APPENDIX D
LOAN TERMS, REGULATORY AGREEMENT, UNDERWRITING POLICIES AND COMPLIANCE MONITORING

The following guidelines are intended to assist applicants for County of San Mateo Department of Housing
(“DOH”) loans for affordable housing development to prepare financing requests and to understand the
terms and conditions that will be imposed by County of San Mateo affordable housing loan documents.
These guidelines will govern DOH staff review of financing applications and will guide funding
recommendations to the Housing and Community Development Committee and the Board of Supervisors.
DOH may review and approve or disapprove any requests for waivers in its absolute and sole discretion.
These guidelines will be updated from time to time, and revisions will be incorporated in the Loan
Agreement for any Project that has not yet closed on construction financing escrow allowing the project
to immediately start construction, unless a waiver of such updated guidelines is approved by DOH in its
sole and absolute discretion. Notwithstanding anything to the contrary herein, this document provides
a non-binding summary of specified terms of County loan documents for informational purposes only
and is not a contract or agreement; the governing terms and conditions of any County loan will be set
forth in an integrated written agreement that will not be binding until approved and executed by the
County.

A. Loan Terms. In addition to the Regulatory Agreement described in Section B below, an award of
funds under an Affordable Housing Fund (AHF) NOFA shall be evidenced by a Loan Agreement and a
Promissory Note secured by a nonrecourse Deed of Trust which may in DOH’s sole discretion be
subordinated to other financing necessary for the development of the Project. In no event will DOH agree
to subordinate its deed of trust to the lien of a lender affiliated with, controlled by, or controlling the
Borrower, a general partner of the Borrower, or any entity or person controlled by or controlling the
Borrower. The Loan Agreement, Promissory Note, Deed of Trust, Regulatory Agreement, and other
documents that may be required by the County in connection with the AHF Award (Loan Documents) as
summarized here are subject to and shall be in a form and in substance agreeable to the County in its
sole discretion.

(9) Term. The typical loan term is 55 years from the date of Certificate of Occupancy but not more
than 57 years from the date of recording of the Deed of Trust.

(9) Interest and Residual Receipts.

a. The Loan Agreement is expected to provide for the Promissory Note to accrue simple
interest at a rate of 3% annually from the date specified in the Loan Agreement, which in
most cases is the date of the Project’s Certificate of Occupancy. Any accrued interest is
subject to repayment from Residual Receipts prior to the application of Residual Receipts
to payment of the principal amount of the loan.

b. The Loan Agreement will require annual loan payments to DOH in an amount not less
than 50% of the Project’s Residual Receipts for a term of 55 years from the Project’s
completion date. As further defined in the loan documents, Residual Receipts refers to
the net cash flow after payment of annual operating expenses, required reserve deposits,
debt service payments, and current year Partnership Management fees and Asset
Management Fees in amounts approved by DOH.



c. When the Project includes other public sector or nonprofit subsidy lenders whose loans
are also repayable from Residual Receipts, DOH may, in its sole discretion, request that
two-thirds (66.67%) of any Residual Receipts (rather than 50%) will be allocated to such
subsidy lenders who will share in that portion of the Residual Receipts in proportion to
each subsidy lender’s respective loan amounts. DOH must be included in any negotiations
of the distribution of Residual Receipts with other subsidy lenders, the results of which
may be documented in an Intercreditor Agreement among all the affected subsidy
lenders.

d. Any remaining Residual Receipts may be distributed to the Borrower. Except for any
deferred developer fee specifically allowed to be paid before the allocation of Residual
Receipts pursuant to Section C(9) below, the Borrower’s share of Residual Receipts is the
sole source of payment of deferred Developer Fees, deferred Partnership Management
fees, deferred Asset Management fees and any other incentive fees.

(9) Limits on Disbursement. Funds may be drawn for pre-development, acquisition, construction, and
permanent financing, including eligible expenses incurred prior to the award of AHF fund, but no
funds will be disbursed until all required loan documents have been fully executed by the parties.
In addition:

a. Disbursements are for reimbursement of paid expenses, except for expenses, such as land
acquisition, that will be paid through a third-party escrow. Upon the start of construction,
construction costs may be reimbursed based on submission of invoices, AIA certifications
and conditional or unconditional lien releases. However, soft costs incurred during
construction will only be paid on a reimbursement basis.

b. Disbursement of funds for acquisition or predevelopment expenses shall not exceed a
total maximum amount of Five Hundred Thousand Dollars and zero cents ($500,000.00)
until such time as the Applicant (or Borrower) has acquired title to the real property and
is able to convey a Deed of Trust to secure the AHF Promissory Note and record a
Regulatory Agreement as described in Section B below.

c. In no event will the disbursement of funds committed to a Project exceed the lesser of
Two Million Dollars and zero cent ($2,000,000.00) or 3% of Total Development Costs
(“TDC”) before the close of escrow for the Project’s construction financing.

(9) Termination of Award Letter or Loan Agreement. An AHF Award Letter or Loan Agreement is
conditional and subject to termination in DOH’s sole discretion for the Borrower’s failure to meet
any required conditions or achieve the specified milestones on the approved schedule and in any
event if construction of the Project has not commenced within three years of the Award Letter
Date unless a longer period is specifically provided and approved in an amendment of the Award
Letter or Loan Agreement as applicable. After closing of the construction loan, the loan is subject
to termination if construction has not been completed and the construction loan converted to a
permanent loan within two years of the construction loan closing unless a longer period is
specifically provided for in the Loan Agreement. Failure to meet the deadline imposed by California
Tax Credit Allocation Committee for placing the project in service shall also result in termination of
the Loan Agreement. In the event of any termination, DOH may utilize the rights and remedies



9)

B.

granted to it by the Loan Agreement, Promissory Note, Deed of Trust, Security Agreement, or other
loan documents.

Misrepresentations or Material Changes. Any changes in the borrowing entity or the Project
design, unit count, unit configuration, population served, income targeting, development timeline,
or financing plan for the Project are subject to DOH’s prior approval and without such prior
approval will result in termination of DOH’s loan commitment. Any material misrepresentation
made with respect to the borrowing entity, or the Project is grounds for immediate termination by
DOH without providing an opportunity to cure.

Regulatory Agreement. As a condition of the loan of AHF funds, the Borrower shall execute and

record a Regulatory Agreement in favor of DOH in a senior lien position, which imposes long-term
income, rent, unit size, and target population restrictions on the Project’s AHF-Restricted Units and
authorizes DOH specifically to enforce performance of those restrictions, as set forth in the AHF Award
Letter and subsequently included in the AHF Loan Agreement. As described in Section B.5 below, Units
designated as HOME Units or HOME-ARP Units may be restricted by a program-specific Regulatory
Agreement, but at the end of the term of such program-specific Regulatory Agreement, those Units shall
then be subject to the primary DOH Regulatory Agreement.

(9)

(9)

Total Number of Restricted Units. Subject to any limitations imposed by federal or state
requirements, the Regulatory Agreement shall restrict 100% of a Project’s Units as AHF-Restricted
Units. As set forth in the Award Letter, Units shall be restricted at the income and rent levels for
different Unit sizes and for different tenant populations.

Float-Up Upon Termination of Rental Subsidies. Among other terms, the Regulatory Agreement
may, in DOH’s sole and absolute discretion, allow for the “float-up” of income and rent limits for
Units that have received certain time-limited rental subsidy or operating subsidy commitments (for
example, Project-Based Vouchers or a state or local award to fund a Capitalized Operating Subsidy
Reserve) AND the subsidy expires or is subsequently reduced or terminated through no fault of the
Borrower. In such event, the Borrower must first seek alternative sources of rental assistance,
rental subsidies, or other funding sources to fund the financial gap, if any, resulting from the
reduction or loss of the subsidy. The terms of any approved “float-up” provisions included in the
Regulatory Agreement and DOH’s subsequent approval of any actual “float-up” request shall be in
DOH’s sole and absolute discretion and shall be limited to the amount necessary for the Project’s
continued financial feasibility, as determined by DOH in its sole and absolute discretion. In no event
shall such approved “float-up” exceed rent and income levels higher than 60% of Area Median
Income as identified by the California Tax Credit Allocation Committee or a lower percentage of
Area Median Income imposed by a specific state or federal funding source administered by DOH
(for example, 30% of Area Median Income for Housing for Healthy California Units). An approved
“float-up” shall be administered with the goal of minimizing disruption to and reducing
displacement of existing tenants, by, for example, applying the approved “float-up” first to vacant
Units and to Units occupied by tenants with actual income closer to the new “float-up” limit. The
Regulatory Agreement shall require the Borrower to provide any tenants in Units approved for a
“float-up” with timely and proper written notice of any rent increase as required by applicable
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federal, state, and/or local laws and regulations, including without limitation Government Code
Section 65863.10, 65863.11 and 65863.13.

Floating Units. Among other terms, the Regulatory Agreement may, in DOH’s sole discretion,
describe how the number and type of AHF-Restricted Units will be maintained over time by
designating Units as “floating units”. Floating units allow a tenant whose income has increased
above the original qualifying income level to remain in their Unit and the property manager to
designate another Unit to fulfill the applicable income category. For example, when an Extremely
Low-Income Unit is occupied by an Extremely Low-Income household whose income later
increases, the household shall be allowed to continue to occupy the Unit. When the household’s
income reaches Very Low-Income, the next available vacant Unit at the Project of the same size
shall then be restricted to be affordable to Extremely Low-Income households, and the household
whose income increased shall be allowed to continue to occupy their original Unit, which shall then
be designated a Very Low-Income Unit.

Seniority of the Regulatory Agreement. Unless DOH grants an exception in its sole and absolute
discretion to facilitate the Borrower securing another long-term, low-interest, deferred public
sector or nonprofit subsidy loan, DOH’s Regulatory Agreement shall be recorded in a first lien
position senior to any other liens, including any conventional first mortgage, and shall authorize
DOH specifically to enforce the restrictions of the Regulatory Agreement for the term of the
Regulatory Agreement. DOH, in its sole discretion, may consider a request by a conventional first
mortgage lender to amend its Regulatory Agreement to allow a specific increase in a Project’s
income and rent restrictions up to 60% of Area Median Income in the event of foreclosure if DOH
determines that this modification would facilitate the Project benefiting from a conventional first
mortgage loan.

Term of Regulatory Agreement. The Regulatory Agreement must be recorded when the Borrower
acquires title to the real property and not later than the Project’s construction loan closing. If the
Regulatory Agreement is recorded after an existing lien, the lienholder must agree to subordinate
the existing lien to the Regulatory Agreement so that the seniority of the Regulatory Agreement is
maintained. The Regulatory Agreement shall expire 55 years from the date of Project completion.
However, restrictions required by certain federal funding sources (HOME or HOME-ARP) for Units
assisted by such funding may be limited by a Regulatory Agreement with a term less than 55 years.
Upon expiration of the shorter term of any HOME or HOME-ARP Regulatory Agreement, those
Units shall then become AHF-Restricted Units for the balance of the 55-year period of AHF
restrictions.

Specific Performance of the Regulatory Agreement. The Regulatory Agreement will authorize
specific performance by DOH until the Regulatory Agreement expires 55 years from the date of the
Project’s completion, even if the DOH Promissory Note is canceled, and the Deed of Trust is re-
conveyed and even if the Borrower is in default of any other note and deed of trust such that the
lien of the DOH Deed of Trust is foreclosed.
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Tenant Protections. DOH’s Regulatory Agreement will require that tenants be offered an initial
one-year lease term. Leases shall be subject to compliance with “just cause” eviction protections
and tenants shall be protected from waiver of their rights. Tenants shall be afforded the protection
of the Violence Against Women Act (VAWA) and the Right to Report from Home law even if the
Project does not benefit from a federal housing finance program.

Local Live-Work Preferences. All AHF regulated units shall be subject to a County of San Mateo
live-work preference, which shall be (a) a primary preference on Units not subject to an approved
city live-work preference and (b) a secondary preference on Units subject to an approved city live-
work preference. DOH’s Regulatory Agreement will allow for the implementation of city-imposed
live-work preferences in filling vacant Units only under the conditions set forth below. DOH’s prior
approval is required for any city-imposed live-work preference, and unless a waiver is approved in
DOH’s sole and absolute discretion, any city-imposed live-work preference will be limited in
application to the percentage of Units that equals the percentage of city financial contribution to
the Project compared to the sum of city and County financial contributions, provided that 51% of
Units may be subject to a city-imposed live-work preference when the applicant demonstrates to
DOH that the city has approved density, height, waivers or other concessions that exceed the
requirements of the state Density Bonus Law. After reviewing the demographic analysis of the live-
work preference area compared to the demographic analysis of the Project’s housing market area
prepared by a qualified third-party consultant, DOH may approve a city-imposed live-work
preference only if it has been determined in its sole and absolute discretion to comply with Fair
Housing requirements. Furthermore, DOH will not approve a city-imposed live-work preference
for:
a. any HOME-assisted or HOME-ARP-assisted Units or
any Units benefiting from Project-Based Vouchers or other county rent subsidy program
or
c. any Units required to be filled from a specific county referral program.

In calculating the city’s or County’s financial contribution to the Project, donations or below-
market-rate sale or leasing of land and the waiver of city development or impact fees shall be
counted. Prior to approving any award of AHF funds to a Project in an incorporated City with its
own live-work preference, DOH will require acknowledgement by the developer and the City of
the foregoing County policy limiting the impact of any City-imposed live-work preference.

Enforcement of Homeowner Resale Restrictions. In the case of a First Time Home Ownership
Project, DOH shall in lieu of a Regulatory Agreement have the right to review and approve the
terms of a thirty-year re-sale restriction proposed to be included in the conveyance of homes to
first-time homebuyers to ensure continued affordability of the home for Moderate Income
households for at least 30 years. Draft homebuyer legal documents shall be submitted to DOH for
its review and approval prior to any disbursement of funds. DOH shall have the right to enforce
homebuyer resale restrictions if it determines that the Applicant has ceased operations or no
longer monitors and enforces the re-sale restrictions.



C.

Underwriting Policies. DOH has adopted the following underwriting policies for affordable rental

Projects and may apply different policies for First Time Homeownership Project Projects. The proposed
sources and uses of funds, operating expense budget, and 30-year cash flow projections submitted by
the Applicant for the Project under this AHF NOFA shall conform to these underwriting policies.

9)

Market Feasibility. The rent levels proposed in the 30-year cash flow projections, even if otherwise
allowed by AHF threshold and competitive scoring criteria, shall be supported by evidence of
effective demand by the specific target population in a specific location. Effective demand shall be
demonstrated in a market feasibility study not older than 12 months from the application
submission date and updated from time to time at the request of DOH, unless DOH in its sole and
absolute discretion accepts an alternative method of establishing effective demand. Evidence of
effective date is particularly important for:
(iii) Units for homeless or special needs Units with rent higher than rent that is
affordable to households with incomes of 15% or 20% of Area Median Income;
(iii) Senior Units with rent higher than rent that is affordable to households with
incomes of 50% of Area Median Income; or
(iii) Large Family Units with rent higher than rent that is affordable to households
with incomes of 60% of Area Median Income.

Any assumptions made by the Borrower about the availability of Project-Based
Vouchers or tenant-based vouchers for the targeted units shall be supported by
a letter confirming the same from the Housing Authority of the County of San
Mateo.

(9) Tax Credit Investment Ratio. The expected investment for each dollar of tax credit investment

9)

(9)

9)

shall be reasonable in DOH'’s judgment, but not less than $.80 per dollar of credit.

Debt Service Coverage Ratio of 1.15. The Project must in its first year of operations demonstrate
annual net operating income after payment of operating expenses that equals or exceeds 115% of
debt service on all debt that requires fixed payments of principal and interest (not payable from
Residual Receipts). After the first year, the Project must demonstrate sufficient net operating
income to cover all required debt service, unless an exception is made for a Permanent Supportive
Housing project with an approved Capitalized Operating Subsidy Reserve.

Vacancy Rate. The Project must be financially feasible assuming a vacancy rate of 5%, which may
be increased depending on the percentage of Supportive Housing Units in the Project but in no
event more than 10% for a Project which is 100% Supportive Housing Units.

Wage Assumptions. State prevailing wage rates and San Mateo County Living Wage requirements
shall be satisfied, except that, if higher than state prevailing wage rates or local Living Wage rates,
Davis-Bacon wage rates will apply to a Project if required by specific federal financing programs.
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Minimum Operating Expenses. The Project’s operating expense assumptions must be reasonable
and satisfy CTCAC minimum requirements based on type of Project. The Project must be able to
operate on a break-even basis with any allowable Capitalized Operating Subsidy Reserve or
available rent subsidies and with an expense category of at least $500 Per Unit Per Annum (PUPA)
for general resident services and at least $1,000 PUPA for services supporting Supportive Housing
units.

Lease-Up Expense and Marketing Expense. A reasonable expense for negative cash flow during
the initial lease-up period of the Project should be included in the sources and uses of funds, with
an explanation of the assumptions used to estimate this amount. Any balance remaining upon
achieving Permanent Financing Conversion shall be included in construction cost savings that are
subject to distribution as provided in Section D(5)(a). Marketing Expenses may be charged to
County sources of funds up to a reasonable amount as determined by DOH in its sole discretion
but should be documented in a separate line item and not used to calculate negative cash flow
during lease-up.

Loan to Value Ratio: Loan proceeds from all sources shall not exceed 75% of current appraised
value assuming completion of the planned improvements.

Developer Fees. Developer Fees for Low Income Housing Tax Credits (LIHTC) Projects shall consist
of all fees defined by the California Tax Credit Allocation Committee (CTCAC) as developer fees,
and shall be allowed by DOH in the amount permitted by CTCAC, except that, with respect to a 4%
LIHTC Project, the amount of such developer fee that is greater than the maximum fee allowed for
a 9% LIHTC Project shall either be contributed as equity to the Project or paid from the developer’s
share of Residual Receipts. Deferred developer fees, whether for a 4% or a 9% LIHTC Project, shall
be allowed up to the period of deferral allowed by CTCAC but shall be paid solely from the
developer’s share of Residual Receipts except for any deferred amount that complies with the
Developer Fee limits imposed by a 9% LIHTC Project (“priority deferred developer fee”). For
example, an LIHTC Project may defer a portion of the Developer Fee up to the total Developer Fee
limits imposed by the 9% LIHTC Program and receive payment of this Deferred Developer Fee prior
to the distribution of Residual Receipts payments. However, any Deferred Developer Fee amounts
that result in total Developer Fees that exceed the limits imposed by the 9% LIHTC Program must
be repaid from the developer’s share of Residual Receipts. Projects using the LIHTC program with
more than 100 units may request approval, in DOH’s sole and absolute discretion, of an additional
developer fee equal to Twenty Thousand Dollars and zero cents ($20,000.00) per every Unit above
100 units, but not to exceed a total maximum Developer Fee of Three Million Five Hundred
Thousand Dollars and zero cents ($3,500,000.00). For Projects not using the LIHTC program, the
amount and timing of Developer Fees shall be reasonable in DOH’s sole and absolute discretion
based on comparison of the Project to similar Projects of that type and size.

Partnership Management, Asset Management and Similar Partner Fees. Partnership
Management, investor Asset Management and any similar Partner Fees are allowed for rental
Projects that are financed with Low Income Housing Tax Credits, but the amount of such fees must
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be reasonable in DOH’s discretion considering the size of the Project and in any event may not
exceed in the aggregate $40,675 annually beginning in calendar year 2025 and increasing at a rate
of 3.5% annually thereafter. Partnership Management, investor Asset Management and similar
Partner Fees are payable from the current year’s net cash flow remaining after payment of other
operating expenses, deposits to reserves and debt service payments. Any amount that is unable to
be paid in the current year shall accrue and be deferred for payment in a subsequent year solely
from the Borrower’s share of Residual Receipts. In no event shall an interest rate be applied to any
accrued amounts. Any investor-required Asset Management fees, including any accrued and
unpaid fees, shall terminate when the limited partner investor withdraws from the partnership
unless the Borrower establishes to DOH’s reasonable satisfaction that continuing duties not related
to tax credit compliance justify continued payment of the fee.

Property Management Fees. Property Management Fees are allowed for rental Projects and may
not exceed HUD’s most current published schedule (basic rate plus any applicable add-ons). DOH
may approve a higher property management fee for Supportive Housing Projects, not to exceed
the HUD maximum (24 CFR Part 990).

Annual Increases of Income and Operating Expenses. The Project must be financially feasible
allowing for annual increases of income and operating expenses (not including reserves, debt
service, deferred Developer Fees, Partnership Management Fees, Asset Management Fees, other
incentive payments). In general, income is expected to increase at a rate of 2.5% annually, and
operating expenses including partner fees are expected to increase at a rate of 3.5% annually.

Payment and Performance Bond. DOH requires a Payment and Performance Bond issued by a
company acceptable to DOH in the amount of one hundred (100%) percent of the construction
contract amount naming the Borrower and Lender as dual obligees; or a letter of credit issued by
a bank acceptable to DOH in an amount equal to ten percent (10%) of the amount for which
Contractor has agreed to complete the Project which shall not expire prior to the substantial
completion of the Project.

Capitalized Operating Reserve (COR). All rental Projects shall provide for a Capitalized Operating
Reserve equal to the sum of three months of operating expenses and three months of debt service
unless the senior lender imposes a requirement for a higher Capitalized Operating Reserve.

“Capitalized Operating Subsidy Reserve (COSR)”: In the case of a New Construction Rental Project
which is otherwise financially feasible, DOH may approve in its sole and absolute discretion the use
of AHF funds to create a Capitalized Operating Subsidy Reserve (COSR) to facilitate the creation of
Farmworker Housing Units and Supportive Housing Units eligible for competitive points as Priority
Needs. The COSR shall be in addition to the COR required of all rental Projects and shall be sized
for a fifteen-year term, assuming rents that are feasible for the targeted population but not more
than 30% of Area Median Income. The amount of the COSR shall be limited to the lesser of (a) the
amount needed to cover the Project’s total operating deficits and (b) the amount that solves for
the net operating deficit of the specific Units which the COSR is intended to support, after including
the operating costs and supportive services of those Units but excluding any share of permanent
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loan debt service payment, partnership fees, and deferred developer fees. The COSR funds shall in
DOH’s sole and absolute discretion be held in (a) a DOH-controlled account in which DOH has the
right to approve annual COSR disbursements for the Project, or (b) an interest-bearing account in
a reputable financial institution with interest re-invested in the COSR which grants DOH the right
to approve annual requests to draw on the funds in the COSR. At the expiration of the COSR’s term,
any balance of a COSR funded by DOH shall, in DOH’s sole discretion, be maintained solely for
specific purposes that benefit the Project or returned to DOH, in DOH’s sole and absolute
discretion. Under no circumstance shall any COSR balance be distributed to partners, including
when the investor limited partner exists from the Project.

Capital Replacement Reserves. All rental Projects shall provide for a reserve for capital
replacements of the Project improvements not less than $250 per Unit per year, and any changes
to the amount deposited into this replacement reserve proposed to meet the requirements of
another lender or an investor shall require DOH’s prior approval. Replacement reserve deposit
amounts for rehabilitation Projects must be based on a twenty-year physical needs assessment of
the Project, after accounting for the balance of any existing reserves.

Loan Origination Fee. DOH will charge a loan origination fee of one and one-half percent (1.5%)
of the total amount of Measure K and Impact Fee funding provided through the AHF loan which
must be paid in full at the time of the construction loan closing. Any HACSM funds committed to
the project will also be subject to this loan origination fee. Most federal and state financing sources
are not considered in calculating the loan origination fee.

Loan Servicing and Monitoring Fee. As described below, DOH will charge an annual loan servicing
and monitoring fee after a project is placed in service.

DOH Legal Counsel Fees. DOH’s legal counsel fees are an eligible Project expense which shall be
paid from the Project construction loan closing proceeds or permanent closing. Such fees typically
will not in the aggregate exceed $50,000, depending on the size and complexity of the Project and
the number of financing sources provided by DOH. DOH will provide Borrower with an estimate of
its legal counsel expenses upon request.

General Contractor General Conditions, Overhead and Profit. The cost of General Conditions,
Overhead, and Profit shall together not exceed more than 14% of the cost of construction as
limited by CTCAC (Section 10327(c)(1)). In addition, if the general contractor for construction of
the Project is a related entity to the Applicant or Borrower or any member of the Applicant Team,
this relationship must be disclosed to DOH for DOH’s assessment of the reasonableness of the
budget for general conditions, overhead and profit and other terms and conditions.

Insurance Requirements. During development, comprehensive general liability and property
insurance coverages must be maintained in a minimum amount of $2 million. DOH will also require
property damage or builder’s risk insurance with coverage equal to 100% of the replacement costs
of the improvements, and a lender’s loss payable endorsement in favor of DOH. Construction
contractors will be required to maintain liability and builder’s risk insurance coverage of at least $2



million. Automobile insurance, professional liability, workers’ compensation, and employer’s
liability insurance shall also be maintained by all members of the Applicant Team, including the
Managing General Partner, the Property Management company, and the Supportive Services
agency.

(9) Contingency. Funds for contingency may be budgeted as follows:

a. Hard Costs: (i) For New Construction, a minimum of 5% and a maximum of 10% of hard
costs. (ii) For rehabilitation, a minimum of 10% and a maximum of 15% of hard costs.

b. Soft Costs: A minimum of 3% and a maximum of 10%, with higher amounts allowed during
the early stages of a Project, with the expectation that the contingency will decrease as
the timeline approaches construction loan closing.

c. Excess Contingency: Any balance of contingency funds remaining at the permanent loan
conversion shall be included in the calculation of cost savings to be allocated among
lenders as set forth in Section D.

(23) Organizational and Project Management Capacity. Unless a specific exception is made for Emerging
Developers, applicants for AHF funding must demonstrate organizational capacity that meets DOH
requirements as well as the underwriting requirements of tax credit investors and other lenders. Evidence
of the financial condition of the developer and the property management company, as well as their
organizational good standing will be reviewed. DOH will also consider its actual prior experience with
borrowers during construction period monitoring and operation of properties in the DOH portfolio of
funded projects. If there are outstanding concerns with regard to performance, compliance, or capacity,
DOH may require corrective action as a condition of a new funding approval for the same or a new project.
Borrower will be required to document the experience and capacity of key staff, their workloads, and their
tenure with the organization. DOH will also consider the organization’s asset management capacity to
address the financial performance and capital needs of their existing portfolio.

D. Reporting, Compliance Monitoring and Loan Servicing. An award of AHF funds is subject to a
detailed program of reporting, inspections, and compliance monitoring, including regular written reports,
expenditure reports, financial statements, and onsite inspections of the Project and Project records.

(9) Reporting Start Date. Borrower shall submit quarterly progress reports from the date of the
Borrower’s acceptance of the Award Letter under this AHF NOFA until the completion of the new
construction/rehabilitation work. DOH shall supply the reporting forms for such quarterly progress
reports, which are expected to be completed in CDS. This reporting is necessary for DOH to monitor
progress and changes in the Project, and failure to comply with quarterly progress reporting is
grounds for DOH to terminate its commitment.

(9) Loan Draws and Change Orders. Requests for reimbursement of expenses authorized under the
executed Loan Agreement shall be made quarterly using the forms supplied by DOH, which are
expected to be completed in CDS, and may be submitted monthly during the construction period.
DOH’s prior written approval is required for any proposed change order that will exceed $100,000.
In addition, the Borrower must request DOH’s prior approval of any construction change order



greater than $25,000 in the case of any Project in which DOH is the sole construction lender or its
loan amount is 50% or more of the TDC. Copies of all change orders shall be provided to the County
on a monthly basis, whether positive or negative. A no-cost change order shall also be submitted
for prior approval by DOH in the event of any construction schedule change that would extend the
Project Completion date set forth in the schedule of performance in the Loan Agreement.

(9) Monitoring During Construction/Rehabilitation. DOH reserves the right to undertake periodic
monitoring of the Project during the construction/rehabilitation period for AHF program
compliance, including site visits. Borrower shall be given adequate notice of any monitoring.

(9) Monitoring and Reporting for Labor-Related Compliance. In order to (a) ensure compliance with
state prevailing wage laws or federal Davis-Bacon requirements if applicable, and (b) to further DOH’s
goals to promote the consideration in contracting to the extent permitted by law of (1) MBE,WBE,
DBE contractors, sub-contractors, and suppliers participating in the development of County-owned
property and properties that benefit from County funding; and (2) promote the consideration in hiring
of certain disadvantaged workers, the Borrower shall report on and DOH shall monitor compliance
with prevailing wage requirements and efforts undertaken by Borrower to broaden the invitation(s)
to contractors, subcontractors, and suppliers to submit bids for the Project so that invitation(s) are
inclusive of MBEs, WBEs and DBEs, and to promote the consideration of disadvantaged workers (such
as by advertisement of available job contracts at trade unions, non-profit organizations, public sites,
including County public sites, job training sites, community college, ).

(9) Monitoring and Reporting Prior to Permanent Loan Conversion. Prior to Permanent Loan
Conversion, the Borrower shall submit to DOH:

a. an audited accounting of actual sources and uses of funds, reporting on any construction
cost savings that result from the permanent funding sources exceeding the final costs
required to construct the project. This includes any savings in expenditure of the funds
budgeted for negative cash flow during lease-up, any savings as a result of excess
contingency funds, and any other construction cost savings. Such construction cost
savings shall be distributed to DOH and other lenders in proportion to their share of
Residual Receipts. DOH shall apply any construction cost savings to accrued interest
before reducing the principal amount of its loan.

b. a tenant profile, reporting on certain demographic and income information in a form
satisfactory to DOH.

c.a project completion report in a form satisfactory to DOH.

(9) Monitoring and Reporting during Lease-Up. The Borrower is required to submit for DOH’s prior
approval a Marketing Plan and Tenant Selection Plan at least six (6) months prior to the projected
date of construction completion. The Marketing Plan shall include advertising the Project on the
County’s Doorway website both to list the Project and to gather tenant applications for the Project
subject to any additional outreach and referral mechanisms necessary to serve the population
targeted for the Supportive Housing Units. Any provision of the Tenant Selection Plan which
implements a city-required resident preference is subject to DOH’s prior review and approval of
its Fair Housing impact. In addition, DOH will generally limit the application of any city-required



(9)

9)

residency preference to a percentage of the Project’s total Units equal to the city’s percentage
(including donated land value, loans of city funds, and city fee waivers) of the Project’s total city
and County funds. During the marketing and lease-up period and continuing after the Project’s
lease-up, DOH may request reports or ask to review Project records to verify compliance with these
marketing and tenant selection requirements.

Monitoring and Reporting During Operations. DOH will undertake periodic monitoring of the
Project for AHF program compliance and the Borrower shall be required to submit certain annual
reports.

a. Monitoring may consist of reviewing documents and records related to tenant income,
occupancy of targeted Units by qualifying populations, funding for and delivery of on-site
resident services and service coordination, ongoing compliance with the Marketing Plan
and the Tenant Selection Plan, and information relevant to the financial condition of the
Project to ensure long-term viability. The submitted documents must be sufficiently
detailed for DOH to confirm whether the Project and the AHF-Restricted Units comply
with the requirements of the Loan Agreement, the Promissory Note, the Deed of Trust,
and the Regulatory Agreement.

b. The Borrower shall submit an annual compliance report to DOH that will include a tenant
roster listing household size, income, and rent for each tenant and showing compliance
with any required targeting to special populations in an AHF-Restricted Unit. Additional
categories of reporting may result from the use of certain federal funds. DOH shall review
reports for compliance with the AHF program requirements, shall require the Borrower
to correct violations of those requirements, and may request additional documentation
from the Borrower.

¢. Annual financial reports shall be submitted based on an annual independent audit of the
Project and showing the calculation of Residual Receipts. The independent Project audit
shall clearly demonstrate the basis for calculating the amount of Residual Receipt
payments due to each lender. Failure to provide an independent Project audit with
information that enables DOH to verify the calculation of Residual Receipts is an event of
default.

DOH may conduct periodic site visits to AHF Projects. During visits to rental housing projects, DOH
representatives may interview the resident manager, review a sample of the on-site tenant files,
inspect a sample of the Units of varying size and affordability, and tour the common areas and
grounds of the Project.

DOH Loan Servicing and Monitoring Fee. After the Project is placed in service, DOH will assume all
loan servicing tasks on behalf of the County and HACSM. DOH charges an annual loan servicing and
monitoring fee of $250 per AHF-Restricted Unit, capped at $10,000 annually for each Project, for
the provision of these services.

DOH Re-Subordination and Loan Re-structuring Fees. Should the Borrower request that DOH re-
subordinate or re-structure its loan after the Project has been placed in service, DOH shall evaluate
the impact of the request on the security of its Deed of Trust and the Borrower’s ability to comply
with the restrictions of the Regulatory Agreement and may grant or withhold its approval in the



reasonable exercise of its discretion. In no event will DOH agree to any request that adversely
affects the lien position of its Regulatory Agreement or the ability of the Borrower to continue to
meet the restrictions of the Regulatory Agreement. In no event will DOH agree to subordinate its
Deed of Trust to the lien of a lender affiliated with, controlling, or controlled by the Borrower or
any general partner or controlling person of the Borrower. Furthermore, as a condition of granting
its approval, DOH may require that the remaining term of the Regulatory Agreement restrictions
be extended for 55 years from the loan re-structuring closing. DOH shall charge Borrower a
reasonable fee based on the size of the Project and the complexity of the request, but not less than
$1,000, to be paid through the loan re-structuring closing.



