses of funds statement must detail all project costs, including, but not
limited to, the following: hard costs, soft costs, developer fees, financing fees,
overhead costs, contingency reserves, and any other costs of the project. Fees
and costs should fall within certain ranges described in this attachment.

iii) A project's sources of funds may include the estimated market value of in-
kind donations and voluntary professional labor or services (excluding the
value of sweat equity), provided that the project's uses of funds also includes
or excludes, respectively, the value of such estimates.

The AHP subsidy for a specific house cannot exceed the total of the
development costs minus: 1) any hard mortgages; 2) grant funding from other
agencies; 3) sponsor’s cash contribution; and 4) any donated professional
labor or donated materials, if such items have been included in the total
development cost.

iv) In the case of homeownership projects where the sponsor extends permanent
financing to the homebuyer, the sponsor’ s cash contribution shall include the
present value of any payments the sponsor isto receive from the buyer, which
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shall include any cash down payment from the buyer, plus the present value of
any purchase note the sponsor holds on the unit. If the note carries an interest
rate below the market rate, the present value of the note shall be determined
using the market rate to discount cash flows (using Exhibit I-B of the AHP
Homeownership Application Workbook). If the note carries a market rate of
interest commensurate with the credit quality of the buyer, the present value
of the note equals the face value of the note.

2) Development Costs

Development costs are defined as the sum of the following: the cost of building
and land acquisition, the hard costs of material and labor for new construction or
rehabilitation, a reasonable development fee, and reasonabl e soft costs.

For projects including single-family purchase, and acquisition-rehabilitation or
new construction for sale, the Bank generally accepts a project’ s devel opment
costsif approved by or within the guidelines of a State Housing Finance Agency
or similar funding agencies such as USDA, HUD or FHA for the state where the
project will be located as sufficient evidence that the project’s per unit cost is
warranted. The State Housing Finance Agency maximum purchase price limits
for the Bank’ s five-state District are available on the Bank’ s website at
www.fhlbdm.com. The Bank may also, with adequate explanation, consider
applicable factors impacting the project’ s development cost, including, but not
limited to, market conditions, the nature of the project, number of bedrooms, size
of units, and/or location in high cost areas in determining the reasonabl eness of
proposed development costs.

For owner-occupied rehabilitation projects, sponsors should provide explanation
of how the per unit cost of the project relates to the applicable standards for the
locality or for the program.

3) Minimum Rehabilitation Costs
For a project including rehabilitation to be considered feasible, a minimum of

$1,000 per unit of rehabilitation must be completed, not including construction
management fee or other soft costs.

b) Developer’'sand Consultant’s Fees

Development projects including new construction and acquisition with rehabilitation
may include a combined devel oper’ s fee and consultant’ s fee no greater than 15
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percent of the project’ s total development cost, excluding the devel oper’s and
consultant’ s fees.

The devel opment and consulting fee should not exceed 15 percent of the cash cost of
the project in self help projects or projects with donated labor and materials.

Owner-occupied rehabilitation projects may include a combined developer’ s fee and
consultant’ s fee no greater than 10 percent of the project’ s total development cost,
excluding the developer’ s and consultant’ s fees, unless there is a demonstrated need
for alarger fee. Exceptions may be allowed at the discretion of the Bank if the
sponsor can demonstrate a need for alarger fee based on a project’ s development
characteristics or location. Projects involving minor rehabilitation, particularly hard-
to-develop projects such as widely scattered-site developments or projectsin difficult-
to-develop areas, may justify alarger development fee.

No developer’s and consultant’ s fees should be charged on projects that provide only
down payment and closing cost assistance.

The Bank calculates the developer’s and consultant’ s fees percentage as follows:
(Developer’s Fee + Consultant’ s Fee) + (Total Development Cost — (Developer’s Fee
— Consultant’s Feg)).

Because a developer may elect not to take any developer’ s fee on a project, the Bank
has not set any minimum fee. However, the Bank may ask a developer who does not
include a development fee in a project’ s budget to justify why afee will not be taken
and to provide evidence that the developer’ s financial condition is sufficient that such
afeeisnot needed.

Project Costs

1) Single-family purchase with or without rehabilitation, owner-occupied
acquisition/rehabilitation, and new construction costs should generally not exceed
the maximums set by the State Housing Finance Agency or similar funding
agencies such as USDA, HUD or FHA for the state where the project will be
located; or

2) Owner-occupied rehabilitation costs should not exceed local usual and customary
costs as demonstrated by actual costs.

d) Construction Labor Costs

Projectsin which the sponsor provides labor to the project may charge a reasonable
amount for that labor plus overhead and profit. The Bank considers other costs on a
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case-by-case basis. The costs must be typical of general contracting and not of the
administration of the sponsor organization. The applicant must provide information
on proposed costs at the time of the AHP Application. For example, acommunity
action agency may charge a reasonable fee for a construction crew for rehabilitation
projects.

€) Construction Management Fees

Projects that include single-family purchase with rehabilitation, acquisition with
rehabilitation or new construction for sale, and owner occupied rehabilitation may
charge a construction management fee for writing construction specifications and
performing inspections. The construction management fee cannot exceed $300 for
projects with minor rehabilitation. Minor rehabilitation includes projects where the
cost of rehabilitation is less than $10,000. The construction management fee cannot
exceed $500 for projects with substantial rehabilitation. Substantial rehabilitation
includes projects where the cost of rehabilitation is $10,000 or more.

For development projects including acquisition with rehabilitation and new
construction no construction management fee should be charged if the sponsor is
taking a developer’ s fee, unless the feeis paid to athird party provider, or is paid from
anon-AHP funding source, to be identified in the application.

f) Contingency

The contingency budget for a project including new construction or rehabilitation is
generally expected to be between zero percent and 10 percent of the construction or
rehabilitation budget, unless the applicant can demonstrate that costs are unlikely to
change from those proposed. Since unforeseen costs are encountered in virtually all
construction or rehabilitation projects, an adequate contingency budget is key to
ensuring funds will be available to complete the project. Projects that might justify a
smaller or no contingency budget include those where only acquisition or minor
rehabilitation will be undertaken.

g) Homebuyer Education Costs

Homebuyer/homeownership education classes or Financial Literacy Programs are an
eligible cost expense from AHP funds for projects that include
Homebuyer/homeownership education or Financial Literacy programs as an
empowerment service. This cost can only be charged in projects receiving AHP
funding as part of a development, down payment and closing cost, or owner-occupied
rehabilitation program, and households must be provided AHP funding in excess of
the cost of the class or program. The amount that can be charged to AHP islimited to
$150 for a course requiring 8 hours or less (the typical Mortgage Insurance short
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h)

course or in-house type of training) with a maximum of $350 for a course that is more
than 8 hours. .

Cash Back to Borrower

Excluding reimbursement for eligible items paid outside of closing, a member may
not provide cash back to a household at closing on the mortgage loan in an amount
exceeding $250. Cash back includes any loans or other obligations paid from loan
and/or grant proceeds that are not for the direct purchase of the home. Down payment
and earnest money do not qualify as eligible items paid outside of closing. The Bank,
in its sole discretion, will determine eligible items paid outside of closing. A member
must use any AHP direct subsidy exceeding $250 that is beyond what is needed at
closing for closing costs and the approved mortgage amount, as a credit to reduce the
principal of the mortgage loan or as a credit toward the household’ s monthly payment
on the mortgage loan.

NOTE: If any cost or feeis paid from AHP funds, it must be included in the deed
restriction amount.

6. Project Design

a)

b)

Affordability of Housing Costs

Projects that include loans to the household need to make sure that the total house
payments do not exceed the housing cost and/or housing cost plus debt ratios as
accepted by typical affordable housing programsincluding such programs as FHA,
Fannie Mae, Freddie Mac or USDA. If the households have not been identified at the
time the AHP Application is submitted, the household income is defined as the MRB
income limit that is used for project targeting.

Interest Rate, Points, and Fees

Therate of interest, points, fees and any other charges must not exceed a reasonable
market rate of