STATE OF CALIFORNIA -BUSINESS, TRANSPORTATION AND HOUSING AGENCY
ARNOLD SCHWARZENEGGER, Governor
[image: image1.jpg]


DEPARTMENT OF HOUSING AND COMMUNITY DEVELOPMENT

DIVISION OF FINANCIAL ASSISTANCE 

Rental Housing Development Section
1800 Third Street, Suite 390-8

Sacramento, CA  95814

(916) 322-1560

Fax (916) 445-0117

MHP
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Memorandum Number:  07- 01
TO:  All Sponsors, Borrowers and Lenders
 DATE:  July 3, 2007
SUBJECT:  Interest Rate Resets or Bond Remarketing Requirements

The terms of some tax-exempt bond financing structures are not compatible with the underwriting requirements of the Uniform Multifamily Regulations (UMR).  This memo is to provide clarification on the Department’s policy on the requirement for interest rate caps on permanent tax-exempt bond financing on projects funded under the Multifamily Housing Program (MHP).  

The terms of permanent financing sources must comply with all of the underwriting standards of the Uniform Multifamily Regulations, section 8310.  Senior loans must be fully amortized over their term; balloon payments are prohibited on senior loans. Senior loans are prohibited from including call option language in the terms of the loan other than is reasonable in case of default. All payments, lender fees, bond fees, issuer fees, trustee fees, and other fees, charges and costs, in addition to principal and interest payments, must be fully disclosed to the Department in the loan closing transaction summary and in the operating budget. Borrowers must obtain an interest rate cap on any interest rate that is not fixed for the full term of the senior loan. The interest rate at the cap must not jeopardize project feasibility, as determined by the Department. Interest rate resets on senior loans must not require the Borrower to 

re-qualify pursuant to the senior lender's then existing underwriting criteria.

This policy is effective on all MHP funded projects which have not closed their construction financing as of August 1, 2007.

For more information contact your MHP Loan Officer/Underwriter. 







