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EXECUTIVE SUMMARY

The Maryland Department of Housing and Communitydéd@ment (Department), pursuant to its statutory
requirements, is pleased to present the Marylandsidg Fund Fiscal Year 2009 Annual Report to the
Maryland General Assembly. Additional informatiabout the operations of the Maryland Housing Fund
(MHF) for fiscal years 2009 and 2008 is also ineldd

MHF is a program within the Division of Credit Asance, an operating division of the Departments the
oldest, and one of the largest, state-sponsoretyag® insurance funds in the United States. Horyévis

the only one of its peer programs to be operatdtinvia line cabinet agency of state government. AVIH
provides mortgage insurance primarily for the ComityuDevelopment Administration’s (Administration)
tax exempt revenue bond mortgages. The Administras a division within the Department that issues
revenue bonds to raise capital used to make belavkah interest rate mortgages. The Administraton’
revenue bonds are typically rated by two credingagencies. The rating agencies continue tonaffhe
Administration’s “Double A” bond rating; and the Adhistration continues to be an active issuer of
mortgage revenue bonds.

Home prices in Maryland have decreased over theylar. The demand for housing in Maryland has
declined in a slowing market; and properties renoaithe market for longer periods. However, itdreated
U.S. Base Realignment and Closure (BRAC) activitidsadd between 45,000 and 60,000 new jobs dver t
next several years, which will increase demanchfmrsing in several jurisdictions. MHF's portfoii® not
affected by sub prime lending and the resultingdtosures.

MHF was open for business during the first 5 mordhdiscal year 2009. During this time other prizvat
mortgage insurers ceased insuring 100% loan teev@dliiVv) single family loans. Unlike most other t&fs,
Maryland was able to assist its first time homebsiysing MHF. The demand was so great that in Ndveem
2008, MHF had to suspend insuring new single fartubns due to the limited capacity of its reserves.
MHF’'s audited financial statements for fiscal y@809 reflects a $2.8 million operating loss, daeanh
increase in the provision for insurance losseghensingle family loan portfolio, compared to FY08)
which had net income of $2.8 million. The increaséidwance is due to the $90m in new loan insurance
MHF did continue to hold pace or exceed performancie general marketplace, in spite of to pemasi
economic tensions. Strong Single Family asset nmamagt, including proactive education and early loss
mitigation intervention continued to result in miiral foreclosures and limited losses to MHF. Piigact
Multi-Family asset management, including physicabpections and adequate reserves for capital
repairs/improvements, continued to yield high oengy in MHF-insured affordable rental housing
properties. Fiscal year 2009 is the sixth straigtdr MHF reported no Multi-Family insured loans in
financial or physical default.

The audited financial statements for fiscal yedd®and 2008 are attached as appendices to thig.réyiblF
reports its financial condition on a consolidatedib, combining operational results for Multi-Famibingle
Family, Revitalization, Home and Energy and Gen&aserve mortgage insurance programs. Insurance
claims are payable only from each program’s resgeceserves, MHF operating funds, and Unallocated
Reserves. Other funds, assets, or reserves of tatfmay be described in the financial statemergtsyell

as the general financial resources of the Admatistn, the Department or the State of Maryland, rave
available to pay claims resulting from the insusmobligations of MHF. As of June 30, 2009, MHF had
primary insurance commitments on mortgages for @pprately $201 million and $99 million, respectiyel
under its Single Family and Multi-Family insuran@egrams. In addition to the primary insurance, MH
had $20.5 million in outstanding Single Family powurance coverage.



MHF's insurance obligations extend only to the gmges it insures and not to the underlying bond
obligations of the Administration or other issuefithe Department is required to file official staents and
other reports with the Electronic Municipal Markitcess (EMMA), formerly the Nationally Recognized
Municipal Securities Information Repository (NRMS$Ipursuant to undertakings to comply with Rule 15c2
12 of the Securities and Exchanges Commissionenfiat purchasers or sellers of the Administratidoonds
should refer to such information with this repantc{uding more recent information about MHF).

For additional information on the operations of Mhpfease contact:

George Eaton, Director

Maryland Housing Fund

Maryland Department of Housing and
Community Development

100 Community Place

Crownsville, Maryland 21032-2023

(410) 514 - 7348

eaton@mdhousing.org




1.0 THE MHF INSURANCE PROGRAM

The following describes the mortgage insurance namog administered by the MHF pursuant to
Section 3-201 through 3-208 of the Housing and Canity Development Article of the Annotated Code of
Maryland, as amended (the “MHF Statute”), and @&lifjed in its entirety by reference to such statand the
regulations thereunder (the “MHF Regulations”).

MHF was created in 1971 as a special insurancedfitite State of Maryland and is an agency in the
Division of Credit Assurance of the Department (tBévision”). MHF is authorized to insure mortgage
loans, including mortgage loans for multi-familyveéopments financed by public agencies such as the
Administration (“Multi-Family loans”) and to prové&primary and pool insurance for single family rgage
loans (“Single Family loans”). MHF insures agairtdrtain monetary losses incurred as a result of
nonpayment of principal, interest or other sum®eadrto be paid and certain other events of defeudéer the
terms of any insured mortgage loan but does noirénagainst property losses, including without tation,
title risk, risks of defective construction or cally, or any other reduction in project value daensurable
risk or force majeure, casualty or title loss.

In early 1997, the Department suspended all newréamee activity of MHF (except for pool
insurance for certain Single Family loans), pagfya result of concerns expressed by Moody's Iovest
Services (“Moody’s”) during the 1996 and 1997 rgtieview. The Department responded to the concerns
and took appropriate steps. Since that time, ME§-dpened new programs.

In 2002, the Department re-opened a limited progodrViIHF insuring mortgage loans known as
“SHOP” (Special Housing Opportunities Program) tfiadnce or refinance the acquisition, construction
rehabilitation of shared living and related fa@it for the special needs population which are aWmeand
sponsored by nonprofit organizations. Moody's addithe Administration that such a re-opened progra
implemented in the limited manner proposed by tlkieniistration, would not affect the Moody's rating
the Administration’s Bonds.

The Administration has been designated as a paatiti in the federal Housing and Urban
Development's (“HUD") Risk-Sharing Program (the 8RiSharing Program”) for Multi-Family loans.
Under the Risk-Sharing Program, upon payment diincby the Federal Housing Authority (“FHA”"), the
Administration would be responsible for reimbursemm¢éo FHA of up to 50% of such claim. The
Administration expects that MHF would reimburse tAdministration for its share of such losses.
Subsequent to 1997, the Administration participétetthe Risk-Sharing Program only in connectiorhviite
refinancing of loans currently insured by MHF whehe Administration expected that risk-sharing will
decrease the dollar amount of MHF's insurance exowith respect to such loans. In 2004, the Diapant
expanded its MHF insurance program to authorize Mikftirance on a case-by-case basis for new loans
financed by Bonds, including loans with credit emt&ment under the Risk-Sharing Program. Moody's
advised the Administration that such a re-openegnam, implemented in the limited manner proposgd b
the Administration, would not affect Moody’s rating the Administration’s Bonds.

In June, 2005, the Department opened a programHf kb insure 30-year and 40-year amortizing
Single Family loans being purchased by the Admiaigin. Due to current market conditions causing
unexpected high demand for this insurance, the Dapat is suspending the program temporarily as of
November 10, 2008.

In June, 2006 the Department authorized the expardof up to $1 million of the Revitalization
Reserve to provide credit enhancement to a loagrano that is sponsored by a nonprofit corporatiamich
is intended to stabilize and strengthen propertyesin targeted areas of the City of Baltimore.



In 2008, MHF opened a limited Bridge Loan Programn Multi-Family projects. This program
provides short-term financing for part of the deyghent costs for rental housing projects awardddrég
low-income housing tax credits. This program wadrksonjunction with the FHA Risk Sharing Program.

In 2008, MHF committed $10 million of the UnalloedtReserve to provide credit enhancement for
certain single family refinancing loans made byvateé lenders under the Department's Home Owners'
Preserving Equity ("HOPE") initiative. The GeneRéserve was officially established by regulation in
November 2008 to insure a broad range of prograntdding the HOPE initiative. Once the General
Reserve was established, MHF transferred $10 mithiothe Unallocated Reserve to the General Ressrve
November 3, 2008 to insure loans under the HOREiivie and other Department programs.

For fiscal year 2003, the Maryland Department ofgikkative Services asked MHF and the
Administration whether there were funds availaloletfansfer to the State. After being advised yollly's
that a transfer, in and of itself, would not have adverse effect on the rating of the Administrago
outstanding parity debt, including the Bonds, MH&nsferred $10 million from the Unallocated Resenve
the State. There was no transfer in 2004, 20086 0 2007. In June of 2008, in response to anoHupiest
from the Maryland Department of Legislative Sersic10 million was transferred from MHF's Unalleght
Reserve to certain revolving funds that provideficing for homeownership and rental housing program
the Department. In addition, legislation has beeacted requiring, beginning in fiscal year 20bat any
amount in the Unallocated Reserve at the end offiangl year that exceeds an amount necessaryotader
backing for insurance issued by MHF by more thab @illion, be transferred to certain revolving fertthat
provide financing for homeownership and rental hmgiprograms of the Department. The Administration
has been advised by Moody's and Fitch that thesfeas will not have an adverse effect on the ratihthe
Administration's outstanding parity debt, includinghe Bonds. For more information, see
"MANAGEMENT'S PRESENTATION OF THE MHF PROGRAM" belo

2.0 MANAGEMENT'S PRESENTATION OF THE MHF PROGRAM

The following information is management’s presaotabf the MHF Program.
2.1 Financial Statements and Information

Audited financial statements of MHF for the yearsled June 30, 2008 and June 30, 2009 are
included in the appendix to this report “FINANCIARATATEMENTS OF THE MARYLAND HOUSING
FUND.” The financial statements for the fiscal see@nded June 30, 2008 and June 30, 2009 have been
audited by Reznick Group, P.C. As indicated in itiygort of the auditors, such financial statemdraee
been prepared in conformity with accounting prifespand the audits conducted in accordance withiagd
standards generally accepted in the United StafBise financial statements of MHF are reported on a
consolidated basis combining results of operatifors MHF's Multi-Family, Single Family Regular,
Revitalization, Home and Energy and General Morgiagurance Programs.

2.2 Operating Income and Reserves

MHF’s operating income from insurance premiumssedito pay operating expenses and also may
be used to pay insurance claims.

MHF maintains six insurance reserves, which ararsge from MHF's operating funds. Five of the
reserves cover specific categories of insuraneeMtilti-Family Reserve, the Single Family Regulemdg?am
Reserve, the Revitalization Reserve, the Home amefdy Loan Reserve and the General Reserve. The
investment earnings on each of the five specifgenges are credited to a sixth reserve, the Uratldc
Reserve, which may be used to pay claims on atigoaies of insurance or may be transferred intocahgr
reserve, or may be restricted for claims underrticodar category. The Unallocated Reserve islalée for

-5-



any category of claims or for any other purpose sitant with contractual obligations with the
Administration’s bondholders.

The MHF Statute provides that any moneys of MHR tha Department creates as an identifiable
insurance reserve may be used only in conformaiitbetine terms and conditions creating that reseiMelF
Regulations provide that each reserve is maintatoegay claims arising from its respective categofy
insurance and may not be subject to claims arifiom other categories of insurance (except for the
Unallocated Reserve). The reserves are held bffiee of the Treasurer of the State, which creditHF
with income on investment of reserves for the bieoéMHF.

MHF does not insure the Bonds, and the assets d¥f Eiid not available to the Administration or the
Trustee to satisfy obligations to holders of then@®® The obligation of MHF is limited to the paymef
mortgage insurance claims as described hereiningurance claim against MHF is payable from andtdich
to the applicable MHF reserve and does not comstiiugeneral obligation of MHF, the Departmentthar
State.

2.3 Statements of Net Assets Discussion

During the fiscal year ended June 30, 2008, treradl equity decreased from $104,785,028 at the
close of June 30, 2007 to $97,613,672 at June@IB.2The decrease of $7,171,356 is primarily duthé¢
legislative mandate to transfer $10 million to DHEBlomeownership, Rental Housing and the SpeciahLo
programs. During the fiscal year ended June 3092the overall equity decreased from $97,613,6 Tiae
30, 2008 to $94,772,733 at June 30, 2009. Theedserof $2,840,939 is primarily due to an increéase
allowances for unpaid insurance losses due to aaw &ctivity.

The Unrestricted Accumulated Deficit is a partted overall equity. The Unrestricted Accumulated
Deficit - which decreases when claims are paid ftbeinsurance reserves - represents the cumulagive
income (loss) of MHF since its inception less amyestment income earned on the insurance reseWasn
MHF's insurance reserves are greater than its swits, there will be an accumulated deficit inrtbeassets
section of the MHF Statement of Net Assets.

During the fiscal year ended June 30, 2008, theettricted Accumulated Deficit increased by an
additional $2,642,703 to a deficit of $5,717,921hat close of June 30, 2008. The $2,642,703 west ss
of income from operating activities (income netraérest earned on investments held by the Statastrer).
During the fiscal year ended June 30, 2009, thee&tricted Accumulated Deficit increased from $5,921
to a deficit of $12,154,628. This was due to 436,707 net loss of income from operating actisitie
(income net of interest earned on investments Inglthe State Treasurer).

2.4  Discussion of Changes in Net Assets

During the fiscal year ended June 30, 2008, MHFenen a Change in Net Assets of $2,828,644.
The change is the net of investment earnings aridcagase in the allowance for insurance loss basetew
Single Family loan activity. Investment earnings the fiscal year ended June 30, 2008 in the amafun
$5,471,347 flowed directly to the Unallocated Ressr

During the fiscal year ended June 30, 2009, MHfeomepn a Change in Net Assets of ($2,840,939).
The change is the net of investment earnings aridcease in the allowance for insurance lossescasn
new Single Family loan activity. Investment eagsrior the fiscal year ended June 30, 2009 in theuat
of $3,595,768 flowed directly to the UnallocatedsBwes.

As described below in “Single Family InformationGertain Additional Expected Single Family
Claims” and “Multi-Family Information — Certain Adénal Expected Multi-Family Claims,” the
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Administration has notified MHF of defaults undersired mortgages that were expected to result in
additional claims to MHF. Payment of these claisisiot reflected in MHF's Statement of Net Assets;
however, MHF included provisions for these claim#s$ allowance for unpaid insurance losses.

3.0 DISCUSSION OF OPERATING CASH ACCOUNT

3.1 Selected Activity in MHF's Operating Cash Accoant

The following table is management’s presentatioadaivity in MHF's operating cash account as of
June 30, 2009.

Single Family Multi-Family Total
Premiums Collected $2,639,488 $728,828  $3,368,316
Operating Expenses P&ft (1,142,702) (1,654,702)  (2,797,404)
Premiums Net of Operating Expenses 1,496,786 25,894) 570,912
Claims® (164,324) (16,760) (181,084)
Recoverie$” 84,337 156,134 240,471
Net Claim Activity (79,987) 139,374 59,387
Other® 36,651 43,691 80,342
Net Cash from Operating Activities $1.45D ($742,809) $710,641

(€
@
®
4)
®)

Premiums collected as stated in the Statemer@asii Flows.

Operating expenses include salaries and bengditeral and administrative and intradepartmexiatieses.
Includes principal, interest and supplementakeesges incurred on claims and carrying costs onighjproperties.
Includes proceeds collected on the sale of loamEquired properties.

Includes changes in other assets and liabibiieh as mortgage receivables, notes payables ermvss

During the fiscal year ended June 30, 2008, MHIEs operating cash activity was ($95,685) for
Single Family and ($526,874) for Multi-Family. Thahange in Single Family and Multi-Family was
primarily due to a decrease in recoveries and cgiaid, respectively. During the fiscal year endede 30,
2009, the net cash activity in MHF’s operating casts $1,453,450 for Single Family and ($742,809) fo
Multi-Family. The change in Single Family is due dn increase in premiums for new business and the
change in Multi-Family is due to operating experseseeding premiums collected.

3.2 Liquidity

MHF's primary uses of funds are to pay its opemtxpenses (direct and indirect) and to satisfy
Multi-Family and Single Family claims under its imance policies resulting from a loan default (pagptror
physical) by an insured borrower. In general, MiHFisurance policies require MHF to pay claimshe t
lender, which includes the total principal outstagd interest in arrears (through foreclosure), atioer
expenses associated with a failed real estate (ean, foreclosure costs, negative escrows, etbHF
generally acquires a loan or property with the paytof the claim. The proceeds of the sale ofdkiet are
deducted from the original claim to derive the lost (or net gain) associated with the defaultad Idaim.

In addition to the proceeds from the sale of asaedmiired through the payment of claims, MHF's

primary revenue sources result from mortgage ima@gremiums paid by the borrowers and the investme
earnings on insurance reserves. These asset#hdogath the corpus of the reserves held by MHig, a
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available to pay insurance claims and related esg®n The available reserves are leveraged against
insurance commitments outstanding. Calculationstli@ leverage ratios are shown in “Discussion of
Leverage Ratios” below.

To manage MHF's resources effectively from bothuaibess and liquidity sense, the management of
MHF has developed several claim paying strategies. Multi-Family defaulted loans, MHF may pay atle
service claim after a borrower has missed a tdtabomonthly payments. These claim payments isgre
any unpaid principal and interest due from the l@gacheduled payment. While making these monthly
payments, MHF, working with the Administration,eattpts to workout the loan in order to minimizeldtss.
When the final workout of the loan is completed, MElither pays a partial claim or pays the full wlai A
workout may be accomplished through (a) refinanchthe loan after re-underwriting the debt to dadbe
project to meet debt service from net operatingime or (b) payment of claims and resale of thetasse
minimize the total size of the claim.

For Single Family defaulted loans, MHF generallgjuiees the lender to foreclose on the loan and
secure the property before it pays the claim. afierds MHF the ability to begin marketing the peoty for
re-sale at the same time it has paid out the clBHE attempts to resell Single Family propertiegimanner
that provides for recoveries as soon as possibile wiinimizing holding costs. While MHF strives sell its
Real Estate Owned (REO) to homebuyers, its desimhduct quick turn around sales does necestitate
selling of a significant portion of the REO to imters and non-profit organizations. Selling toeistors
generally increases the overall net loss on tHendia MHF.

3.3 Discussion of Leverage Ratios

For loans made before 2005, MHF operates its Sik@ily insurance in accordance with an
insurance agreement dated as of May 14, 1980, thithAdministration (the “Single Family Insurance
Agreement”). For loans financed after June 205200der the Administration’s Residential RevenuadBo
Resolution (the “Resolution”), MHF operates its gdn Family insurance in accordance with an insuganc
agreement dated as of June 20, 2005 with the Adtration (the “2005 Single Family Insurance
Agreement”). Claims under the Single Family Insiwe Agreement and the 2005 Single Family Insurance
Agreement may be paid from the Single Family ProgReserve.

MHF operates its Multi-Family insurance in accorckarwith, an amended and restated insurance
agreement dated February 12, 2006, with the Adinatisn (the “Insurance Agreement”).

Under the Insurance Agreement, MHF has contractéd the Administration that, except as
necessary to pay claims or advances on claims, MilFhot permit the ratio of Multi-Family insurande
assets in the Multi-Family Reserve (as may be redias described below) to exceed 10 to 1, anchthaew
insurance payable from the Multi-Family Reservelldha issued or committed to if upon such issuamce
commitment and subsequent issuance the ratio wexdded 10 to 1. (Under the terms of the Insurance
Agreement, loans insured by MHF that are reinswitidout contingent liability on the part of MHF anet
taken into account in determining MHF’s compliamgéh the maximum 10 to 1 ratio of amounts insured t
assets in the Multi-Family Reserve.)

Under the Single Family Insurance Agreement, MHE bantracted with the Administration that,
except as necessary to pay claims or advancesaomsgIMHF will not permit the ratio of the aggregat
dollar amount of the Single Family insurance toetsé the Single Family Reserve (as may be redased
described below) to exceed 25 to 1 and the ratith@faggregate dollar amount of the Single Familgl p
insurance to assets in the Single Family Reservenéey be reduced as described above) to exceetl, Atml
that no new insurance payable from the Single RaRdserve shall be issued or committed to if, upach
issuance or commitment and subsequent issuanier eittio would be exceeded.



Under the 2005 Single Family Insurance AgreemedFMvill not permit the ratio of the aggregate
dollar amount of the Single Family insurance toets#n the Single Family Reserve (as may be redased
described below) to exceed 25 to 1 as specifiethénSingle Family Insurance Agreement, and no new
insurance payable from the Single Family Reseradl &le issued or committed to if upon such issuasrce
commitment and subsequent issuance either ratiddwmi exceeded. There is no pool insurance cogerag
for loans insured under the 2005 Single Family lasoe Agreement.

3.4 Selected Information about the Single Family Reular Reserve Ratios

06/30/07 06/30/08 06/30/0¢

Single Family Regular Program Resef{@ $ 32,273,875 $33,773,875  $33,773,875
Amount Available for Calculation of "Ratio of

Insurance to Available Reser{&" 32,273,875 33,773,875 33,773,875
Primary Insurance coverage in fofte

Insurance Agreement prior to 2005 28,490,181 23,590,846 20,358,763

Insurance Agreement post 2005 1,079,731 4,568,582 30,823,566
Pool Insurance coverage in forte 20,500,000 20,500,000 20,500,000
Ratio of Mortgage Loans to the Regular
Reservé® 1.55t0 1 1.44t0 1 2.12t01

@ The Single Family Regular Program Reserve doefnobtde amounts, if any, which have been restriébegossible

additional insurance coverage mltmallocated Reserve. As of June 30, 2009, MHdoanmitted no additional

primary insurance coverage.

Fund balances for MHF reserves are calculateddrséme manner as in the financial statements df il include
investment income earned and allocated by the Begr® the Single Family Regular Program ReseA#6/30/08, the
Secretary determined that $1.5 million of intee=stned during fiscal year 2008 on the Single FaRégerves be allocated
from the Unallocated Reserve to the Single FamégdRve.

In order to determine the leverage ratios, iftthieestricted Accumulated Deficit exceeds the Ureated Reserve, the
Single Family Reserve or the Multi-Family Reservayrbe reduced in a manner determined by MHF tbeoariate.
The primary insurance coverage is 25% of the allde claim for loans insured prior to 2005 under $fingle Family
Insurance Agreement ($81,435,051 at 06/30/2009).primary insurance coverage is 35% of the alloevatdim for loans
insured under the 2005 Single Family Insurance dment ($88,067,331 at 06/30/2009).
This coverage represents the 10% stop-loss onipsudance for loans financed under the Single FeRegular Program
Bond General Certificate (prior to 1997). WisconBlortgage Assurance Corporation, formerly Mortg&geranty
Insurance Corporation (“MGIC"), is providing reimamce for $43,025,000 of the mortgage loans findhgeone series of
the Administration’s Bonds; notwithstanding thensirance provided by MGIC, the MHF pool insuranmeetage in force
also includes coverage for mortgage loans finabgetthe series. As of June 30, 2007, the amoupbof insurance
coverage was recalculated to take into accourati@unt of loans financed by series of bonds threharlonger
outstanding and have not been refunded.
The ratio in the table is computed based on theémax amount of risk rather than the aggregate amoiumortgage loans
insured, where the maximum amount of risk is calmd by taking (i) the aggregate amount of poaliascecoverage
required for the Administration; and then addinghat product (ii) the maximum amount of risk oans insured under the
Single Family Regular Program (see 4 above), aed dividing the sum of those two amounts by (fig amount of the
Single Family Regular Program Reserve.

@

®

“

(©)
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3.5 Selected Information about the Multi-Family Resrve Ratio

06/30/07 06/30/08 06/30/09
Total Multi-Family Reservé $44,698,739 $44,698,739  $ 44,698,739
Amount Available for Calculation of
“Ratio of Insurance to Available Reser\7&” 44,698,739 44,698,739 44,698,739
Insurance Outstanding
Multi-Family mortgage insurance in force 124,63437 113,716,404 99,205,786
Ratio of Insurance to Available Reserve 2.79t0 254101 222101
@ The Multi-Family Reserve does not include amouifiny, which have been restricted for possiblditahal insurance
coverage in the Unallocated Reserve. As of Jun@@@, MHF had committed no additional mortgages.
@ In order to determine the leverage ratios, iftmeestricted Accumulated Deficit exceeds the Ureted Reserve, the

Single Family Reserve or the Multi-Family Reservayrbe reduced in a manner determined by MHF tbeoariate.

The total amount of the Multi-Family Reserve isitalde to pay Multi-Family insurance claims. In
addition, to the extent available, MHF could elextpay all or part of any Multi-Family claim fronhe
Unallocated Reserve or from operating funds. MH&intains other reserves that are not availableato p
such claims (e.g., the Single Family Regular, Reiziition, Home and Energy Loan and General Resgrve
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4.0 SINGLE FAMILY INFORMATION
4.1 Certain Additional Expected Single Family Clains

Under its Single Family Regular insurance progrhlF is not obligated to pay claims on Single
Family insurance until after the insured lender bampleted foreclosure, evicted the occupants ef th
properties (if necessary) and restored the proper&ycondition satisfactory to MHF. As a resattany time
there are a number of mortgages that have beeddsesl and which are likely to result in paymentlafms
but which have not yet reached the point where Métiegnizes them as liabilities in its financialtstaents.
The total principal amount of such potential claiwes $593,407 as of June 30, 2009. On a quatiedis,
MHF includes its projection of net losses with mespto these potential claims in its financial etaénts as
part of the allowance for Single Family insuranosses. Although these amounts are not payable tliem
Multi-Family Reserve, they are potentially payafien other resources of MHF, including operatinglga
the Unallocated Reserve and the Single Family Redréserve.

4.2 Discussion of Single Family Operations

MHF has taken steps to address the potential Skeyheily claims. A part of this focus is applying
more active loss mitigation strategies to Singleniialoans to prevent them from going to foreclasur
including forbearance and extended repayment pllmaddition, operational reviews of the loan s&ware
ongoing. The reviews are intended to insure thes Imitigation strategies are being pursued inicglge
cases.

MHF is also managing its sales of units acquiredubh foreclosure or similar action to improve
overall returns by employing a private sector resthte broker to perform repairs, listings andssaleall
REO units.

4.3 Single Family Claims Experience

The following chart sets forth information abouaiohs on mortgage loans insured under the Single
Family Regular Program Reserve, the RevitalizaReserve, and the Home and Energy Loan Reserves Thi
data includes net claim activity for propertiesdsdlring fiscal years ending June 30, 2007, June2G08
and the fiscal year ended June 30, 2009. The datalfof these reporting periods are subject tostichent
due to additional expenses paid and proceeds extaiter June 30, 2009.

Single Family Claims Experience

06/30/07 06/30/08 06/30/09

Recoveries on Sales of Properties Acquired Through

Claims During the Fiscal Year $853,910 $ - $ 70,985
Claims Paid on Acquired Properties Sold During the
Fiscal Year
Principal (600,904) - (88,643)
Interest (56,423) - (4,096)
Expenses and Carrying Costs (178,282) - (11,406)
Total Claims Paid (835,609) - (104,145)

Net Gain(Loss) on Acquired Properties Sold Durimg t
Fiscal Year $18,301 $ - $ (33,160)
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4.4  Single Family Insurance Agreement and the 200&ingle Family Insurance Agreement

The Single Family Insurance Agreement and the ZlfAgle Family Insurance Agreement provide as
follows:

() MHF will not decrease the amount of funds ie 8ingle Family Regular Program Reserve as
increased from time to time for any reason excepialy claims and advances against claims arisidgruthe
Program and for expenditures with respect to pt@sacquired by MHF as a result of payment of such
claims.

(2) Except as necessary to pay claims and advancetaims and except for expenditures with
respect to properties acquired by MHF as a resyilagment of such claims, MHF will not exceed cierta
leverage ratios. See “MANAGEMENT’'S PRESENTATION AHE MHF PROGRAM -Discussion of
Leverage Ratios.”

3) MHF will take all actions necessary for the lifiation of Single Family Regular Program
insurance as mortgage insurance from a qualifisdrar within the meaning of Section 3.02(6)(2) lué t
Fannie Mae Charter Act.

4.5 Terms of Single Family Insurance Coverage

MHF insures mortgage loans on one-to-four familjuctures under its Single Family Regular
Program, which includes the Primary Insurance Rrogand the Pool Insurance Program.

Primary Insurance. Historically, under the Single Family Insuranégreement, MHF issued
Primary Insurance that covered up to 25% of thal tdaim depending upon initial loan-to-value ratidnder
the 2005 Single Family Insurance Agreement, MHE@ssPrimary Insurance that covers the top 35%eof th
total claim. MHF Regulations provide that mortgaggurance may be terminated if: (1) the lendeuests
cancellation; (2) a claim is satisfied; (3) the tgage is paid off; (4) a renewal premium is naidy the
mortgagee after its receipt of final notice frone thiHF; or (5) the mortgage terms are modified witho
MHF approval.

Pool Insurance. MHF issued a pool insurance policy endorsemetihé Administration at the time
of delivery of each series of Single Family ProgiBonds issued under the Administration’s Single ifam
Program Bond General Certificate (prior to 1997he endorsement covered the total amount of lerdabl
proceeds generated with respect to the series. MBTved funds in its Single Family Regular Resdin
accordance with the applicable leverage ratio)r dach applicable series of bonds, MHF computetba s
loss equal to 10% of the re-calculated amount o€geds of the series of bonds. The obligation BfFMo
pay losses is subject to a loss limit aggregatirggtotal stop loss amounts for the policy. As wfie] 30,
2007, the amount of pool insurance coverage waala@ated to take into account the amount of loans
financed by series of bonds that are no longetanding and have not been refunded.

No pool insurance is required for loans financedaurthe Residential Revenue Bond Resolution.

Payment of Claims. MHF pays all claims under the Primary InsuraRcegram in cash. MHF may
select one of four options in settling Primary Irsce claims:

() Loan Assignment - MHF takes an assignment efrttortgage and pays the claim (but not
including expenses of foreclosure and acquisitititle);

(2) Fixed Percentage Settlement - claim settlemenler this option is applicable when MHF
provides only primary mortgage insurance for thanland provides for payment based on a declared
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percentage of the outstanding loan amount befaezlissure sale, and MHF, under this method, alseesa
any interest in the subject property;

3) Lender Acquisition Settlement - the lender aagutitle at foreclosure (or by deed in lieu of
foreclosure) and transfers title to MHF, and (aMifiF is both the primary and the pool insurer, Mplys
the full amount of the claim, or (b) if MHF is tigeimary insurer only, MHF pays the amount of thairol up
to the percentage specified in the primary polaryl

4 Third Party Acquisition - when the propertyssld to a third party (at foreclosure, by the
lender after taking a deed in lieu of foreclosumepy the borrower after the commencement of fosale
proceedings, with the approval of MHF), MHF payda@kbws: (a) if MHF is both the primary and thegio
insurer, the full amount of the claim less net pexts of sale, or (b) if MHF is the primary insuoaty, the
lesser of the percentage specified in the primaticy before crediting net sales proceeds or thlecfaim
after crediting net proceeds of sale.

For claims paid under the Lender Acquisition Setdat method, MHF requires the Administration
to take all steps required after default in oraedeliver the property to MHF in a condition satigbry to
MHF. These steps may include foreclosure, evictbrthe occupants if necessary, and cleaning of the
property. As a result, a substantial period ofetimay elapse between the time an insured loan igtes
default and payment of a claim. MHF Regulatiorgarding Single Family mortgage insurance presetuly
not require MHF to pay interest on a claim from timee an insured lender acquires title to the prigper
from the date MHF agrees to take a Loan Assignmemake a Fixed Percentage Settlement, to thettime
claim is paid. Claims are not paid until after thie to the property has been conveyed, whicét ieast 60
days after foreclosure and could be longer. MHHK mgiview cases that involve claims of more thaneni
months of delinquent interest on a case by cases basascertain the cause for the delayed claim and
determine the amount of interest, if any, in exadssne months to be paid. Interest will be paigéxcess of
nine months where circumstances beyond the coofrtiie insured lender caused the delay in makieg th
claim, such as the filing of bankruptcy by the rgagor.

MHF pays all claims under the Pool Insurance Pmgracash. MHF determines the loss payable on
a claim as described above, and may specify ateemmathods of settlement which are consistent fuith
recovery under the primary mortgage insurancenyf avith respect to a mortgage loan. Under anyhoukt
the coverage results in payment of the full lose@saputed above, subject, however, to the aggrdgase
limits specified in the Pool Insurance Policy.
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5.0 MULTI-FAMILY INFORMATION
5.1 Multi-Family Insurance in Force and Available Reserves

The following table sets forth information abouttsianding insurance on mortgage loans under
MHF's Multi-Family program as of June 30, 2009. eTamounts shown are net of debt service claim
payments. The amounts shown do not include inseran mortgage loans insured by MHF and reinsuyed b
FHLMC. See “The FHLMC Reinsurance Agreement” belowhe reinsured mortgage loans had an
aggregate principal balance at June 30, 2009, ,6889008.

In addition to the loans listed below, as of Jufe 2009, 16 Single Family loans financed with the
proceeds of Housing Revenue Bonds of the Administrawith outstanding principal balances in the

aggregate amount of $289,442, are insured undévitiite Family Reserves.

5.2 Outstanding Multi-Family Insurance as of June 8, 2009

Original Outstanding
Loans with Insured Insured
Outstanding Principal Principal
LOAN CATEGORY Insurance Amount Amount
Housing Revenue Bonds of the AdministratiBn
Multi-Family Projects 19 $ 48,248,905 $ 27,411,847
Multi-Family Bridge Loan 2 1,750,000 1,750,000
Other 55 9,752,660 9,052,815
Multi-Family Housing Revenue Bonds (Insured
Mortgage Loans) of the Administrati&h
Multi-Family Projects 23 72,341,253 41,091,529
Other 74 7,952,656 5,887,726
General Bond Reserve Fund (InsdrMortgage Loans o
the Administration}® 11 1,979,570 1,965,194
HELP Progran® 1 507,000 54,941
Housing Opportunities Commission of
Montgomery Count§” 4 17,043,000 9,317,658
Other Financial Institution® 2 8,599,079 2,674,076
TOTAL 191 $168,174,123 $99,205,786
@ Loans financed with proceeds of the Administragdfousing Revenue Bonds. The Loans provided peemiafinancing

or construction and permanent financing for develepts located in 8 counties and the City of BaltienoThese
Developments (not including SHOP) contain 1,984suof which 894 units in 8 Developments are assistaler the
Section 8 Program. The 55 projects in the “Otlvatégory represent 178 units for SHOP Loans thaiod@xceed 75% of

the maximum acquisition cost set by the MMP.

@ Loans financed with proceeds of the Administragdviulti-Family Housing Revenue Bonds (Insured M@age Loans).
The Loans provided permanent financing or consoo&nd permanent financing for developments latatelO counties
and the City of Baltimore. The Developments (matuding SHOP) contain 2,159 of which 401 unit§ibevelopments
are assisted under the Section 8 Program. Theyag®toans were initially endorsed for insurandevben 1982 and

(©)

@)

December 31, 1997. The 23 Multi-Family Projectdude SHOP Loans that exceed 75% of the maximumnisitign cost
set by the MMP; the 74 projects in the “Other” catey represent 249 units for SHOP Loans, that dereceed 75% of the
maximum acquisition cost set by the MMP.

Loans financed with General Bond Reserve FundSIOP Loans; the 11 projects represent 32 unitSH®P Loans that
do not exceed 75% of the maximum acquisition cesbg the MMP.

Loan financed with proceeds of the AdministratioHlome and Energy Loan Bond. The mortgage loaviged energy
conservation and rehabilitation financing for tlevelopment located in the City of Baltimore. Thevelopment contains
304 units. The mortgage loan was initially enddrfee insurance in 1987.
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® Insurance issued to the Housing Opportunities Cission of Montgomery County (“HOC") to insure lodfirsanced with
proceeds of bonds issued by HOC. The mortgages Ipeovided financing for developments containing 4gits. The
mortgage loans were initially endorsed for insueabetween 1980 and 1996.

© Insurance issued to a private financial institutio insure 2 mortgage loans providing financingtéeo developments
containing 501 units. One mortgage loan was ihjitendorsed for insurance in 1994 in the amour4900,000, and one
mortgage loan was initially endorsed for insurainc&993 in the amount of $4,599,079.

Charts detailing the Multi-Family loans insured MHF and financed by the Administration may be
found in the Administration’s filings in accordanedth Rule 15c2-12 of the Securities and Exchange
Commission with the Electronic Municipal Market Ass (‘EMMA”) for Housing Revenue Bonds and for
Multi-Family Housing Revenue Bonds (Insured Mortgagans).

5.3 Certain Additional Expected Multi-Family Claims

MHF Regulations provide that after a mortgage lowured by MHF has been in default for six
months, the Administration or any other public agyethat is an insured lender may require that tbetigage
loan be assigned to MHF and an insurance claim IpaifHF to the Administration or such public agency
MHF currently has no loans in financial default.

54 Discussion of Multi-Family Operations

Portfolio Risk Rating. Since June 1997, the Department has developgdngplemented a rating
system for the MHF-insured Multi-Family portfolio.The Division evaluates each insured project each
guarter and assigns the loan a rating of “A,” “Bf"“C.” Factors considered in evaluating projeatdude
the project type, the vacancy level, net operaimgpme and debt service coverage ratio, whether the
mortgage is delinquent, the age of the loan andageeof the project, whether there is significagfieded
maintenance, adequacy of funds held in reserveefdacements in relation to age and condition ofeut,
rating by the Division in its annual managementeey and stability of the market surrounding theparty.

“A” Projects are those projects that require no entiman standard attention because no factors
indicate the prospect of default.

“B” Projects are those projects which are not ifedi but require more oversight and monitoring
and present the possibility for default if existicwnditions deteriorate further.

“C” Projects are those projects that are in finahor physical default.

5.5 MHF’s Risk Rating of the Multi-Family Projects as of June 30, 2009

Current Percentage of Number  Number
Principal Balances Total Principal of Loans of Projects

“A” Loans: $ 74,349,003 74.94% 34 31
“B” Loans: 24,856,783 25.06% 17 14
Portfolio Totals: $ 99,205,786 100.00% 51 45
&) Included in the ‘A’ Loans, in the ‘Current PrinaipBalance’ column is $16,905,735 for 140 SHOP $oahich

are not reflected in the ‘Number of Loans’ or ‘Nuentof Projects’ columns.

Portfolio Management. The Division is evaluating each of the loanghia “B” category to develop a
plan for stabilizing the loans and reducing itseptial for default. Strategies may include loardification,
use of additional resources, adjustments to fundifigreserves for replacement going forward, and
replacement of management agents. As of June0BO, Zhere were no loans in the “C” category.
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5.6 Multi-Family Claims Experience

The following chart describes claims paid by MHFloans insured under the Multi-Family Reserve
as of June 30, 2009.

In the column entitled “Claims Net of Cash Recossyi the figures show the result as of June 30,
2009. Workouts are in progress. See the indivithoanotes below for further information.

MULTI-FAMILY CLAIMS PAID BY MHF
As of June 30, 2009

Interest & Claims Net Date
Carrying of Cash Claim
Development/Claim Status Principal Costs Total Recoveries Recoveries Paid

Closed Claims
Single Family Mortgage LoaH$ $ 309,392 $ - $309,392 $ 346,620 $7,228 Various
Beethoven Apartments 40,000 - 40,000 40,000 -
Douglynne Woods & Rhoda’s Legacy 566,658 - 566,658 566,658 - 04/1982
Bond Streé? 543,940 71,711 615,651 408,859 (206,792) 08/1989
Belleview-Manchesté? 288,333 - 288,333 - (288,333)  10/1990
Strathdale Manor Apartmef{ts 10,700,000 2,376,830 13,076,830 - (13,076,830) 1981
Walker Mill®) 3,346,441 1,229,080 4,575,521 2,314,817  (2,280,7001/1997
Edmondal& 457,739 24,206 481,945 - (481,945)  04/1997
Town Propertie? 819,111 12,493 831,604 582,989 (248,615) 07/1997
Loch Ravef? 12,103,623 1,065,472 13,169,095 9,080,444  (4,683,6 02/1998
Village Home Apartment® 954,202 55,182 1,009,384 649,523 (359,861) 12/1998
Regent Apartment¥ 1,227,455 72,446 1,299,901 860,603 (439,298) @19
Maple Avenué? 3,053,892 211,540 3,265,432 1,748,397  (1,517,038$/1999
Westfield Apartment? 4,401,438 390,924 4,792,362 2,910,539  (1,881,828)/1999
Westfield Garderis” 496,757 1,735 498,492 279,435 (219,057) 11/1999
Apartments at the Gre€i8 6,337,284 21,927 6,359,211 6,010,026 (349,185) 1980
Stewarttow® 2,543,590 - 2,543590 2,150,000 (393,590) 12/1999
Telephone Apartmerit§ 1,030,275 33,569 1,063,844 773,833 (290,011) @20
Robinwood Townhomé&¥ 2,451,741 218,057 2,669,798 2,630,807 (38,991) 2a01/
North Avenue Terracéd 1,155,285 48,762 1,204,047 750,000 (454,047) @220
SHOP Loan$® 772,987 78,925 851,912 725,068 (126,844)  03/2001
Bell Haven Apartment®) 5,856,640 2,449,128 8,305,768 5,842,157  (2,463,6103/1996
Quail Run/Bay Street Properti&d 1,182,578 37,677 1,220,255 1,186,575 (33,680) (U2
Tomall Apartment$? 152,885 994 153,879 75,000 (78,879) 06/2004
Market Mew&®) 1,700,014 1,565,862 3,265,876  $2,168,828  (1,087,0412/1985
Claims where debt is outstanding
Renaissance PlaZ4 $6,907,349  $4,680,554 $11,587,903 $4,292,180 $%7723) 02/1991
Mount Pleasaff” 3,506,595 601,296 4,107,891 4,023,946 (83,945) 02/1996
Villages of Laurdf® 5,036,854 607,133 5,643,987  3,889,51%1,754,475) 11/1999
Eastdal&” 3,302,667 320,060 3,622,727 2,976,484 (646,243) 11/1999
Claims where REOQ is held
Hollins Townhous€é® $2,445475 $1,066,536 $3,512,011  $1,889,843 $P1168) 10/1990
Lease-Purcha&® 1,534,088 82,619 1,616,707 880,712 735095) 05/1996

@
@
®

First insured lender bought property at the foreate sale.

4

Claims on eight Single Family loans insured urtderMulti-Family Reserve before 1980.
Bond Street Deed of Trust Note in the originahpipal amount of $543,940.
Belleview-Manchester was a Construction Loan uddbninistration’s HELP Program; secured by a seaodtgage.

Strathdale Manor Apartments Deed of Trust Notdéoriginal principal amount of $14,285,000. @la@mount paid by

MHF included $10,700,000 of original principal dretNote and $145,139 in interest. MHF paid $2 205 of operating
deficits for the project. The proceeds of a letifecredit in the amount of $3,585,000 providedvbgryland National Bank
were used to cover the rest of the original priatfortion of the Note. As required by an intediter agreement between
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MHF and Maryland National Bank, MHF filed for folesure on August 4, 1994, and after prolonged netjiots with
Baltimore City, the project developer, and otheradepers interested in further renovating the priopeoved unsuccessful,
the property was sold to Baltimore City at forealeson April 15, 1997. The property was sold foramount that was
insufficient to provide any recovery to MHF.

Walker Mill Deed of Trust Note in the original pgipal amount of $4,400,000, as modified by anrgdated November
5, 1987, reducing the principal amount of the riot$3,400,000. The Deed of Trust Note was soldamsijned to an
unrelated third party purchaser on February 6, 1997

Edmondale Deed of Trust Note was in the origimadgipal amount of $508,000.

Town Properties Deed of Trust Note in the origim@hcipal amount of $884,984. The property wad sm an unrelated
third party at foreclosure on August 7, 1997.

Loch Raven Deed of Trust in the original principalounts, as amended into two Deed of Trust Nofek9,765,000 and
$2,785,000, respectively. In return, the Administra accepted a demand note from MHF in the prialcgmount of
$11,782,615, the amount of the outstanding indetessinet of the non-refundable deposit for theafalee deed of trust
notes bearing interest at 8.25%. The Deed of T™Mosts were sold and assigned to an affiliate eftbrrower on February
3,1998. MHF received net sale proceeds in theuatnaf $8,900,000, which were combined with addiéilclaim
payments totaling $2,890,216 to repay the claine moid accrued interest. The net loss on the ttiéosavas paid from the
Unallocated Reserve.

Village Home Apartments Deed of Trust Note in ¢higiinal principal amount of $986,856, dated Seiten80, 1993. The
property was sold for $640,000. The Administratameepted a claim note from MHF for $1,009,109. Mpid $318,664
plus $50,720 paid previously as pre-claim paymants$275 per diem interest and then signed oveprtheeeds to repay
the claim note in December 1999.

Regent Apartments Deed of Trust Note in the oslgprincipal amount of $1,255,000 dated Septembei294. The
property was sold for $860,603. The Administratamsepted a claim note from MHF for $1,299,265. Mphid $383,187
plus $55,475 paid previously as pre-claim paymants$636 per diem interest and then signed oveprtheeeds to repay
the claim note in January 1999.

Maple Avenue Deed of Trust Note in the originahpipal amount of $3,150,000 dated March 12, 198Re property was
sold for $1,700,000 less settlement charges. TdmiAistration accepted a claim note from MHF for%#3,878. MHF
paid $1,288,286 plus $310,294 paid previously ascaim payments, $1,259 per diem interest, sigived the proceeds,
and, with $10,000 received directly by the Admiratibn, repaid the claim note in June 1999.

Westfield Apartments Deed of Trust Note in theioral principal amount of $4,600,000 dated Apri] 1983. The
property was sold for $2,910,539. MHF paid a padiaim in the amount of $1,433,520 that inclu$i@80,924 of accrued
interest plus $448,303 paid previously as pre-claéryments.

Westfield Gardens Deed of Trust Notes in the nabprincipal amounts of $498,908 and $28,150 datutember 21,
1983. The property was sold for $279,435. MHRl@apartial claim in the amount of $180,318, whitluded $1,735 of
accrued interest, plus $38,739 paid previouslyrascfaim payments.

Apartments at the Greens Deed of Trust Notesdrotiginal principal amounts of $6,348,627 and $88Q dated April 21,
1983. The property was sold for $6,010,026. MHfd @ partial claim in the amount of $302,222, whiecluded $21,927
of accrued interest, plus $46,963 paid previouslpra-claim payments.

Stewarttown Deed of Trust Note in the originahpipal amount of $3,136,100 dated July 18, 197Be firoperty was sold
for $2,150,000. MHF paid a partial claim paymenttie amount of $393,590.

In May 1993, MHF paid a partial claim on a projeatled Telephone Apartments, in the amount of $8% for which a
promissory note has been received. On Februé29@l, MHF sold the Deed of Trust Note. The prosesthe sale
exceeded the claim paid to the Administration by vy $1,477. The partial claim of $291,487 wilt he repaid. MHF
had an allowance for loan loss for the full amaufithis note.

Robinwood Townhomes Deed of Trust Note was inotfiginal principal amount of $2,641,750. MHF paidlaim in full

in the amount of $2,653,883 on November 9, 200HFMbreclosed on this property on November 15, 200HF sold
the property for the purchase amount of $2,410,00¢ Circuit Court of Baltimore City ratified tlsale on January 10,
2002. On June 24, 2002, MHF collected $2,330,831et sales proceed.

In July 2002, MHF issued a claim note to the Adstmation and accepted assignment of an insured Bg&rust and Deed
of Trust Note in the original principal amount df,$50,000 that financed a project known as Norterse Terrace. MHF
sold the Deed of Trust Note and received salesggdxin the amount of $750,000 on July 25, 2002iFMaid the claim
note in full with payment to the Administrationtime amount of $1,145,826 on July 30, 2002.

Nine Deed of Trust Notes in the original principatounts of $833,650 for the various SHOP loansiF\aid full claim
payments on the nine loans in the amounts of $224,2n March 2001, MHF accepted five loan assignisi in the
original principal amount of $502,950. MHF paidl ftlaims on the five loans for $491,062 and reeditull recovery on
the first and fourth loans by virtue of third pasgles at foreclosure on June 7, 2001. MHF rehlagses on the sale of
second and third loans of approximately $27,000%2®%1000, respectively. MHF realized a loss ofrapjnately $40,000
on the fifth loan by virtue of third party purchagion June 7, 2001. In August 2001, MHF acceptedassignment in the
principal amount of $108,000. MHF paid a full aladon the loan for $106,372 and realized full recp\a a third party
foreclosure sale on August 16, 2001. In Octob@&12MHF accepted another three assignments inrtgimal principal
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amount of $222,700. MHF paid full claims on theethloans for $226,790 and received full recoverpoe loan at the
third party foreclosure sale on June 13, 2002. Me#fized losses of approximately $18,000 and $i6¢h the two loans
at the third party foreclosure sale on June 13220Khe court ratified the foreclosure sales oy 26|, 2002.

In June 1996, MHF accepted assignment of a De@dust and Deed of Trust Note, for a project naiBetle Haven, in the
original amount of $6,186,990. MHF paid a clainfuti for the project in the amount of $7,995,330June 26, 1996.
MHF received partial recovery of this amount up@pdsition of the underlying collateral. The prdgevas brought-in by
MHF with a bid of $5,100,000 at a foreclosure awttield on July 25, 2000. The Circuit Court ofied George’s County
ratified the foreclosure sale on January 25, 208tontract for the sale of the property was exedwn February 7, 2001,
and sold on August 30, 2001, in the amount of $BAM0. MHF received net proceeds from the satkeramount of
$4,844,394 and a Note in the remaining amount @O$X00 payable by February 1, 2004. The purchrasele payments
on the MHF Note totaling $232,981, including theefipayment in the amount of $130,772 which wasivec on May 21,
2003.

In March 2003, MHF accepted assignment of an etslreed of Trust and Deed of Trust Note in theioalgprincipal
amount of $1,276,037 that financed a project kna&Quail Run Apartments (Bay Street Properties)F\didid the claim
note in full on March 13, 2003 with a payment te fdministration in the amount of $1,058,783. Theperty was sold at
a foreclosure auction on June 27, 2003 for $1,18D,8ettlement of the transaction occurred on Ndezrs, 2003. On
December 2, 2003, the Circuit Court for Worcesteu@y ratified the auditors’ report of the transact On December 4,
2003, after payment of the auctioneer’'s commisaiuth advertising expenses, sales proceeds in theramb$1,174,575
were collected with additional interest received.

On September 19, 1984, the Administration madea in the principal amount of $250,000 (the “Lgae’Ronald H.
Thomas (the “Borrower”) in connection with a prdjealled Tomall Apartments (the “Project”). MHFigahe claim note
in full on June 28, 2004 with a payment to the Auiistration in the amount of $153,879. On June 8042 MHF collected
$75,000 which represents a partial recovery. Thegnty was sold to a new owner who plans to reliatglthe project.
Market Mews Deed of Trust Note in the originaingipal amount of $1,700,000. MHF paid all amountarrears totaling
$151,733. The Administration accepted a promissotg from MHF in the total principal amount of 633,568, with
interest at the annual rate of 7%, which had a ritgtdate of December 31, 1995. MHF paid the clawmte in full as of
February 22, 1995. To date, MHF has paid principal interest on the claim note and operating defit the total amount
of $3,265,876. MHF foreclosed on this developnierin uncontested foreclosure proceeding held gnl3y 1995. The
original collateral for the loan consisted of 3atsered site units of which all units were sold.

Renaissance Plaza Deed of Trust Note in the @adigirincipal amount of $7,000,000. MHF paid allamts in arrears
totaling $428,052 in February 1991. In connectidth the default, MHF also paid additional prindipa$6,880,050;
interest totaling $1,498,664, and operating deficitthe amount of $2,781,137. The Renaissana@aPlaject, which
consists of three buildings, has been sold purswoahie orders of a judicial receivership. Closamgthe sale of one
building occurred on December 30, 1993. MHF ree@itwo notes in payment of the purchase pricesalien mortgage
in the amount of $2,722,544 at 6.22% interest, ¥BBBof which is an amortizing loan, the balancbégaid out of cash
flow, if any, from the properties; and a second ligp note in the amount of $512,404 at 0% intenesk maturity. The
gap note was paid in full at the closing of finargcfor rehabilitation of the building on Februa, 1994. The closing of
the other two buildings occurred on December 189419MHF received three notes in payment of thelpase price for the
two buildings: a first lien mortgage in the amooh$2,600,000 at 7.4% interest to begin amortizinglanuary 1, 1997; a
second lien mortgage in the amount of $4,450,0@028% interest to be paid out of cash flow, if aingm the properties;
and a third lien gap note in the amount of $500&00% interest until maturity (April 13, 1995),cha default rate of 7.4%
interest. The gap note was paid in full at theiclg of financing for rehabilitation of the two kdings on February 14,
1995. The $2,600,000 deed of trust note was ggddraand assigned to the Administration on Sep&zra$d, 1996, in
connection with an issuance of bonds by the Adrtration.

In February 1996, MHF accepted assignment of al@édrust and Deed of Trust Note in the originahpipal amount of
$3,900,000 for a project called Mount Pleasant. AMidid a claim for the project in the amount ofl$¥,891 on February
15, 1996. The property was sold to new ownerstiip planned to rehabilitate the project using a doation of new
equity funds and State and City of Baltimore finagdn combination with proceeds of the Adminiswats Multi Family
1995 December Bond Issue in the amount of $2,580,0&w Administration and MHF loan documents wexecuted in
conjunction with a loan closing in July 1996. Mieeived a Deed of Trust Note in the amount of &21,269 of which
$293,770 is an amortizing 0% interest loan, andbdlance is a cash flow loan with interest accr@ng% per annum.
MHF received partial recovery of $2,450,000 attthee of closing and $1,066,720 in September 19Réserves for
construction contingencies and various operatingeses, in the amount of $460,305, were funded fhemecovery
proceeds. In June 1998, a construction reservellyeMHF in the amount of $198,000 and cost cedtfbn savings
received from the Administration in the amount ©08,513 were applied to reduce the outstandingjpa@h balance of the
Deed of Trust note held by MHF.

Villages of Laurel Deed of Trust Note in the ongi amount of $5,140,000. The loan was refunded $38,173,200 in new
bond proceeds. MHF made a partial claim paymetitéramount of $1,645,098 and pre-claim paymentiseéramount of
$825,689. MHF received cash of $54,023 and a ftashnote in the amount of $2,416,765, equal @t claim paid.
The MHF Note is secured by a second deed of tierston the land and improvements on which the ptagelocated. To
date the project has made net payments on the MHE of $662,290.

-18 -



@7 Eastdale Deed of Trust Note was in the originabamt of $3,401,000. The loan was refunded wit452,000 in new

bond proceeds. MHF made a partial claim paymetitéramount of $746,513 and pre-claim paymentseéramount of
$426,214. MHF received cash of $54,324 and a ftashNote in the amount of $1,118,403, equal toribeclaim paid.
The MHF Note is secured by a second deed of tierstdn the land and improvements on which the ptagelocated. To
date the project has made net payments on the MHE of $472,159.

Hollins Townhouses Deed of Trust Note in the arégjiprincipal amount of $2,300,000. MHF paid aflaunts in arrears
totaling $176,025, and the Administration acceftgomissory note from MHF in the total principai@unt of
$2,427,094, with interest at the annual rate of &#¥#ich had a maturity date of December 31, 199%iF\paid the claim
note in full as of February 22, 1995. To date, Mi#is paid principal and interest on the claim @woig operating deficits
in the total amount of $3,512,011. MHF foreclosedhis development in an uncontested forecloswegading held on
July 14, 1995. The original collateral for thenazonsisted of 48 scattered site units of whicmidsiremain unsold.

In May, 1996, MHF accepted assignment of a De€lraét and Deed of Trust Note in the original antafr$52,000,000
which financed a project known as Lease PurchiiéF paid a claim for the project in the amount &{%87,498 on May
15, 1996. MHF received partial recovery of thisommt upon disposition of the underlying collater®IHF accepted a
deed of assignment on this project on July 12, 19G96rty-four of the original 40 units have bee@idsand the majority of
the remaining units are occupied by tenants, sdménom are candidates to purchase their properties.

(28)

(29)

6.0 ACTUARIAL STUDY
The Insurance Agreement amended in 2006 no lorggiines periodic actuarial studies.
7.0 FHLMC REINSURANCE AGREEMENT

On December 28, 1994, MHF, the Department, the Aghimation, and the Federal Home Loan
Mortgage Corporation (“FHLMC") entered into a Rairsnce Agreement (the “Reinsurance Agreement”).
The purpose of the Reinsurance Agreement was ® toednd fully reinsure with FHLMC, MHF's mortgage
insurance obligations with respect to certain loarssired by MHF. Under the Reinsurance Agreement,
FHLMC has agreed to fully reinsure, without any thogent liability for MHF, 17 loans insured by MHF
having an original unpaid principal balance of 48,036 and, as of June 30, 2009, an aggregatedunpa
principal balance of $9,388,008. Nine of thesensoavere financed originally with the Administratien
Multi-Family Housing Revenue Bonds (Insured Mortgagoans) and acquired with proceeds of the
Administration’s Housing Revenue Bonds Series 1998onds, and are identified in the appendix
“DESCRIPTION OF LOANS AND DEVELOPMENTS” in the Offial Statement for the Administration’s
Housing Revenue Bonds, Series 1999 D. The remaafdbese loans was financed with the proceedlenf
Administration’s Multi-Family Housing Revenue Bondssured Mortgage Loans).

All of the units in each of the developments fineshevith loans reinsured by FHLMC are subject to
Section 8 housing assistance payments. The ctsitralating to these payments have been assigned to
FHLMC as collateral security. However, FHLMC caheaercise any remedies with respect to the housing
assistance payment contracts unless and untisiphia any insurance claim with respect to a reatsiloan.

FHLMC may, under the terms of the Reinsurance Agesd, require that the Administration
foreclose without assignment to FHLMC upon any seied loan in the event of a breach of certain
warranties regarding the absence of environmentzdals.

On September 7, 2008, the Director of the Fedemlsihg Finance Agency (“FHFA") appointed
FHFA as conservator of Freddie Mac in accordandk thie Federal Housing Finance Reform Act of 2008
(the “Reform Act”) and the Federal Housing Entesps Financial Safety and Soundness Act of 1992. On
September 7, 2008, in connection with the appointnoé FHFA as conservator, Freddie Mac and the U.S.
Department of the Treasury (“Treasury”) entered iatSenior Preferred Stock Purchase Agreemento, Als
pursuant to its authority under the Reform Act,aBgy announced that it has established the Gowsrinm
Sponsored Enterprise Credit Facility (a lendinglitcto ensure credit availability to Freddie Mdgannie
Mae, and the Federal Home Loan Banks that will jp@gecured funding on an as needed basis undes ter
and conditions established by the Treasury Segratamprotect taxpayers) and a program under which
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Treasury will purchase Government Sponsored Enserp(including Freddie Mac) mortgage-backed
securities (MBS) in the open market. The annoumcemby FHFA and Treasury and descriptions of these
programs are available at their respective webshittp://www.OFHEO.gov and http://www.Treasury.gov

Freddie Mac registered its common stock with th8.Securities and Exchange Commission (the
“SEC”) under the Securities Exchange Act of 193#e (tExchange Act”), effective July 18, 2008. As a
result, Freddie Mac files annual, quarterly andenir reports, proxy statements and other informatiith
the SEC. Prior to July 18, 2008, Freddie Mac pregbaan annual Information Statement (containinguahn
financial disclosures and audited consolidatednfiied statements) and Information Statement Supghésn
(containing periodic updates to the annual InfoiomaStatement).

8.0 STAFF

The Director of MHF is appointed by the Secretafryhe Department and serves at the pleasure of
the Secretary, with such authority as the Secretatgrmines to delegate to the Director. The Darealso
serves as the Director of the Division of Credis@nce of the Department.

Financial operations for MHF have been centraliaaed are now within the Division of Finance and
Administration for the Department.

Certain senior staff members of the Division of diréAssurance, and the Division of Finance and
Administration and MHF are as follows:

Name Position

George Eaton Director, Division of Credit Assuranogl MHF

Norman Swoboda Deputy Director, Division of Creflitsurance

Allen W. Cartwright, Jr. Deputy Director, MHF andrBctor, Single Family
Operations

Susan Traylor Director, Division of Finance and Adistration

Ruth Putnam Director, MHF Finance and State Fumhaechs

Bill Beans Director, Multi-Family Operations

George Eaton was appointed Director of the Division of Credi#shrance and the Maryland Housing
Fund as of March, 1999, having been Acting Directorce December 1998. He has been with the
Department since October 1995. He also servedisectbr of Multi-Family Operations from May to
December 1998. From 1996 through April 1998, he tee Director for State Funded Loans for MHF.
Before joining the Department, he worked for a oval property management company as a District
Manager, as Assistant Director at University of Mand teaching hospital, and as Assistant Admiaietrof
the Johns Hopkins University Hospital. He alsodschn MA in Administration and has taught at sdvera
Maryland Community Colleges.

Norman Swoboda joined the staff of the Division of Credit Assucanas Deputy Director in
September 2004. Prior to joining DCA, Mr. Swobaotdlas a Senior Finance Executive in the Division of
Business Development, within the Department of Bess and Economic Development. Prior to State
service, Mr. Swoboda worked as a Senior Credit ystahnd Commercial Lender with the First National
Bank of Maryland.

Allen W. Cartwright, Jr. joined the staff of the Division of Credit Assucanas the Deputy Director of
MHF in March 2006. Mr. Cartwright also serves asebtor, Single Family Operations. Mr. Cartwright
previously served as MHF Manager of Finance fror@8Ll8rough 1991. Prior to rejoining the Division of
Credit Assurance in 2006, Mr. Cartwright was thée€bf Mission Support and then Chief of CustomareC
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for the Washington Suburban Sanitary Commissiom fAgril 2000 through November 2005. Mr. Cartwright
also served as the Director of Finance and thei\#iséstant Secretary of Finance and Administrafarthe
Maryland Department of Natural Resources from M@91lthrough April 2000. He has worked as a finance
manager for the Federal Home Loan Mortgage Corjporgf-reddie Mac), MCI and DuPont. He is a
Certified Public Accountant and earned his BS im@8erce from the Mcintire School of Commerce at the
University of Virginia.

Susan Traylor, Director of the Division of Finance and Admination since June, 2007. She has been
with the Department since 1998, when she joineDiesctor of Accounting. Prior to joining State siee
she was the Chief Financial Officer of Macmillanbfshing and the Official Airlines Group. Previoysthe
held various financial positions with the Maxwelbi@munications Group and Exxon Corporation. Shesold
a B.A. in Economics from Western Maryland Collegedaan M.S. in Industrial Administration from
Carnegie-Mellon University.

Ruth Putnam was named Deputy Director of Finance and Admiatgin in 2008. She continues to
act as the Director of MHF Finance and State Fundeghs, a position held since January 2001. Ske ha
been with the Department since 1990 serving asdg&uAnalyst from 1990 through 1994, Budget Directo
from 1995 through 1998 and Director of FinanciarPliing and Review from 1999 through 2000. Prior to
joining the Department, she worked as Managerwddtor Relations in a private corporation.

Bill Beans was named Director of Multi-Family Asset ManagetiarNovember 2004. He has been
with the Department since 1987 and has previoustyesl as the Director of Homeownership Programs,
Deputy Director of the Community Assistance Adniir@gon and Director of Single Family Asset
Management. Prior to coming to the Department, Bdrans worked in various housing related positfons
local governments in Maryland.

9.0 ADDITIONAL INFORMATION

For additional information, please contact Invest®&elations at (410) 514-7326 or
cda_bonds@mdhousing.org
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E Reznick Reznick Group, PC, Tel: (410 783-4900
Group 500 East Pratt Street Fax: (4101 727-0460

Suite 200 www.reznickgroup.com
Baltimore, MD 21202-3100

INDEPENDENT AUDITORS’ REPORT

Office of the Secretary
Department of Housing and Community Development

We have audited the accompanying financial statements of the Maryland Housing Fund
(MHF) of the Department of Housing and Community Development (DHCD) of the State of
Maryland as of and for the years ended June 30, 2009 and 2008, as listed in the table of contents.
These financial statements are the responsibility of MHF’s management. Our responsibility is to
express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the
United States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement.
An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

As discussed in Note 1, the financial statements present only the Maryland Housing Fund
and do not purport to, and do not, present fairly the financial position of the Department of
Housing and Community Development of the State of Maryland as of June 30, 2009 and 2008,
and the changes in its net assets and its cash flows, for the years then ended, in conformity with
accounting principles generally accepted in the United States of America.

In our opinion, the financial statements referred to in the first paragraph present fairly, in
all material respects, the financial position of the Maryland Housing Fund of the Department of
Housing and Community Development of the State of Maryland as of June 30, 2009 and 2008,
and the changes in its net assets and its cash flows for the years then ended, in conformity with
accounting principles generally accepted in the United States of America.

Baltimore, Maryland
September 30, 2009

.

Atlanta m Austin m Baltimore m Bethesda m Charlotte m Chicago m Los Angeles m Sacramento m Tysons Corner



Maryland Housing Fund

STATEMENTS OF NET ASSETS

June 30, 2009 and 2008

ASSETS

Current assets
Unrestricted current assets

Deposit with State Treasurer
Operating account

Loans and interest receivable, net of allowance for
loans and related losses

Acquired property

Other

Total unrestricted current assets
Restricted current assets
Deposit with State Treasurer
Reserve accounts
Total restricted current assets
Total current assets
Non-current assets
Investment held for borrower
Loans and interest receivable, net of allowance for loans
and related losses and current portion

Total non-current assets

Total assets

(continued)
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2009 2008
$ 4,148,175 $ 3,437,534
124,288 127,297
90,325 110,882
17,619 5,808
4,380,407 3,681,521
106,927,361 103,331,593
106,927,361 103,331,593
111,307,768 107,013,114
1,109,713 1,205,632
388,387 413,242
1,498,100 1,618,874
$ 112,805,868 $ 108,631,988




Maryland Housing Fund

STATEMENTS OF NET ASSETS - CONTINUED

June 30, 2009 and 2008

LIABILITIES AND NET ASSETS

Current liabilities
Accounts payable
Accrued compensated absences
Accrued workers’ compensation
Mortgage escrow accounts
Unearned premiums
Allowance for unpaid insurance losses

Total current liabilities

Non-current liabilities
Accrued compensated absences, net of current portion
Accrued workers’ compensation, net of current portion
Investment held for borrower
Allowance for unpaid insurance losses, net
of current portion

Total non-current liabilities

Total liabilities

Net assets
Restricted net assets
Multi-Family Reserve
Regular Single Family Reserve
Revitalization (Pilot) Reserve
Home and Energy Loan Reserve
General Reserve
Unallocated Reserve
Committed
Uncommitted

Total restricted net assets
Unrestricted accumulated deficit

Total net assets

Total liabilities and net assets

2009 2008
93,181 193,971
71,498 67,774

465 465
439,709 405,351
2,930,791 1,296,955
593,407 152,723
4,129,051 2,117,239
106,358 113,343
2,535 2,535
1,109,713 1,205,632
12,685,478 7,579,567
13,904,084 8,901,077
18,033,135 11,018,316
44,698,739 44,698,739
33,773,875 33,773,875
2,224,450 2,224,450
500,000 500,000
10,000,000 3
5 10,000,000
15,730,297 12,134,529
106,927,361 103,331,593
(12,154,628) (5,717,921)
94,772,733 97,613,672
$ 112,805,868 $ 108,631,988

See notes to financial statements
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Maryland Housing Fund

STATEMENTS OF REVENUES AND EXPENSES

Years ended June 30, 2009 and 2008

Operating revenues
Net premiums
Interest income on loans
Other income

Total operating revenues
Operating expenses
General and administrative
Acquired property expenses
Net losses/(gains) on sales of acquired property
Provision for insurance and loan losses
Total operating expenses

Operating loss

Non-operating revenues
Restricted interest income on reserves

Total non-operating revenues

Change in net assets

2009 2008

$ 1,858,680 $ 1,533,796
537,878 541,016
47,296 41,686
2,443,854 2,116,498
2,818,558 2,812,748
28,495 22,376

5,934 (60,044)
6,027,574 1,984,121
8,880,561 4,759,201

(6,436,707) (2,642,703)
3,595,768 5,471,347
3,595,768 5,471,347

$ (2,840,939) $ 2,828,644

See notes to financial statements
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Balance at June 30, 2007

[nterest income allocated
at the discretion of
DHCD Secretary

Transfers out
Change in net assets
Balance at June 30, 2008

Interest income allocated
at the discretion of
DHCD Secretary

Change in net assets

Maryland Housing Fund

STATEMENTS OF CHANGES IN NET ASSETS

Years ended June 30, 2009 and 2008

Restricted Net Assets

Regular Home
Multi- Single Revitalization and Unrestricted
Family Family (Pilot) Energy General Unallocated Accumulated
Reserve Reserve Reserve  Loan Reserve Reserve Reserve Deficit Total
$ 44,698,739 $ 32,273,875 $2224450 §$ 500,000 $ - $ 28,163,182 § (3.075,218) $104,785,028
- 1,500,000 - - - 3.971,347 (5.471,347) -
- - - - 10,000,000  (20.000,000) - (10,000,000)
= = " - - - 2,828,644 2,828,644
44,698,739 33,773,875 2,224,450 500,000 10,000,000 12,134,529 (5,717.921)  97,613.672
- - - - - 3,595,768 (3,595,768) -
- - - - - - (2,840,939) (2,840,939)

Balance at June 30, 2009 $ 44,698,739

$ 33,773,875

$2224,450 § 500,000 §$ 10,000,000 § 15,730,297 § (12,154,628)

$ 94,772,733

See notes to financial statements
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Maryland Housing Fund

STATEMENTS OF CASH FLOWS

Years ended June 30, 2009 and 2008

Cash flows from operating activities

Receipts from premiums

Premiums refunded

Receipts from loans

Receipts from mortgage escrows

Payments for mortgage escrows

Receipts from miscellaneous fees

Payments for general and administrative expenses
Sale proceeds from acquired property

Payments for acquired property

Net cash provided by (used in) operating activities

Cash flows from investing activities

Receipts from interest earned on reserves
Transfer out

Net cash provided by (used in) investing activities

Net increase (decrease) in cash

Deposit with State Treasurer, balance - beginning of year

Deposit with State Treasurer, balance - end of year

2009 2008
$ 3497320 $ 2,064,023
(129,568) (101,963)
157,762 147,750
142,405 142,982
(108,047) (106,687)
46,548 45,255
(2,797,404) (2,795,458)
82,709 115,201
(181,084) (133,662)
710,641 (622,559)
3,595,768 5,471,347
; (10,000,000)
3,595,768 (4,528,653)
4,306,409 (5,151,212)
106,769,127 111,920,339
$111,075,536  $ 106,769,127

(continued)
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Maryland Housing Fund
STATEMENTS OF CASH FLOWS - CONTINUED

Years ended June 30, 2009 and 2008

2009 2008

Reconciliation of operating loss to net cash

provided by (used in) operating activities:
Operating loss $ (6,436,707) § (2,642,703)
Adjustments to reconcile operating loss to
net cash provided by (used in) operating activities

Decrease in loans and interest receivable 27,864 32,361
Decrease (increase) in acquired property 20,557 (53,672)
Decrease (increase) in investments and other assets 84,108 (149,761)
(Decrease) increase in accounts payable and other

accrued liabilities (165,612) 215,887
Increase in allowance for unpaid

insurance losses 5,546,595 1,558,500
Increase in unearned premiums 1,633,836 416,829

Net cash provided by (used in) operating activities $ 710,641 $  (622,559)

See notes to financial statements
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 1 - PROGRAM DESCRIPTION

The Maryland Housing Fund (MHF) was established in 1971 by Section 3-201 through 3-
208 of the Housing and Community Development Article of the Annotated Code of
Maryland, as amended, to encourage the flow of private investment capital into multiple-unit
and Single Family housing by insuring qualified lending institutions against losses on
mortgage loans. MHF is authorized to insure mortgage loans, including mortgage loans for
Multi-Family developments financed by public agencies such as the Community
Development Administration (CDA), and to provide primary and pool insurance for Single
Family mortgage loans. MHF insures against certain monetary losses incurred as a result of
nonpayment of principal, interest or other sums agreed to be paid and certain other events of
default under the terms of any insured mortgage loan, but does not insure against property
losses, including without limitation, title risk, risks of defective construction or casualty, or
any other reduction in project value due to insurable risk or force majeure, casualty or title
loss. Legislation enacted in 1981 enables MHF to originate mortgage loans to assist in the
disposal of property acquired through foreclosure or pursuant to any other payment in
settlement of a claim or loss. MHF is a unit within the division of Housing Credit Assurance
of the Department of Housing and Community Development (DHCD).

MHF maintains six restricted insurance reserves, which are separate from MHF’s operating
funds. Five of the reserves cover specific categories of insurance; the Multi-Family Reserve,
the Single Family Regular Program Reserve, the Revitalization (PILOT) Reserve, the Home
and Energy Loan Reserve and the General Reserve. The investment earnings on each of the
five specific reserves are credited to a sixth reserve, the Unallocated Reserve, which may be
used to pay claims on all categories of insurance, may be transferred into any other reserve,
or may be restricted for claims under a particular category. The Unallocated Reserve is
available for any category of claims or for any other purpose consistent with contractual
obligations with CDA’s bondholders.

The MHF statute provides that any moneys of MHF that DHCD creates as an identifiable
insurance reserve may be used only in conformance with the terms and conditions creating
that reserve. MHF regulations provide that each reserve is maintained to pay claims arising
from its respective category of insurance and may not be subject to claims arising from other
categories of insurance (except for the Unallocated Reserve, and except for claims arising
from the Single Family Regular and Revitalization insurance issued before August 20, 1975,
which claims are payable from all MHF insurance reserves).

-10 -



Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE | - PROGRAM DESCRIPTION (CONTINUED)

MHF’s reserve funds are derived from the net proceeds of five issues of State of Maryland
(State) general obligation bonds aggregating $39,300,000 and $7,500,000 in proceeds
derived from State appropriations. In addition, the funds have earned investment income and
paid claims. The unrestricted accumulated deficit reflects MHF’s operations since inception
less interest income. The reserves are held by the Office of the Treasurer of the State, which
credits MHF with income on investment of reserves for the benefit of MHF.

A. The Multi-Family Reserve supports several programs. All existing Multi-Family
insurance, other than the program from private lenders, is 100% insurance of projects
financed by revenue bonds. These programs include:

Regular Multi-Family Program insures permanent mortgages funded by CDA,
the Housing Opportunities Commission of Montgomery County, and
SunTrust Mortgage, Inc. These loans were originated prior to 2005.

Risk-Share Program insures both construction and permanent mortgages
financed with CDA bonds with credit enhancement under the Federal Housing
Administration (FHA) Risk Sharing Program. Under the program, upon
payment of a claim by FHA, CDA would be responsible for reimbursement to
FHA of up to 50% of the claim. MHF would reimburse CDA for its share of
such losses.

Bridge Loan Program insures short term construction loans made for part of
the development costs of rental housing projects that are awarded federal low
income housing tax credits.

Special Housing Opportunity Program (SHOP) insures mortgages financed or
refinanced for the acquisition, construction or rehabilitation of shared living
and related facilities for the special needs population which are owned by and
sponsored by nonprofit organizations.

Single Family mortgages funded through private lenders and CDA for
permanent mortgages in publicly designated renewal or redevelopment areas.
Insurance offered provided 100% coverage and is backed by the Multi-Family
Reserve Fund. MHF is not insuring any new loans under this program; MHF
continues to manage the existing portfolio.

-



Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE | - PROGRAM DESCRIPTION (CONTINUED)

B. The Single-Family Regular Reserve insures mortgages funded by private Maryland
lending institutions and CDA. These programs include:

Single Family Regular Program consists of mortgages originated prior to
2005. These mortgages may have primary insurance (MHF is liable for the
top 25% of the original mortgage) and/or pool insurance (MHF is liable for
the bottom 75% of the original mortgage). Pool insurance coverage is limited
to 10% of lendable proceeds for the aggregate of revenue bond issues (stop-
loss). In addition, the Wisconsin Mortgage Assurance Corporation, formerly
the Mortgage Guaranty [nsurance Corporation, has provided reinsurance for a
portion of mortgage loans financed by one series of CDA’s bonds,
Notwithstanding the reinsurance provided by the Wisconsin Mortgage
Assurance Corporation, the pool insurance coverage in force also includes
coverage for mortgages financed by this series.

Mortgage Protection Program consists of 30 and 40 year mortgages originated
after 2005, funded through CDA bonds with primary coverage of only the top
35% of the original mortgage and up to six months of mortgage payments
(limited to no more than $2,000 per month). These mortgages maintain a
fixed rate of interest for the full loan term and allow borrowers to finance a
one-time mortgage insurance premium in the mortgage, which will require no
additional outlay of cash for closing, while lowering the monthly mortgage
payment. These mortgages originated since 2005.

C. Revitalization (Pilot) Reserve insures mortgages funded through CDA and private
Maryland lenders for 100% of the mortgage balance.

Pilot Programs stimulates the flow of private mortgage capital into areas
which have suffered decreasing home ownership and associated economic and
social instability. These mortgages originated prior to 2005.

=X iy o



Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE |1 - PROGRAM DESCRIPTION (CONTINUED)

e Healthy Neighborhood Program allocates up to $1 million of the Reserve to
provide credit enhancement to a loan program sponsored by a nonprofit
corporation, which is intended to stabilize and strengthen property values in
targeted areas in the City of Baltimore. These mortgages originated since
2005.

D. Home and Energy Loan Program (HELP) Reserve insures mortgages made prior to
2005 for the purpose of rehabilitation and energy conservation in owner occupied
housing financed by CDA’s Home and Energy Loan Program and are liable for up to
100% of the loan amounts.

E. General Reserve insures single family mortgages originated since 2008 and provides
credit enhancement to CDA and private mortgage lenders as an incentive to refinance
or restructure loans for Maryland borrowers who are in trouble with an existing loan.

F. Unallocated Reserve may be allocated and transferred by the Secretary into each of
the reserves, restricted by the Secretary as a reserve for the payment of a claim as part
of a work-out, applied by MHF as payment of a claim or retained in the Unallocated
Reserve pending allocation, transfer or restriction. Investment earnings on each of
the six Reserves are credited to the Unallocated Reserve. Legislation enacted in fiscal
year 2008 requires MHF to transfer from the Unallocated Reserve, any funds in
excess of $10 million annually to the State Funded Housing Loan programs.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Relationship with the State

MHF is one of many programs administered by DHCD and the State. Other State agencies,
such as the Department of Budget and Management, support DHCD by providing services
for DHCD and thus allocate a portion of their expenses to DHCD. MHF has no direct
employees and are entirely supported by staff at DHCD to perform all necessary functions of
MHEF. Thus, MHF's accompanying financial statements are not indicative of MHF as if it
were a stand-alone entity. MHF is included in the enterprise funds of the State.

s



Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

B. Generally Accepted Accounting Principles

MHEF reports its financial activities by applying Standards of Governmental Accounting and
Financial Reporting as promulgated by the Governmental Accounting Standards Board
(GASB). MHF adopted GASB Statement No. 20, “Accounting and Financial Reporting for
Proprietary Funds and Other Governmental Entities that use Proprietary Fund Accounting.”
Consequently, MHF applies all applicable GASB pronouncements as well as Financial
Accounting Standards Board (FASB) Statements and Interpretations, APB Opinions and
Accounting Research Bulletins (ARBS) of the Committee on Accounting Procedure issued
on or prior to November 30, 1989, unless those pronouncements conflict with or contradict
GASB pronouncements.

C. Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions. These estimates and assumptions affect the reported amounts of assets and
liabilities and disclosures of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues, expenses, gains and losses during the
reporting periods. Actual results could differ from these estimates.

D. Acquired Property

Property acquired as a result of claims settled is carried at the principal claim cost, less
management’s estimate of expenses and losses related to the maintenance and sale of the
property, which management believes approximates fair value less costs to sell. As of June
30, 2009, acquired property consisted of $90,325 of Single Family property and $-0- of
Multi-Family property. As of June 30, 2008, acquired property consisted of $110,882 of
Single Family property and $-0- of Multi-Family property.

E. Allowance for Unpaid Insurance Losses

MHF provides for estimated insurance losses under each insurance plan. The allowance for
unpaid insurance losses is increased by provisions charged to current operating expenses and
reduced by claim payments. The provision for possible insurance losses is based on
management’s review of insured properties, considering past loss experience and current
economic conditions which may affect the frequency of claims and the recovery of claim
costs. Actual results could differ from those estimates.
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

F. Restricted Net Assets

Under GASB Statement No. 34, net assets should be reported as restricted when constraints
placed on net asset use are either: externally imposed by creditors (such as through debt
covenants), grantors, contributors, or laws or regulations of other governments; or are
imposed by law through constitutional provisions or enabling legislation. Accordingly, all
funds and accounts whose purpose is to pay possible future claims are restricted as to their
use, as is interest earned on these restricted assets.

G. Revenues and Expenses

MHEF distinguishes operating revenues and expenses from non-operating items. Operating
revenues and expenses generally result from mortgage insurance activities in connection with
MHEF’s ongoing operations. The principal operating revenue is mortgage insurance
premiums. Operating expenses include expenses relating to claims from defaulted loans and
general and administrative expenses. All revenues and expenses not meeting these
definitions are reported as non-operating revenues and expenses. The interest earned on
reserve accounts is restricted revenue.

H. Premium Income Recognition

Premium income on all loans are recognized on a straight-line basis over the benefit period
covered by the premiums.

[. General and Administrative

MHF is subject to an allocation of intradepartmental support costs of the DHCD, which are
included in general and administrative in the Statements of Revenues and Expenses. Such
costs could affect MHF’s financial position or operating results in a manner that differs from
those that might have been obtained if MHF was autonomous. MHF records these costs as
invoiced by DHCD for the fiscal year. However, the allocation is subject to review and
adjustment subsequent to year-end. Any adjustment is included on invoices and recorded in
the period in which the adjustment is identified.

J. Reclassifications

Certain items from prior year financial statements have been reclassified to conform to the
current year presentation.
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 3 - CASH AND INVESTMENTS

A. Deposit with State Treasurer

MHF defines cash and cash equivalents as cash and short-term investments that are held on
deposit with the State Treasurer. Cash receipts and disbursements of MHF are made through
a cash pool maintained by the State Treasurer. None is uninsured and uncollateralized.
Additional information can be obtained from the State of Maryland Comprehensive Annual
Financial Report.

B. Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
an investment. MHF adheres to Maryland State Treasurer’s policy for managing its exposure
to fair value loss arising from increasing interest rates. The Maryland State Treasurer’s
investment policy states that to the extent possible, it will attempt to match its investments
with anticipated cash flow requirements. Unless matched to a specific cash flow, the
Treasurer’s Office will not directly invest in securities maturing more than five years from
the date of purchase.

C. Credit Risk and Concentration of Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. MHF’s policy for reducing its exposure to credit risk is to comply with
Maryland State Treasurer’s policy, which requires that the Treasurer’s investments in
repurchase agreements be collateralized by U.S. Treasury and agency obligations. In
addition, investments may be made directly in U.S. Treasuries or agency obligations.
Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s
investment in a single issuer. MHF’s policy for reducing this risk of loss is to comply with
the Maryland State Treasurer’s policy, which limits the amount of repurchase agreements to
be invested with a particular institution to 30% of the portfolio. Otherwise, there is no limit
on the amount that may be invested in any one issuer.

D. Custodial Credit Risk

Custodial credit risk is the risk that in the event of a bank or counterparty failure, MHF will
not be able to recover its deposits or the value of its collateral securities that are in the
possession of an outside party. Investments and collateralized securities are held in trust by

-16 -



Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 3 - CASH AND INVESTMENTS (CONTINUED)

the trustee or the trustee agent, kept separate from the assets of the bank and from other trust
accounts and are held in MHF’s name.,

E. Investment Held for Borrower

The investment consists of a U.S. government treasury zero-coupon bond carried at fair value
based on quoted market prices. The investment is classified as long-term based on the
maturity date.

The following asset reported at fair market value and held by MHF at June 30, 2009 and
2008 is evalvated in accordance with GASB 40 for interest rate risk, credit risk,
concentration of credit risk and custodial credit risk. This investment is held as collateral on
a Multi-Family loan and matures on April 15, 2024,

2009 2008
Investment held for borrower
(Obligations of U.S.,
Government Agencies) $ 1,109,713 § 1,205,632
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 4 - LOANS AND INTEREST RECEIVABLE, NET OF ALLOWANCE FOR LOANS
AND RELATED LOSSES

Loans and interest receivable, net of allowance for loans and related losses, consist of loans
made directly by MHF and loans originally made by others and subsequently assigned to
MHF under the provisions of the insurance agreements plus interest receivable, net of
possible losses. Mortgage loans, notes receivable and interest receivable were as follows for
the years ended June 30, 2009 and 2008:

2009 2008
Multi-Family $ 10,163,249 $ 10,267,007
Single Family 47,955 56,177
Interest receivable on loans 7,434,300 6,942,203
17,645,504 17,265,387
Allowance for possible losses on Multi-Family loans (9,700,439) (9,784,678)
Allowance for possible losses on interest receivable (7,432,390) (6,940,170)
Total allowance for possible losses (17,132,829) (16,724,848)
Loans and interest receivable, net of allowance
for loans and related losses $ 512,675 $ 540,539
Current portion, net of allowance $ 124,288 $ 127,297
Non-current portion, net of allowance 388,387 413,242
Loans and interest receivable, net of allowance
for loans and related losses 3 512,675 $ 540,539

Changes in the allowance for possible losses on loans and interest receivable were as follows
for the years ended June 30, 2009 and 2008:

2009 2008
Balance, beginning of year $ 16,724,848 § 16,299,227
Provision charged to operations 407,981 425,621
Balance, end of year $ 17,132,829 $ 16,724,848
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 5 - UNEARNED PREMIUMS

The unearned premiums for the unexpired terms of all policies in force or written as of June
30, 2009 and 2008, and the changes for the years then ended were as follows;

2009
Unearned Unearned
premiums at premiums at
beginning of Premiums Premiums end of
year written earned year
Multi-Family Programs
Construction and Permanent
Mortgages $ 434717 § 604,738 § 633,131 § 406,324
SHOP Loans 70,526 02,228 114,934 47,820
Multi-Family HELP 120 466 508 78
Total Multi-Family Programs 505,363 697,432 748,573 454,222
Single Family Programs
Single Family Regular
Primary 521,987 2,361,453 782,709 2,100,731
Pool 117,826 241,604 252,538 106,892
Revitalization (Pilot) 2,592 5,366 5,473 2,485
Single Family HELP 10 - 10 -
Community Development
Administration under
Multi-Family Reserve 491 1,069 1,158 402
General 148,686 185,592 68,219 266,059
Total Single Family Programs 791,592 2,795,084 1,110,107 2,476,569
Total for the year ended
June 30, 2009 $ 1296955 § 3,492,516 § 1,858,680 § 2,930,791
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 5 - UNEARNED PREMIUMS (CONTINUED)

2008
Unearned Unearned
premiums at premiums at
beginning of Premiums Premiums end of
year written earned year
Multi-Family Programs
Construction and Permanent
Mortgages § 377,737 § 730464 § 673,484 § 434,717
SHOP Loans 75,970 145,212 150,656 70,526
Multi-Family HELP 155 719 754 120
Total Multi-Family Programs 453,862 876,395 824,894 505,363
Single Family Programs
Single Family Regular
Primary 285,263 639,760 403,036 521,987
Pool 137,141 273,231 292,546 117,826
Revitalization (Pilot) 3,184 5,578 6,170 2,592
Single Family HELP 06 42 128 10
Community Development
Administration under
Multi-Family Reserve 580 1,204 1,293 49]
General - 154,415 5,729 148,686
Total Single Family Programs 426,264 1,074,230 708,902 791,592
Total for the year ended
June 30, 2008 $ 880,126 § 1,950,625 § 1,533,796 § 1,296,955
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2009 and 2008

NOTE 6 - NON-CURRENT OBLIGATIONS

Changes in non-current obligations for the years ended June 30, 2009 and 2008 were as

follows:
2009
Amount Due
Beginning Ending Within
Balance Additions  Reductions Balance One Year
Compensated absences % 18L117T 3 - % ((3261) § 177,856 § 106,358
Workers' compensation 3,000 - - 3,000 465
Investment held for
borrower 1,205,632 - (95,919) 1,109,713 -
Allowance for unpaid
insurance losses 7,732,290 5,546,595 - 13,278,885 593,407
Total for the year
ended June 30,2009  $9,122,039 $5,546,595 $ (99,180) $14,569,454 § 700,230
2008
Amount Due
Beginning Ending Within
Balance Additions  Reductions Balance One Year
Compensated absences $ 166221 $ 14,896 § - § 181,117 § 67,774
Workers’ compensation 5,000 - (2,000) 3,000 465
Investment held for
borrower 1,045,479 160,153 - 1,205,632 -
Allowance for unpaid
insurance losses 6,173,790 1,558.500 - 7,732,290 152,723
Total for the year
ended June 30,2008 $7,390,490 §$1,733,549 §  (2,000) $ 9,122,039 § 220,962
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

Years ended June 30, 2009 and 2008

NOTE 7 - ALLOWANCE FOR UNPAID INSURANCE LOSSES

The allowance for unpaid insurance losses is the estimated claims settlement on notices of
default that has been received by MHF, as well as loan defaults that have been incurred but
have not been reported by the lenders. Financial Accounting Standards Board Statement No.
60 specifically excludes mortgage guaranty insurance from its guidance relating to the
reserves for losses.

For insured Multi-Family program properties, MHF establishes loss reserves on a case-by-
case basis when insured loans are identified as currently in default based on MHF’s expected
claim payment, net of estimated recovery. At June 30, 2009, MHF has no Multi-Family
loans in default, As a result, MHF provides only limited loss reserves on the Multi-Family
portfolio.

For insured Single Family loans, MHF establishes its loss reserves based on past loss
experiences and the current real estate market. MHF also reserves for defaults that have been
incurred but have not been reported prior to the close of an accounting period, using
estimated claim rates and claim sizes for the estimated number of defaults not reported. For
Single Family program properties, insured loans which have gone through foreclosure and
MHF has not paid a claim, MHF also reserves for losses based on past loss experiences and
the current real estate market.

MHF’s reserve process is based upon the assumptions of past experience, including the
current real estate market and housing values in the locations where MHF has experienced
high claim rates, Therefore, the reserves are necessarily based on estimates and the ultimate
liability may vary from such estimates. Management regularly reviews the evaluation of the
loss reserves utilizing current information and updates the assumptions in the estimation
process accordingly. Any resulting adjustments are reflected in the current period’s earnings
as either a provision for losses or reduction in losses. Management believes that the
allowance for unpaid insurance losses at June 30, 2009 was appropriately established on an
aggregate basis and was adequate to cover the ultimate net cost of settling reported and
unreported claims.
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 7 - ALLOWANCE FOR UNPAID INSURANCE LOSSES (CONTINUED)

Changes in allowance for unpaid insurance losses were as follows:

Multi-Family Single Family Total
Balance at June 30, 2007 $ 4,183,294 $ 1,990,496 $ 6,173,790
Increase in provision 1,106,701 451,799 1,558,500
Balance at June 30, 2008 5,289,995 2,442,295 7,732,290
Increase in provision 879,180 4,740,413 5,619,593
Charge-offs - (72,998) (72,998)
Balance at June 30, 2009 $ 6,169,175 $ 7,109,710 § 13,278,885

NOTE 8 - COMMITMENTS AND CONTINGENCIES

Multi-Family Morteages

MHF insured mortgage loans as of June 30, 2009, net of partial claim payments, were as
follows:

Current

Number Balances
CDA Construction and Permanent Mortgages 4 § 70,253,376

Loans financed by the Housing Opportunities Commission

of Montgomery County 4 9,371,658
Loans financed by SunTrust Mortgage, Inc. 2 2,674,076
CDA SHOP Loans 140 16,905,735
CDA Multi-Family HELP Program ] 54,941
CDA Single Family Loans under Multi-Family Reserves 16 289,442

207§ 99,549,228

As of June 30, 2009, MHF had committed to insure $1,452,093 on two CDA Construction
mortgages. The loan funds for the mortgages have yet to be drawn.
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 8 - COMMITMENTS AND CONTINGENCIES (CONTINUED)

Single Family Mortgages

All loans insured by MHF are with approved lenders and are collateralized by a first or
second lien against the improved property, which must be located in the State of Maryland.

The details of insured loans and commitments to insure loans as of June 30, 2009, were as
follows:

Insured Mortgages

Original Commitments Current Balances
Contingent
Number  Amount Amount Liability
Primary insurance coverage

Single Family Regular

25% insured 2,318  §$123,570,210 § 81,435,051 § 20,358,763

35% insured 405 89,294,749 88,067,331 30,823,566
Revitalization (Pilot)

Program

100% insured 57 1,906,031 1,231,776 1,231,776

2.5% insured 75 17,900,363 17,567,368 439,184
General

35% insured 48 12,703,746 12,617,379 4,416,083

Total 2,903 $245,375,099 $200,918,905 $ 57,269,372

Single Family Regular
Pool insurance coverage 3,515 $191,116,007 $122,239,929 § 20,500,000

As of June 30, 2009, MHF had committed primary insurance coverage on 14 Revitalization
(Pilot) Program mortgages in the amount of $2,619,760, with a liability of 2.5%.
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Maryland Housing Fund
NOTES TO FINANCIAL STATEMENTS

June 30, 2009 and 2008

NOTE 8 - COMMITMENTS AND CONTINGENCIES (CONTINUED)

For pool insurance, as of June 30, 2009, MHF was contingently liable as insurer for an
amount not to exceed $20,500,000. Coverage is limited to 10% of lendable proceeds for the
aggregate of revenue bond issues (stop-loss). The amount significantly decreased in fiscal
year 2007 based on an analysis CDA did on current lendable proceeds. For a portion of the
insured loan portfolio, FHA has the primary only insurance coverage and MHF has only the
pool insurance coverage. In addition, the Wisconsin Mortgage Assurance Corporation,
formerly the Mortgage Guaranty Insurance Corporation, has provided reinsurance for a
portion of mortgage loans financed by one series of CDA’s bonds.

NOTE 9 - PENSION AND OTHER POST-RETIREMENT BENEFITS

Eligible employees of the State are covered under the retirement plans of the State
Retirement and Pension System of Maryland (System) and are also entitled to certain
healthcare benefits upon retirement. MHF’s only liability for retirement and post-
employment benefits is its required annual contribution, which was paid in full by MHF to
the State of Maryland prior to year-end. The System is considered part of the State’s
financial reporting entity, and is not considered a part of MHF's reporting entity. The
System prepares a separate Comprehensive Annual Financial Report which can be obtained
from the State Retirement and Pension System of Maryland at 120 East Baltimore Street,
Baltimore, Maryland 21202,

NOTE 10 - SUBSEQUENT EVENTS

MHEF has evaluated subsequent events through September 30, 2009 which is the date of this
report.
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