ADDENDUM V

Modified Pass-Through Program

(Debt Financing Under Section 44(c) of MSHDA Act)

MSHDA offers “conduit” or “pass-through” financing where the debt obligation issued is a limited rather than a general obligation of MSHDA, the obligation is not secured by MHSDA’s capital reserve capital account, and the obligation is   not backed by the moral obligation of the State.  Pass-through bonds are secured by the revenues of the borrower, the real and personal property being financed, and by some form of credit enhancement provided by the borrower.  

I. Minimum Income & Rent Restriction Requirements:



In “eligible distressed areas” the project must, at a minimum, have income and rent restrictions on 40% of the units, targeting those units to households with incomes at or below 60% of median income.  Alternatively, these projects may provide for income and rent restrictions on 20% of the units, targeting those units to households with incomes at or below 50% of area median income
In other than “eligible distressed areas” the project must have income and rent restrictions on 100% of the units, targeting those units to households with incomes at or below 60% of median income.

State law requires a minimum of 20% of units to be targeted, a requirement that is met under either option.

As bond cap allocations under the pass-through program are expected to be competitive, applicants with projects in “eligible distressed areas” are requested to commit to income and rent restrictions of either (i) 60% of the units, targeting households whose income is at or below 60% of area median income, or (ii) 40% of the units, targeting units to households with incomes at or below 50% of area median income.

The sponsor/developer may target and claim additional Low Income Housing Tax Credits (LIHTC) for additional units.
II. Clearinghouse Requirements:

MSHDA’s Loan Committee will review each application to assure that the use of the State’s bond cap for a project will not impair MSHDA’s ability to carry out its programs or finance developments or housing units which are targeted to lower income persons.   
MSHDA’s Office of Legal Affairs – Tax Credit Section, will also review the application to assure that required threshold requirements for participation in the LIHTC Program are met if  LIHTC are being used to finance the development.

MSHDA staff will not and does not underwrite these loans.

III.

Application Requirements:

A. If the  sponsor/developer plans on utilizing LIHTC as part of its overall financing, the sponsor/developer must submit a complete application under the LIHTC Program, including its market study and  environmental site assessment.  The sponsor/developer must follow the checklist for LIHTC application.  
B. In order to be considered complete, an application for an allocation of bond cap under this program must include:

i. Description of the proposed credit enhancement and a statement as to the amount of the tax-exempt bonds (and  taxable bonds, if appropriate).  The proposed credit enhancement may be in the form of an unconditional irrevocable letter of credit, guarantee, bonding, mortgage insurance, or other security as MSDHA deems appropriate that assures MSHDA that repayment of the bonds is reasonably secured.

ii. An agreement to pay all bond issuance costs and to compensate the professional team (bond underwriter, bond trustee, bond counsel, etc.) for services rendered in issuing the bonds.  All bond issuance costs are the responsibility of the sponsor/developer and are not the responsibility of MSHDA.

iii. To the extent not identified in the LIHTC Program application, the sponsor/developer shall identify the full development team, including the bond underwriter, bond trustee, bond counsel, equity partner, and rating agency.

iv. For proposals involving the acquisition and rehabilitation of existing property, the rehabilitation expenditures must be at least 30% of the portion of the cost of acquiring the building(s) and equipment financed with the proceeds of the proposed bond issue. 
v. If applicable, a tenant relocation plan must also be submitted.

vi. An application fee equal to the greater of $4,000 or .0005 times the amount of the bonds to be issued must be submitted with the application.

C. Applications will be accepted at any time on a first-come, first-serve basis.  MSHDA will, upon request, advise prospective sponsors/developers of the number of proposals in process and the total bond cap represented by those proposals and the bond cap allocated for the program.

D. Applications which do not secure a reservation of bond cap due to the then current unavailability of inadequacy of bond cap must re-apply once bond cap is again available.

IV.

MSHDA Staff Processing Sequence:

A.
Staff will review and evaluate applications and make a recommendation to the MSHDA Board that the use of the  the State’s bond cap for the proposed project will not impair the ability of MSHDA to carry out programs or finance housing developments or housing units which are targeted to lower income persons.  This process includes::


i. 
ii. A review and evaluation of the market the market study  to determine the extent, if any, to which the proposed project may adversely affect a project or projects (a) financed with MSHDA loans, or (b) to which MSHDA has extended a loan commitment which has not been terminated.,
iii. A review of the environmental site assessment to confirm that no environmental problems exist.
iv. A review and evaluation of the proposed credit enhancement and the proposed credit enhancement provider.
v. Preparation of an Inducement Report and Resolution for MSHDA Board consideration.  This represents MSHDA’s formal action for purposes of Section 103 of the IRS Code.  It does not constitute a commitment to loan funds.
vi. Publication of a TEFRA Notice and conduct of a TEFRA hearing. 

vii. 
viii. 
ix. Prepare a Commitment Report and Resolution for Board consideration.  Typically prepared and submitted to the MSHDA Board once evidence of a firm commitment for credit enhancement is received, reviewed and evaluated by staff.  Occurs approximately 30 days before bond closing.

x. Preparation of  a Bond Resolution for Board consideration.  Occurs simultaneously with Commitment Resolution and when principal bond documents are in substantially final form.

xi. 
B.
MSHDA will use its best efforts to complete the processing sequence identified in IV(A)(i) – (iv) within 60 days of receipt of a complete application.  Sponsor/developer will be advised in writing by the ,  Director of Legal Affairs whether the proposal is acceptable and whether bond cap is available.
C.
Within 30 days of receipt, the Director of Legal Affairs shall notify the sponsor/developer as to whether (i) the application is not complete (in which case, absent correction and completion by the sponsor/developer, the application will be deemed terminated in 30 days, or (ii) the application is complete and is under review.
D.
Proposals that are  found unacceptable shall be terminated.

E.
Proposals that which are modified during the review process will be deemed re-submitted (and the timeline for MSHDA’s response and the related evaluation of the sufficiency of bond cap and other considerations will begin anew as of the date of the modification).
V.

Eligible Projects:

Projects must satisfy the eligibility requirements of Section 44c of the MSHDA Act.  Either new construction or acquisition and substantial rehabilitation of multi-family affordable housing units  will be considered.  Proposals conditioned upon the receipt of LIHTC must meet the threshold requirements of the LIHTC Program.

Refunding projects (existing projects presently financed with the proceeds of bonds issued under the pass-through program) are not addressed under this program statement and will be considered on a case-by-case basis under the requirements of Section 44c of the MSHDA Act.
VI.

Evaluation of Credit Enhancement:

MSHDA’s legal and finance staff will review and evaluate the proposed form of credit enhancement and the proposed credit enhancement.  Based upon their review, evaluation and recommendation,  the MSHDA Board shall determine whether repayment of the bonds is “reasonably secure” under the MSHDA Act.  
VII.
Eligible Borrowers:

Borrowers must be eligible entities under MSHDA’s Act (e.g. limited dividend housing association organized as a limited partnership, a  corporation, or a limited liability corporation).  A non-profit housing corporation borrower or an entity treated as a Section 501(c)(3) organization is not  subject to the unified bond cap or LIHTC requirements.

VIII.
Return on Equity:

A borrower is entitled to a cash distribution equal to a 12% return on equity for the first 12-month period following the substantial completion of the development.  Thereafter, the allowable return on equity is increased by 1% annually up to 25% (except for developments in eligible distressed areas where this is no cap) and is fully cumulative.  The borrower shall be required to submit to MSHDA an annual certified audit evidencing its eligibility for return on equity no later than  90 days following the close ofthe borrower’s fiscal year.  Borrower’s investment is defined pursuant to MSHDA Board Resolution dated March 13, 1985. 

IX.

Compliance Monitoring and Reporting Requirements:

On or before September 1 of each year, the borrower must provide MSHDA with a report either on paper or electronically via a web-link as MSHDA deems appropriate and on a form MSHDA will provide to the borrower.  The report shall include the following statutorily required information:  incomes of tenants, estimated economic and social benefits of the housing to the immediate neighborhood, the estimated economic and social benefits to the community, information with respect to displacement of lower income persons to the extent such occurs, together with steps taken by governmental or private parties to ameliorate the displacement and the results of such efforts, any additional information MSHDA needs to report the extent of reinvestment by private lenders in the neighborhood resulting from the housing or is required to provide to the Legislature and Governor, the age, race, family size and average income of tenants and the estimated economic impact of the project, including the number of construction jobs created, wages paid, and taxes and payments in lieu of taxes paid.


X.

Bond Cap and Project Limits:

All proposals are subject to available bond cap as made available by the Michigan Treasury Department and as determined appropriate by MSHDA.

For proposals that are acceptable and where there is available bond cap, the sponsor/developer will be required to sign, date, and return a reservation letter within 20 days of receipt acknowledging, among other things, an obligation to close the loan within 180 days of the date of the sponsor/developer’s signature.  The sponsor/developer shall be required to also acknowledge the risk that a proposal that does not close under the current year allocation of bond cap may not be able to proceed if MSHDA does not allocate bond cap to the program in the next year.

.  

Additionally, to preserve bond cap resources and assure that it is not lost to the State of Michigan, a proposal must close no later than December 1.  A proposal that fails to meet this deadline but has time remaining within the 180 day bond closing  requirement may be carried forward to the next year, with the time remaining to close on bonds again commencing on January 1 of the following calendar year.
A borrower may request one 60-day extension to the 180-day closing deadline which MSHDA shall grant upon payment of a $5,000 extension fee.  A failure to close on the bond sale within 240 days of the date of the sponsor/developer’s signature on the reservation letter may result in the termination of the bond cap reservation,  unless waived by the Executive Director for good cause shown..

A proposal that has been terminated may only be submitted as a “new” proposal.  

The bond limit on any one project is $9.5 million, subject to increases as described below.  Individual sponsors are prohibited from any ownership or participation on a fee basis in multiple project applications that have a combined bond amount of more than $9.5 million/year unless bond cap is not fully subscribed as described below.

The per project and sponsor bond limit for rehabilitation projects with more than 150 units may be increased up to 125% of $9.5 million with the approval of the Executive Director for good cause shown.

In the event that the bond cap allocated to the Program is not fully subscribed by July 1, sponsor/developers will be permitted to submit additional  applications for consideration by MSHDA.

XI.

Commitment Fee and Closing Fee and Other Fees:

Concurrent with the issuance of a loan commitment, the sponsor/developer shall pay a commitment fee of 0.1% of the principal amount of the bonds to be issued.  The application fee shall be credited to the commitment fee due.  
Upon issuance of the bonds to finance the project, the borrower shall pay MSHDA an additional fee of not more than 0.9% of the principal amount of the bonds for projects located in eligible distressed areas or 1.9% for projects located in non-distressed areas.

For each year that the bonds remain outstanding, commencing the first calendar year following closing, the borrower shall remit to MSHDA an amount equal to .50% of  the  outstanding principal amount of the bonds as of January 1 of such  year.  This fee shall be paid in two equal semi-annual installments on the interest payment dates established for the bond issue (if interest on the bonds is paid semi-annually) or on each March 1 and September 1 (if interest on the bonds is paid other than semi-annually).  Such fee payment  shall be remitted to MSHDA through the bond trustee.

In the event of any refunding of the bonds outstanding, the borrower shall remit to MSHDA on or before the refunding date a fee equal to .25%  of the  outstanding principal amount of the bonds to be redeemed.
MSHDA reserves the right to charge additional fees to accommodate such other transactions (such as substitution of credit enhancements) as it deems appropriate from time to time upon notice to the public.
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