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EXECUTIVE SUMMARY

The Maryland Department of Housing and Communitwdédepment (Department), pursuant to its statutory
requirements, is pleased to present the Marylangsidg Fund Fiscal Year 2018 Annual Report to theyidad
General Assembly. Additional information about tpeerations of the Maryland Housing Fund (MHF) fiscal
years 2018 and 2017 are also included.

MHF is a program within the Division of Credit Asance, an operating division of the Departmentis tthe
oldest, and one of the largest, state-sponsorethage insurance funds in the United States. Howetvis the
only one of its peer programs to be operated wi¢hlime cabinet agency of state government. MHbvides
mortgage insurance primarily for the Community Depenent Administration’s (Administration) tax exetmp
revenue bond mortgages. The Administration isvésidin within the Department that issues revenuedsao
raise capital used to make below market intere maortgages. The Administration’s revenue bonds a
typically rated by two credit rating agencies. Tatng agencies continue to affirm the Administnats “Double
A” bond rating; and the Administration continues®an active issuer of mortgage revenue bonds.

Strong single family asset management, includingagive education and early loss mitigation intatian

continues to result in minimal foreclosures andtkeh losses to MHF. Proactive multi-family assetmagement,
including physical inspections and adequate resefwe capital repairs/improvements, continued teldsihigh

occupancy in MHF-insured affordable rental hougingperties. Fiscal year 2018 is the fifteenthightayear
MHF reported no multi-family insured loans in firdal or physical default.

The audited financial statements for fiscal yedr$&and 2017 are attached as appendices to thog.refdHF
reports its financial condition on a consolidateasib, combining operational results for Multi-FamiSingle
Family, Revitalization, Business, and General Resanortgage insurance programs. Insurance clai@s a
payable only from each program’s respective reserviHF operating funds, and Unallocated Reser@ther
funds, assets, or reserves of MHF that may be ithestcin the financial statements, as well as theegs
financial resources of the Administration, the Dépa&nt or the State of Maryland, are not availablpay claims
resulting from the insurance obligations of MHF.As of June 30, 2018, MHF had primary insurance on
mortgages totaling approximately $165 million ard®& million, respectively, under its Single Fanalyd Multi-
Family insurance programs, and $12 million in bassiloans through its Business Reserve. We contmue
develop insurance products to support the Depattsiemall business loan initiatives.

MHF's insurance obligations extend only to the g@ages it insures and not to the underlying bonayatbns of
the Administration or other issuers. The Departniemequired to file official statements and otheports with
the Electronic Municipal Market Access (EMMA), foemy the Nationally Recognized Municipal
Securities Information Repository (NRMSIR) pursuantundertakings to comply with Rule 15c¢2-12 of the
Securities and Exchanges Commission. Potenti@haisers or sellers of the Administration's bondsikhrefer

to such information with this report (including rearecent information about MHF).

For additional information on the operations of Mibfease contact:

Allen W. Cartwright, Jr., Director

Maryland Housing Fund

Maryland Department of Housing and Community Depalent
7800 Harkins Road

Lanham, Maryland 20706

(301) 429-7629allen.cartwright@maryland.gov



1.0 THE MHF INSURANCE PROGRAM

The following describes the mortgage insurance arng administered by the Maryland Housing Fund (FVH
pursuant to Section 3-201 through 3-208 of the Hauand Community Development Article of the Anrieth
Code of Maryland, as amended (the “MHF Statutei)d & qualified in its entirety by reference to thielF

Statute and the regulations thereunder (the “MidgURations”).

MHF was created in 1971 as a special insurance dfitlde State of Maryland and is a governmental inihe
Division of Credit Assurance of the Department. Midfauthorized to insure mortgage loans, includnuytgage
loans for multifamily developments financed by pobhgencies such as the Administration (“Multifamil
loans”), to provide primary insurance for singlenfly mortgage loans (“Single Family loans”), andpmvide
credit enhancement for loans to businesses (“Bssih@ans”). MHF insures against certain monetasgds
incurred as a result of nonpayment of principakriast or other sums agreed to be paid and ceasthér events
of default under the terms of any insured loan, dags not insure against property losses, inclugiitgout
limitation, title risk, risks of defective consttign or casualty, or any other reduction in projeatue due to
insurable risk or force majeure, casualty or tikes.

In early 1997, the Department suspended all inseractivity of MHF (except for pool insurance farein
Single Family loans), partly as a result of consegrpressed by Moody’s Investors Service (“Moodydiring

the 1996 and 1997 rating review. The Departmenparded to Moody’'s concerns and has consulted with
Moody’s regarding the implementation of certairMiflF’'s insurance programs. MHF continues to sereictive
insured loans originated prior to 1997 and is ojegeahe insurance programs described below.

1.1 Multifamily Loan Programs

MHF insures mortgage loans under a group home lpagram known as “SHOP” (Special Housing
Opportunities Program) that finance or refinanoe dlequisition, construction or rehabilitation obstd living
and related facilities for the special needs pdjmnia which are owned by and sponsored by nonprofit
organizations. This is an active program with loamsled through the Administration and insured biyf

The Administration is a participant in the Fedéfausing Administration’s (“FHA") Risk-Sharing Pragn (the
“FHA Risk-Sharing Program”) for multifamily loang\s a Level | participant under the FHA Risk-Sharing
Program, upon payment of a claim by FHA, the Adstiaition would be responsible for reimbursemerfHié

of up to 50% of such claimAs a Level Il participant, the Administration woube responsible for reimbursement
to FHA of up to 25% of such claim. The Administoat expects that MHF would reimburse the Administra
for its share of such lossgsjrsuant to a commitment letter issued by MHF & Aldministration in connection
with each loan. Between 1997 and 2004, the Admnatisn participated in the FHA Risk-Sharing Progranly

in connection with the refinancing of loans thesured by MHF where the Administration was able ¢ordase
the dollar amount of MHF's insurance exposure watpect to such loans. In 2004, the Departmentrelquhits
MHF insurance program for new loans funded throtigh Administration with credit enhancement undexr th
FHA Risk-Sharing Program.

MHF has also provided mortgage insurance for sieom loans made by the Administration pursuanh&Tax
Credit Bridge Loan Insurance program. For a projgdch qualifies for federal low income housing tedits,
MHF provides limited insurance for bridge loans m&g the Administration until equity capital cobttions are
made by the tax credit investor. The Tax Creditl8ei Loan Insurance program is governed by SecB8e233
and 3-206 of the MHF Statute and COMAR 05.06.02hef MHF Regulations. There are no loans currently
insured under this program.



Effective December 9, 2014, MHF and the Administratcreated a demonstration program (the “MHF
Demonstration Program”) whereby MHF insures shemntloans (“Short Term Loans”) financed with pratee
from the sale of short term bonds (the “Short Téonds”) issued under the Administration’s multiféymi
Housing Revenue Bond Resolution (“HRB”). The MHEronstration Program is an additional cost-effectiv
option extended to borrowers for the provision rafdit enhancement for Short Term Loans financecuhtiRB.
Eligibility for the MHF Demonstration Program isrlited to projects where the project would needde more
than 25% of its projected tax credit equity to cesltateralize a letter of credit (“LOC”) that otteése would be
delivered to secure Short Term Bonds during constm, and the amount of the Short Term Loan (wlgghals
the amount of the cash collateral account that evdel required by a LOC provider) is greater that 25 the
projected tax credit equity. No borrower, incluglial related entities, may have Short Term Loassiied under
the MHF Demonstration Program at any one time ioeeg of $5 million. In addition, 25% of the pragst
amount of tax credit equity to be generated byaept must be contributed to the project at thesiolp of the
Short Term Loan. MHF's obligations under the MHIenmbnstration Program are backed only by MHF's
Unallocated Reserve. The aggregate amount of amdisty indebtedness to be insured under the MHF
Demonstration Program may not exceed $10 milli@mfthe MHF Unallocated Reserve at any given time.
There are no loans currently insured under thignaim.

1.2 Single Family Loan Programs

In June 2005, the Department opened a program df kdHnsure 30-year and 40-year amortizing Singlmify
loans being purchased by the Administration. Beeanarket conditions caused unexpectedly high denfiand
this insurance, the Department suspended the progsaof November 10, 2008.

In June 2006, the Department authorized the expaedof up to $1 million of the Revitalization Rege to
provide credit enhancement to a loan program ghaponsored by a nonprofit corporation, which tended to
stabilize and strengthen property values in tachateas of the City of Baltimore. The ability ta@hnew loans
under that agreement terminated March 31, 2012;ekery MHF will continue its coverage of active lsan
enrolled in the loan pool for up to ten years aftes date a loan is enrolled in the pool. The Dmpant
negotiated a new agreement dated January 12, a0ft®yrizing the expenditure of up to an additidd@00,000
of the Revitalization Reserve to provide creditamtement for a second loan pool. The credit enmascewill
last for a period of ten years after the date tlam lis enrolled in the pool. All loans to be credihanced must be
enrolled in the pool by January 2020.

In 2008, MHF committed $10 million of the UnalloedtReserve to provide credit enhancement for cesiagle
family refinancing loans made by private lenderslamthe Department's Home Owners’ Preserving Equity
(“HOPE") initiative. The General Reserve was offity established by regulation in November 200&h&ure a
broad range of programs, including the HOPE inui@atMHF transferred $10 million of the UnallocatRdserve

to the General Reserve on November 3, 2008 to enmans under the HOPE initiative and other Depamtm
programs.

1.3 Business Loan Programs

Legislation was passed effective July 1, 2016,vwailg MHF to provide insurance coverage and credit
enhancement to loans originated by the Administnatir other eligible lenders on business projelass till
acquire, operate, construct or rehabilitate busieedocated in publicly designated renewal or relbgment
areas. This program is governed by Sections 3aP@d33-206 of the MHF Statute. MHF transferred $tifion
of the Unallocated Reserve to the General Reserirestire loans under the Small Business Loan Pnogiaing
2017. These funds, plus an additional $3.5 milli@msferred from the Unallocated Reserve, wenesfeared
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into the newly created Business Reserve during 20T8e first Business loan insured under this pogr
originated in 2017.

1.4 Additional Information

For fiscal year 2003, the Maryland Department ofikkltive Services asked MHF and the Administration
whether there were funds available for transféh&oState. After being advised by Moody’s thataamsfer, in and

of itself, would not have an adverse effect onrtitang of the Administration’s outstanding paritgld, including
the Bonds, MHF transferred $10 million from the Uoeated Reserve to the State. No transfer occunr@904,
2005, 2006, or 2007. Legislation was enacted duhirg2008 session (SB 983) requiring another $1omito

be transferred. Beginning in fiscal year 2010, asdodified at section 3-203(i) of the MHF Statatey amount

in the Unallocated Reserve at the end of any figeat that exceeds an amount necessary to prowitieriy for
insurance issued by MHF by more than $10 millidralisbe transferred to the Department’s revolviogising
loan funds. During the fiscal years ending June28d2, 2013, 2014, 2015, 2016 and 2017, MHF traresfe$2.1
million, $1.1 million, $0.77 million, $0.88 million$0.87 million, and $0.94 million, respectivelys Ahe amount

in the Unallocated Reserve at June 30, 2017 anel 3002018 was less than $10 million, no transfeequired
for fiscal year 2018 or 2019. For more informatieee “Management’s Presentation of the MHF Program
below.

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

The financial statements of MHF for the fiscal yweanding June 30, 2018 and June 30, 2017 haveduekied
by CliftonLarsonAllen LLP. As indicated in the rapaf the auditors, such financial statements hiagen
prepared in conformity with accounting principleglahe audits conducted in accordance with aud#tagdards
generally accepted in the United States. The fiahrstatements of MHF are reported on a consoldiai@sis
combining results of operations for all of the MRFograms.

2.2 Income and Reserves

MHF’s income from insurance premiums is used tog@gyenses.

MHF currently maintains six insurance reserves,ciwhare separate from MHF's operating funds. Fivehef
reserves cover specific categories of insurance:Miultifamily Reserve, the Single Family Regulaodghiam
Reserve, the Revitalization Reserve, the Busineseie and the General Reserve. The investmerihgaron
each of the five specific reserves are credited $ixth reserve, the Unallocated Reserve, which loeayised to
pay claims on all categories of insurance, or mayransferred into any other reserve, or may biictsd for
claims under a particular category. The Unalloc&ederve is available for any category of claimgoorany
other purpose consistent with contractual obligetievith the Administration’s bondholders. Prior2@11, MHF
had maintained a reserve for the Home and Energnl@rogram. The reserve balance of $500,000 was
transferred into the Unallocated Reserve whenasielban insured under the program paid off ineligear 2009.



The MHF Statute provides that any moneys of MHR tha Department creates as an identifiable inggran
reserve may be used only in conformance with thegeand conditions creating that reserve. MHF Ragpris
provide that each reserve is maintained to paynsarising from its respective category of insueaand may
not be subject to claims arising from other categoof insurance except for the Unallocated Reseflle
reserves are held by the Office of the Treasuréne@State, which credits MHF with interest incobased on the
total reserve balance for the benefit of MHF.

MHF does not insure the Bonds, and the assets df lsitd not available to the Administration or th&stee to
satisfy obligations to holders of the Bonds. Thdigaltion of MHF is limited to the payment of morggm
insurance claims as described herein. An insuraf@en against MHF is payable from and limited te th
applicable MHF reserve and does not constitutenargéd obligation of MHF, the Department, or thet&ta

2.3 Statements of Net Assets Discussion

During the fiscal year ending June 30, 2017, theralV equity increased from $71,049,195 at June28Q6 to
$72,033,254. The net increase of $984,059 is pilyndwe to a reduction in general and administe@xpenses
paid by MHF for the fiscal year and the benefitac$292,575 reduction in the allowance for insuraosses,
offset by the $943,319 transfer of excess resdn/éise Department’s revolving housing loan fund@uring the
fiscal year ending June 30, 2018, the overall gqrontinued to increase from $72,033,254 to $73,BAR The
net increase of $1,908,917 is primarily due torgge earned on reserve funds, combined with natstdy
required transfer of excess reserve funds for Ifigear 2018.

The Unrestricted Accumulated Deficit is a part bé toverall equity. The Unrestricted Accumulated i©gf
which decreases when claims are paid from the amear reserves, represents the cumulative net infloss of
MHF since its inception less any investment incadaened on the insurance reserves. When MHF’s inesara
reserves are greater than its net position, thdteoevan accumulated deficit in the net positi@ttion of the
MHF Statement of Net Assets.

In fiscal year 2017, MHF realized a decrease to Wmeestricted Accumulated Deficit from $11,026,2tb4
$9,722,173, of which, $528,369 was attributablel&ms being paid from the reserve funds. In figesdr 2018,
the Unrestricted Accumulated Deficit continued tecatase from $9,722,173 to $8,684,348, with $4@5,84
attributable to claims being paid from reserve find

2.4 Discussion of Changes in Net Position

During the fiscal year ending June 30, 2017, MHporeed a Change in Net Position of $984,059. Thange is
primarily due to the reduction of expenses paidinduthe fiscal year offset by the transfer of furtdsthe
Department’s revolving housing loan funds.

During the fiscal year ending June 30, 2018, MHboreed a Change in Net Position of $1,908,917.s Thange
is primarily due to no statutory requirement tongfer funds to the revolving housing loan fund2018 as
described in more detail in Additional Informatiappearing on page G-3.

As described below in “Single Family InformationGertain Additional Expected Single Family Claimsida
“Multifamily Information — Certain Additional Expeéed Multifamily Claims,” the Administration has mfeed
MHF of defaults under insured mortgages that apeeted to result in additional claims to MHF. Papef



these claims is not reflected in MHF’s StatementNet Assets; however, MHF included provisions foese
claims in its allowance for unpaid insurance losses

3.0 DISCUSSION OF OPERATING CASH ACCOUNT

3.1 Selected Activity in MHF’s Operating Cash Account

The following table is management’s presentatiosadécted activity in MHF’s operating cash accasmbf June
30, 2018.

Single Family Multifamily Business Total

Premiums and Fees Collected $148,484 $1,250,736 $65,000 $1,464,220
Operating Expenses P&ld (523,641) (274,497) (4,580) (802,718)

Premiums Net of Operating (375,157) 976,239 60,420 661,502

Expenses
Claimg® (603,238) 0 0 (603,238)
Recoverie€ 920 0 0 920

Net Claim Activity (602,318) 0 0 (602,318)
Othef® 996,319 0 0 996,319
Net Cash from Selected Activity $18,844 $976,239 $60,420 $1,055,503

Notes:

@ premiums and credit enhancement related feeslasted.

@ Operating expenses include salaries and bengéiteeral administrative and intradepartmental expens

©® Amount includes principal, interest, and suppletakeexpenses incurred on claims and carrying aus@cquired properties.
@ Includes proceeds collected on the sale of loamsquired properties.

® Amount includes changes in other assets anditiabikuch as mortgage receivables, notes payaidsescrows.

During the fiscal year ending June 30, 2017, thteangvity in MHF’s operating cash was ($692,31@) Single

Family and $502,712 for Multi-Family. The changeSimgle Family cash is due to claims paid combiwét an

increase in receivables relating to acquired pteggeand properties in the process of foreclosdige change in
Multi-Family cash is due to premiums outpacing edied operating expenses. There was a $16,818as®ilin
operating cash relating to the Business Loan Prnogra

During the fiscal year ending June 30, 2018, theacé&vity in MHF's operating cash was $18,844 fingle
Family, $976,239 for Multi-Family and $60,420 fan8ll Business. The change in Single Family casluésto a
decrease in receivables relating to acquired ptiggeand properties in the process of foreclosufgeb by
operating expenses and net claims paid. The chanddulti-Family cash is due to premiums outpacing
operating expenses. The increase in Business<dsie to additional premiums received.

3.2 Liquidity

MHF's primary uses of funds are to pay its opemtaxpenses (direct and indirect) and to satisfyiri&ss,

Multifamily and Single Family claims under its imance policies resulting from a loan default (pagmer

physical) by an insured borrower. In general, MHRsurance policies require MHF to pay claims te lénder,

which includes the total principal outstanding,enest in arrears (through foreclosure), and othgremrses

associated with a failed real estate loan (e.gecfosure costs, negative escrows, etc.). MHF amcally
8



acquires a loan or property with the payment ofdla@n. The proceeds of the sale of this assetiedeicted from
the original claim to derive the net loss (or na@iny associated with the defaulted loan claim.

In addition to any proceeds from the sale of asaetpiired through the payment of claims, MHF's @iiyn
revenue sources result from mortgage insuranceipnesnpaid by borrowers and the investment earnomgs
insurance reserves. These assets, together withotipeis of the reserves held by MHF, are availablpay
insurance claims and related expenses. The awil@serves are leveraged against insurance commitme
outstanding. Calculations for the leverage ratresshown in “Discussion of Leverage Ratios” below.

To manage MHF'’s resources effectively from bothuaibess and liquidity sense, the management of M-
developed several claim paying strategies. For ifdntily defaulted loans, MHF may pay a debt sendt@m
after a borrower has missed a total of six monplalyments. These claim payments represent any uppaiipal
and interest due from the regular scheduled payrit¢hiie making these monthly payments, MHF, workivith
the Administration, attempts to work out the loarorder to minimize its loss. When the final workofithe loan
is completed, MHF either pays a partial claim oygthe full claim. A workout may be accomplishetbtigh (a)
refinancing of the loan after re-underwriting thebtto enable the project to meet debt service fietoperating
income or (b) payment of claims and resale of stto minimize the total size of the claim.

For Single Family defaulted loans, MHF generallguiees the lender to foreclose on the loan andreettie
property before it pays the claim. This affords MthE ability to begin marketing the property forsade at the
same time it has paid out the cash. MHF attemptedell Single Family properties in a manner thrat/jles for
recoveries as soon as possible while minimizinglingl costs. While MHF strives to sell its Real Est@wned
(REO) to homebuyers, its desire to conduct quickarwound sales does necessitate the selling ajrafisant
portion of the REO to investors and non-profit arigations. Selling to investors generally increasesoverall
net loss on the claim to MHF.

3.3 Discussion of Leverage Ratios

MHF operates its Single Family insurance in accocgawith an insurance agreement with the Admirtisina
dated as of August 1, 2010 (the “2010 Single Farrigurance Agreement”). Claims under the 2010 ®ingl
Family Insurance Agreement may be paid from thgl8iffamily Regular Program Reserve.

The 2010 Single Family Insurance Agreement ameagdedestated an insurance agreement dated as olMay
1980 (the “1980 Single Family Insurance Agreemeatiyl an insurance agreement dated as of June @8, 20
Under the 1980 Single Family Insurance Agreemen] imsurance was provided for single family moges
financed under a bond resolution for which no borefsain outstanding. As of August 1, 2010, under2810
Single Family Insurance Agreement MHF was reledsam the obligation to provide pool insurance unther
1980 Single Family Insurance Agreement.

Under the 2010 Single Family Insurance AgreemeifFMhas contracted with the Administration that,eptcas
necessary to pay claims or advances on claims, MiHfot permit the ratio of the aggregate dollancunt of
the Single Family insurance to assets in the Sifgi®ily Reserve (as may be reduced as describedvpé&
exceed 25 to 1, and that no new insurance payede the Single Family Reserve shall be issued ormgitted
to, if upon such issuance or commitment and sulesgdgssuance, that ratio would be exceeded.

Due to MHF having never insured loans that wereuséred by Fannie Mae, on April 4, 2014 MHF nadi
Fannie Mae of its intent to cease seeking certificaas a Fannie Mae qualified insurer and reqdetstat Fannie

Mae remove MHF from its list of eligible mortgagaesurance providers. The Administration and MHFehav
9



entered into the First Amendment to Insurance Agesd Between the Maryland Housing Fund and the
Community Development Administration, dated as pfiA30, 2014, which eliminates the obligation oHW to
take all actions necessary for the qualificatiofsipigle Family Regular Program insurance as moeigagurance
from a qualified insurer within the meaning of $@ct3.02(6)(2) of the Fannie Mae Charter Act.

3.4 Selected Information about the Single Family RegulaReserve Ratios

06/30/16 06/30/17 06/30/18
Single Family Regular Program $15,654,671 $15,126,302 $14,719,455
Reserv&®
Amount Available for Calculation of 15,654,671 15,126,302 14,719,455
"Ratio of Insurance to Available
Reserv€
Primary Insurance coverage in fofte
Insurance Agreement prior to 2005 7,177,309 5,752,512 4,738,287
Insurance Agreement post 2005 17,362,733 17,974,919 17,020,673
Pool Insurance coverage in fofte - - -
Ratio of Mortgage Loans to the Regular
Reserve 157t01 157101 148t01

Notes:

@ The Single Family Program does not include amqtihtany, which have been restricted for possiliddigional insurance
coverage in the Unallocated Reserve. As of Jun@@D8, MHF had committed no additional primary ir@sice coverage.

@ Fund balances for MHF reserves are calculatechénsame manner as in the financial statements oF Mhd include
investment income earned and allocated by the Begr® the Single Family Regular Program Reserve.

© In order to determine the leverage ratios, ifttheestricted Accumulated Deficit exceeds the Urtalted Reserve, the Single
Family Regular Reserve or the Multi-Family Resema&y be reduced in a manner determined by MHF tappeopriate. As of
June 30, 2018, there was no reduction in the Sirgieily Reserve to cover the accumulated deficit.

® The primary insurance coverage is 25% of the allde claim for loans insured prior to 2005 undex Single Family
Insurance Agreement ($18,953,148 at June 30, 20H&) primary insurance coverage is 35% of the alldes claim for loans
insured under the 2005 Single Family Insurance égent ($48,630,495 at June 30, 2018).

® In 2010, MHF provided pool coverage for certaiarle done by the Administration prior to 1997. Hifez August 1, 2010 the
Administration released MHF from any obligationpt@vide pool insurance for MHF Pool-Insured Loans.

MHF operates its multifamily insurance in accordamgth an amended and restated insurance agreetatyu
February 12, 2006, with the Administration (thestimance Agreement”).

Under the Insurance Agreement, MHF has contractéd the Administration that, except as necessarpap
claims or advances on claims, MHF will not perrhi tatio of Multifamily insurance to assets in Mealtifamily
Reserve (as may be reduced as described belowém@ 10 to 1, and that no new insurance payabie the
Multifamily Reserve shall be issued or committediftaupon such issuance or commitment and subsequent
issuance the ratio would exceed 10 to 1. (Undetdiras of the Insurance Agreement, loans insurell i that

are reinsured without contingent liability on tharpof MHF are not taken into account in deterninMHF’'s
compliance with the maximum 10 to 1 ratio of amasunsured to assets in the Multifamily Reserve).
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3.5 Selected Information about the Multifamily ReserveRatios

06/30/16 06/17/17 06/30/18

Total Multifamily Reserve’ $44,698,739 $44,698,739 $44,698,739
Amount Available for Calculation of "Ratio

of Insurance to Available Reser{2" 44,698,739 44,698,739 44,698,739

Insurance Outstanding
Multifamily mortgage insurance in force 156,486,309 162,474,429 157,089,258
Ratio of Insurance to Available Reserve 346t01 3.64t01 351to1

Notes:

@ The Multi-Family Reserve does not include amouiitgny, which have been restricted for possibleitmhal insurance
coverage in the Unallocated Reserve. As of June2808, MHF had committed to additional mortgageshie amount of
$10,039,340.

@ |n order to determine the leverage ratios, ifteestricted Accumulated Deficit exceeds the Uriited Reserve, the Single
Family Regular Reserve or the Multi-Family Resemay be reduced in a manner determined by MHF tappeopriate. As of
June 30, 2018, there was no reduction in the Midtnily Reserve to cover the accumulated deficit.

The total amount of the Multifamily Reserve is dabie to pay multifamily insurance claims. In adulit, to the
extent available, MHF could elect to pay all ortparany multifamily claim from the Unallocated Fege or
from operating funds. MHF maintains other resemyeg are not available to pay such claims (e.g,Sngle
Family Regular, Revitalization, and General Resgxve

4.0 SINGLE FAMILY INFORMATION

4.1 Certain Additional Expected Single Family Claims

Under its Single Family Regular insurance prograiF is not obligated to pay claims on Single Family
insurance until after the insured lender has cotegldoreclosure, evicted the occupants of the ptigse(if
necessary) and restored the property to a condsaisfactory to MHF. As a result, at any time ¢hare a
number of mortgages that have been foreclosed dmchvare likely to result in payment of claims, lwhich
have not yet reached the point where MHF recognizes as liabilities in its financial statement$eTtotal
principal amount of such potential claims was

$1,095,792 as of June 30, 2018. On a quarterlg plkiF includes its projection of net losses wehpect to

these potential claims in its financial statemeastpart of the allowance for Single Family insumlusses. These
amounts are potentially payable from other resauotdMHF, including operating cash, the UnallocaRsserve
and the Single Family Reserve.
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4.2 Discussion of Single Family Operations

MHF has taken steps to address the potential Skaaily claims. A part of this focus is applying racactive
loss mitigation strategies to Single Family loamptevent them from going to foreclosure, includiagearance
and extended repayment plans. In addition, operati@views of the loan servicers are ongoing. fBv&ews are
intended to insure that loss mitigation strategiesbeing pursued in applicable cases.

MHF is also managing its sales of units acquiredugh foreclosure or similar action to improve @lereturns
by employing private sector real estate brokeggetform repairs, listings and sales of all REO4unit

4.3 Single Family Claims Experience

The following chart sets forth information abougiohs on mortgage loans insured under the SingleilfFam
Regular Program Reserve and the Revitalization iResPBrior to 2016, MHF acquired properties upowing a
claim. No properties were acquired by MHF duririd@, 2017 or 2018 as the Administration electeéetep
title to all acquired properties and only requesito pay its prorata claim amount. The data fbofathese
reporting periods are subject to adjustment dugdtitional expenses paid and proceeds received Aafte 30,
2018.

Single Family Claims Experience on Acquired Propeies

06/30/16 06/30/17 06/30/18

Pro-Rata Claims Paid $1,295,671 $613,276 $406,847
Properties Acquired - - -
Gross Claims Paid 1,295,671 613,276 406,847
Recoveries - 34,576 4,809

Net Claims Paid $1,295,671 $578,700 $402,038

4.4 2010 Single Family Insurance Agreement

The 2010 Single Family Insurance Agreement provadefllows:

(1) MHF will not decrease the amount of funds ia 8ingle Family Regular Program Reserve as
increased from time to time for any reason excepialy claims and advances against claims
arising under the Program and for expenditures reisipect to properties acquired by MHF as a
result of payment of such claims.

(2) Except as necessary to pay claims and advamcelsims and except for expenditures with
respect to properties acquired by MHF as a resygapment of such claims, MHF will not
exceed a certain leverage ratio. See “Managemen¢'sentation of the MHF Program —
Discussion of Leverage Ratios.”

(3) MHF and the Administration agree that MHF ieased from any obligation to continue to
provide pool insurance for loans originally covelgdpool insurance under the 1980 Single
Family Insurance Agreement.

4.5 Terms of Single Family Insurance Coverage

MHF insures mortgage loans on one-to-four familpatures under its Single Family Regular Prograrmictv
includes the Primary Insurance Program and the IRsalance Program.
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Pool Insurance. Effective August 1, 2010, MHF was released framg abligation to provide pool insurance for
loans originally covered by pool insurance underB80 Single Family Insurance Agreement.

Payment of Claims, MHF pays all claims in cash and may settle urher of four options:

(1) Loan Assignment — MHF takes an assignment of thetgage and pays the claim (but not
including expenses of foreclosure and acquisitictitle);

(2) Fixed Percentage Settlement — claim settlement rutide option is applicable when MHF
provides for payment based on a declared percemtbgige outstanding loan amount before
foreclosure sale, and MHF, under this method, aisiwes any interest in the subject property;

(3) Lender Acquisition Settlement — the lender acquiits at foreclosure (or by deed in lieu of
foreclosure) and transfers title to MHF, and MHFygdhe amount of the claim up to the
percentage specified in the insurance policy; and

(4) Third Party Acquisition — when the property is stdda third party (at foreclosure, by the lender
after taking a deed in lieu of foreclosure, or Ime tborrower after the commencement of
foreclosure proceedings), with the approval of MHIF pays the lesser of the percentage
specified in the primary policy before crediting sales proceeds or the full claim after crediting
net proceeds of sale.

For claims paid under the Lender Acquisition Setdat method, MHF requires the Administration toetail
steps required after default in order to delivex gnoperty to MHF in a condition satisfactory to MHThese
steps may include foreclosure, eviction of the pears if necessary, and cleaning of the properstyaAesult, a
substantial period of time may elapse betweenithe &n insured loan goes into default and paymgatataim.
MHF Regulations regarding Single Family mortgagsunance do not require MHF to pay interest on arcla
from the time an insured lender acquires title te property, or from the date MHF agrees to takeoan
Assignment or make a Fixed Percentage Settlenettigttime the claim is paid. Claims are paid atertitle to
the property has been conveyed, which is at |€agiags after foreclosure and could be longer.

MHF will review cases that involve claims of mofeah nine months of delinquent interest on a casealsg
basis to ascertain the cause for the delayed daundetermine the amount of interest, if any, ioess of nine
months to be paid. Interest will be paid in excaefseine months where circumstances beyond the alootrthe
insured lender caused the delay in making the ¢lairmh as the filing of bankruptcy by the mortgagor

5.0 MULTIFAMILY INFORMATION

5.1 Multifamily Insurance in Force and Available Resenes

The following table sets forth information abouttsianding insurance on mortgage loans under MHF's
Multifamily program as of June 30, 2018. The amesitown are net of debt service claim paymente JDA
Single Family loans under Multi-Family Reserveserefhced below were financed with the proceeds afskhg
Revenue Bonds of the Administration.
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5.2 Qutstanding Multifamily Insurance

# of Original Insured Current

Lender Units Loans Principal Amount Balances
CDA permanent financing on large multifamily 6,590 77 $165,922,386  $139,554,035
projects®
CDA Demonstration Prograffl 0 0 0
CDA Single Family loans under Multifamily 1 1 42,200 8,529
Reserves
CDA Special Housing Opportunity Program 287 143 21,221,631 14,991,239
(SHOPJ?
Montgomery County Housing Opportunities 168 2 5,105,000 2,543,983
Commission (HOCY”

TOTAL 7,046 223 $192,291,217  $157,097,786

W oans financed with proceeds of the AdministratioHbusing Revenue Bonds and the Administration’iNfiamily Residential
Revenue Bonds (Insured Mortgage Loans). The Ipamdgded permanent financing for construction aachganent for developments
located in 17 counties and the City of Baltimofigne projects (not including SHOP) contain unitg tir@ assisted under the Section 8
Program.

@ On December 9, 2014, CDA and MHF created a newddetnation Program whereby MHF insures short terans. By utilizing MHF
for this purpose, borrowers may avoid the needtain costly letters of credit. No loans are outdtag under this program at June 30,
2018.

® | oans financed with proceeds of the AdministratioBpecial Housing Opportunities Program.

@ |Insurance issued to the Housing Opportunities Cission of Montgomery County (‘HOC”) to insure loafirganced with proceeds of
bonds issued by HOC. The mortgage loans provideahiing for developments containing 168 units. floetgage loans were initially
endorsed for insurance between 1980 and 1996.

Charts detailing the multifamily loans insured byiM and financed by the Administration may be foumdhe
Administration’s filings in accordance with Rulecls12 of the Securities and Exchange Commissioh thi¢
Electronic Municipal Market Access (“EMMA”) for Haing Revenue Bonds and for Multifamily Housing
Revenue Bonds (Insured Mortgage Loans).

5.3 Certain Additional Expected Multifamily Claims

MHF Regulations provide that after a multifamily ngage loan insured by MHF has been in defaultsfgr
months, the Administration or any other public agethat is an insured lender may require that tiogtgage
loan be assigned to MHF and an insurance claimipaldHF to the Administration or such public agen®{HF
currently has no loans in financial default.

5.4 Discussion of Multifamily Operations

Portfolio Risk Rating. Since June 1997, the Department has developedhaidmented a rating system for the
MHF-insured Multifamily portfolio. The Departmenvauates each insured project each quarter angrastie
loan a rating of “A,” “B,” or “C.” Factors consided in evaluating projects include the project tythe, vacancy
level, net operating income and debt service caeeratio, whether the mortgage is delinquent, the @ the
loan and the age of the project, whether therdgsifeant deferred maintenance, adequacy of fulnelsl in
reserve for replacements in relation to age andlition of project, rating by the Department in @snual
management review, and stability of the marketaurding the property.
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“A” Projects are those projects that require no entitan standard attention because factors indibatdeast
prospect of default.

“B” Projects are those projects which are not ifadi but require more oversight and monitoring @nelsent the
possibility for default if existing conditions deirate further.

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

5.5 MHF’s Risk Rating of the Multifamily Projects as of June 30, 2018

Outstanding Percentage of Number of Number of

Principal Balances Total Principal Loans Projects

"A" Loans) $343,354,421 93.84% 73 60
"B" Loans: 22,555,606 6.16% 6 6
Portfolio Totals: $365,910,027 100.00% 79 66

Notes:

@ Included in the 'A’ Loans, in the “Outstandingripal Balance” column, is $14,991,239 for 143 griome loans, which are
not reflected in the 'Number of Loans' or 'NumbePmjects' columns.

Portfolio Management. The Division is evaluating each of the loanshe tB” category to develop a plan for
stabilizing the loans and reducing its potential default. Strategies may include loan modificatiose of
additional resources, adjustments to funding oeme=s for replacement going forward, and replacénoén
management agents. As of June 30, 2018, therenedmans in the “C” category.

5.6 Multifamily Claims Experience

The following chart describes claims paid by MHFloans insured under the Multifamily Reserve adwfe 30,
2018.

In the column entitled “Claims Net of Cash Recoesefi the figures show the result as of June 308201
Workouts are in progress. See the individual fotsdelow for further information.
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Development/Claim Status

Closed Claims

Single Family Mortgage Loaf$
Beethoven Apartments

Douglynne Woods & Rhoda's
Legacy

Bond Stred?
Belleview-Manchesté?
Strathdale Manor Apartmeffts
Walker Mill®

Edmondal®

Town Propertied
Loch Ravef?

Village Home Apartment3
Regent Apartment¥’
Maple Avenué&?

Westfield Apartment&?
Westfield Garder$”
Apartments at the Gregf8
Stewarttowf®

Telephone Apartmerit§
Robinwood Townhomés’
North Avenue Terrac&®
SHOP Loan$®

Bell Haven Apartment®
Quail Run/Bay Street Properti#3
Tomall Apartment$?
Market Mew&>
Eastdal&®

Villages of Lauref®
Hollins Townhousd$®

Claims where debt is outstanding

Renaissance Pldza

Mount Pleasaff®

Claims where REO is held
Lease-Purcha&®

MULTIFAMILY CLAIMS PAID BY MHF

Interest

Principal&Carrying Costs

$309,392

40,000

566,658
543,940
288,333
10,700,000
3,346,441
457,739

819,111
12,103,623

954,202
1,227,455
3,053,892
4,401,438

496,757
6,337,284
2,543,590
1,030,275
2,451,741
1,155,285

772,987
5,856,640
1,182,578

152,885
1,700,014
3,302,667
5,036,854
2,445,475

$6,907,349
$3,506,595

$1,534,088

71,711
2,376,830
1,229,080

24,206

12,493
1,065,472

55,182
72,446
211,540
390,924
1,735
21,927
33,569
218,057
48,762
78,925
2,449,128
37,677
994
1,565,862
320,060
607,133
1,073,289

$4,680,554
$601,296

82,619
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As of June 30, 2018

Total

$309,392
40,000

566,658
615,651
288,333
13,076,830
4,575,521
481,945

831,604
13,169,095

1,009,384
1,299,901
3,265,432
4,792,362

498,492
6,359,211
2,543,590
1,063,844
2,669,798
1,204,047

851,912
8,305,768
1,220,255

153,879
3,265,876
3,622,727
5,643,987
3,518,764

$11,587,903
$4,107,891

$ 1,616,707

Claims Net of

Cash

Recoveries Recoveries

$346,620
40,000

566,658
408,859

2,314,817

582,989
9,080,444

649,523
860,603

, 748,397
2,910,539
279,435
6,010,026
2,150,000
773,833
2,630,807
750,000
725,068
5,842,157
1,186,575
75,000
2,168,828
3,622,727
5,643,987
2,052,599

Date
Claim
Paid

$37,228 Various

- 04/1982
(206,792)  08/1989
(288,333)  10/1990

(13,076,830)  05/1994

(2,260,704)  01/1997

481,945 04/1997
(248,615) 07/1997
(4,088,651) 02/1998
(359,861) 12/1998
(439,298)  01/1999
(1,517,035)  06/1999
(1,881,823) 11/1999
(219,057)  11/1999
(349,185)  11/1999
(393,590) 12/1999
(290,011)  01/2001
(38,991)  11/2001
(454,047)  07/2002
(126,844)  03/2001
(2,463,611) 03/1996
(33,680) 03/2003
(78,879)  06/2004
(1,097,048) 12/1985

- 11/1999

- 11/1999
(1,466,165) 10/1990
02/1991

$5,071,731($6,516,168)

$4,066,175

$901,933

(6),7102/1996

$ (784)77 05/1996



Notes:
@ Claims on eight Single Family loans insured urtlerMulti-Family Reserve before 1980.
@ Bond Street Deed of Trust Note in the originahpipal amount of $543,940.

® Belleview-Manchester was a Construction Loan undiéministration’s HELP Program; secured by a secomattgage. First
insured lender bought property at the foreclosate.s

® strathdale Manor Apartments Deed of Trust Notéhim original principal amount of $14,285,000. Clamount paid by MHF
included $10,700,000 of original principal on thet®&land $145,139 in interest. MHF paid $2,205,20dperating deficits for the
project. The proceeds of a letter of credit in aingount of $3,585,000 provided by Maryland NatioBahk were used to cover the
rest of the original principal portion of the Notks required by an intercreditor agreement betwdétF and Maryland National
Bank, MHF filed for foreclosure on August 4, 1994d after prolonged negotiations with BaltimoreyCihe project developer, and
other developers interested in further renovating project proved unsuccessful, the property wdd &o Baltimore City at
foreclosure on April 15, 1997. The property wagidol an amount that was insufficient to providg ascovery to MHF.

® Walker Mill Deed of Trust Note in the original pdipal amount of $4,400,000, as modified by anraj dated November 5,
1987, reducing the principal amount of the Not&3p400,000. The Deed of Trust Note was sold anigreesd to an unrelated third
party purchaser on February 6, 1997.

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

() Town Properties Deed of Trust Note in the origipahcipal amount of $884,984. The property wasigol an unrelated third
party at foreclosure on August 7, 1997.

® | och Raven Deed of Trust in the original princigahounts, as amended into two, Deed of Trust Natt£9,765,000 and

$2,785,000, respectively. In return, the Administra accepted a demand note from MHF in the priaicggmount of $11,782,615,
the amount of the outstanding indebtedness ndteohon-refundable deposit for the sale of the DEelrust Notes bearing interest
at 8.25%. The Deed of Trust Notes were sold anidresd to an affiliate of the borrower on Februarg898. MHF received net sale
proceeds in the amount of $8,900,000, which werebied with additional claim payments totaling @16 to repay the claim
note and accrued interest. The net loss on thedddion was paid from the Unallocated Reserve.

® village Home Apartments Deed of Trust Note in tivéginal principal amount of $986,856, dated Sefter30, 1993. The
property was sold for $640,000. The Administratamtepted a claim note from MHF for $1,009,109. MpHid $318,664 plus
$50,720 paid previously as pre-claim payments éwb$er diem interest and then signed over thegedsto repay the claim note
in December 1999.

(19 Regent Apartments Deed of Trust Note in the odlprincipal amount of $1,255,000 dated Septemberl294. The property
was sold for $860,603. The Administration accemedaim note from MHF for $1,299,265. MHF paid $38¥ plus $55,475 paid
previously as pre-claim payments and $636 per digerest and then signed over the proceeds to réaglaim note in January
1999.

@D Maple Avenue Deed of Trust Note in the originahpipal amount of $3,150,000 dated March 12, 199 property was sold
for $1,700,000 less settlement charges. The Adimitisn accepted a claim note from MHF for $2,958,8MHF paid $1,288,286
plus $310,294 paid previously as pre-claim paymest259 per diem interest, signed over the progesud, with $10,000 received
directly by the Administration, repaid the claimt@dn June 1999.

(12) westfield Apartments Deed of Trust Note in theyiovl principal amount of $4,600,000 dated April 1283. The property was
sold for $2,910,539. MHF paid a partial claim ir tamount of $1,433,520 that includes $390,924 ofuad interest plus $448,303
paid previously as pre-claim payments.

3 westfield Gardens Deed of Trust Notes in the negprincipal amounts of $498,908 and $28,150 ds&gtember 21, 1983. The
property was sold for $279, 435. MHF paid a partiaim in the amount of $180,318, which included785 of accrued interest,
plus $38,739 paid previously as pre-claim payments.

14 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. MHF paid iglaclaim in the amount of $302,222, which inahad$21,927 of accrued
interest, plus $46,963 paid previously as pre-clpayments.

19 stewarttown Deed of Trust Note in the originahpipal amount of $3,136,100 dated July 18, 197% pioperty was sold for
$2,150,000. MHF paid a partial claim payment indhsount of $393,590.
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@8 |n May 1993, MHF paid a partial claim on a projeeiled Telephone Apartments, in the amount of $28 for which a
promissory note has been received. On Februar@®l,2VMHF sold the Deed of Trust Note. The procesfdbe sale exceeded the
claim paid to the Administration by MHF by $1,47The partial claim of $291,487 will not be repaidHM had an allowance for
loan loss for the full amount of this note.

" Robinwood Townhomes Deed of Trust Note was inatiginal principal amount of $2,641,750. MHF paidlaim in full in the
amount of $2,653,883 on November 9, 2001. MHF fiosed on this property on November 15, 2001. MHH #we property for the
purchase amount of $2,410,000. The Circuit CouBalfimore City ratified the sale on January 100200n June 24, 2002, MHF
collected $2,330,331 in net sales proceeds.

18 1n July 2002, MHF issued a claim note to the Adstiation and accepted assignment of an insured D&é&rust and Deed of
Trust Note in the original principal amount of 803000 that financed a project known as North Aeefierrace. MHF sold the
Deed of Trust Note and received sales proceedseimmount of $750,000 on July 25, 2002. MHF pa@diaim note in full with
payment to the Administration in the amount of $5,826 on July 30, 2002.

9 Nine Deed of Trust Notes in the original princigahounts of $833,650 for the various SHOP loans.FMtid full claim
payments on the nine loans in the amounts of $224,t March 2001, MHF accepted five loan assigrien the original
principal amount of $502,950. MHF paid full claims the five loans for $491,062 and received futbrery on the first and fourth
loans by virtue of third party sales at foreclosaneJune 7, 2001. MHF realized losses on the daleeosecond and third loans of
approximately $27,000 and $22,000, respectively.Avehlized a loss of approximately $40,000 on iftle fboan by virtue of third
party purchasing on June 7, 2001. In August 2008iFMccepted one assignment in the principal amoL$ii08,000. MHF paid a
full claim on the loan for $106,372 and realizell facovery at a third party foreclosure sale orgAst 16, 2001. In October 2001,
MHF accepted another three assignments in thenafigirincipal amount of $222,700. MHF paid fullicks on the three loans for
$226,790 and received full recovery on one loartthatthird party foreclosure sale on June 13, 200RF realized losses of
approximately $18,000 and $16,000 on the two lagnthe third party foreclosure sale on June 13220®e court ratified the
foreclosure sales on July 26, 2002.

@9 |n June 1996, MHF accepted assignment of a Deéktusit and Deed of Trust Note, for a project narBetle Haven, in the
original amount of $6,186,990. MHF paid a claimfirl for the project in the amount of $7,995,330 dune 26, 1996. MHF
received partial recovery of this amount upon disjian of the underlying collateral. The propertaswbrought-in by MHF with a
bid of $5,100,000 at foreclosure auction held dy 26, 2000. The Circuit Court of Prince Georgesu@t ratified the foreclosure
sale on January 25, 2001. A contract for the shtheoproperty was executed on February 7, 2004 ,safd on August 30, 2001, in
the amount of $5,100,000. MHF received net procdemta the sale in the amount of $4,844,394 and & Nio the remaining
amount of $210,000 payable by February 1, 2004.ptiiehaser made payments on the MHF Note tota®82 $981, including the
final payment in the amount of $130,772, which wexeived on May 21, 2003.

@1 |n March 2003, MHF accepted assignment of an etieed of Trust and Deed of Trust Note in theiaigprincipal amount of
$1,276,037 that financed a project know as Quail Rpartments (Bay Street Properties). MHF paiddiaém note in full on March
13, 2003 with a payment to the Administration ia #mount of $1,058,783. The property was soldracfosure auction on June 27,
2003 for $1,160,000. Settlement of the transactiocurred on November 5, 2003. On December 2, 20@3Circuit Court for
Worcester County ratified the auditor's report bk ttransaction. On December 4, 2003, after payroérthe auctioneer’s
commission and advertising expenses, sales progedus amount of $1,174,575 were collected withigohal interest received.

22 On September 19, 1984, the Administration madeaa In the principal amount of $250,000 to Ronald’hiomas in connection
with a project called Tomall Apartments. MHF paie tclaim note in full on June 28, 2004 with a pagtrte the Administration in

the amount of $153,879. On June 30, 2004, MHF c@te$75,000, which represents a partial recovmg. property was sold to a
new owner who plans to rehabilitate the project.

23 Market Mews Deed of Trust Note is in the origipaincipal amount of $1,700,000. MHF paid all amauirt arrears totaling
$151,733. The Administration accepted a promissotg from MHF in the total principal amount of $336568, with interest at the
annual rate of 7%, which had a maturity date ofddatwer 31, 1995. MHF paid the claim note in fulloh$-ebruary 22, 1995. To
date, MHF has paid principal and interest on téthote and operating deficits in the total amafr##3,265,876. MHF foreclosed
on this development in an uncontested foreclostmegeding held on July 14, 1995. The original ¢elial for the loan consisted of
31 scattered site units of which all units werelsol

2% Eastdale Deed of Trust was in the original amaii$3,401,000. The loan was refunded with $2,450 j@hew bond proceeds.
MHF made a partial claim payment in the amount #6513 and pre-claim payments in the amount ob#12. MHF received
cash of $54,324 and a Cash Flow Note in the amofifif.,118,403, equal to the net claim paid. The MWtke is secured by a
second deed of trust lien on the land and improwsnen which the project is located. To date thoggut has made net payments on
the MHF Note of $490,510. In July 2010, the loarswaid off and MHF received payment in the amodii$6@27,893.

23 villages of Laurel Deed of Trust Note, is in theéginal amount of $5,140,000. The loan was refundéti $3,173,200 in new

bond proceeds. MHF made a partial claim paymettteramount of $1,645,098 and pre-claim paymentséramount of $825,689.
MHF received cash of $54,023 and a Cash Flow Notheé amount of $2,416,765, equal to the net clzaid. The MHF Note is
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secured by a second deed of trust lien on thedaddmprovements on which the project is locateddate the project has made net
payments on the MHF Note of $686,059. In March 2abg& loan was paid off and MHF received paymenthia amount of
$1,730,706.

29 Hollins Townhouses Deed of Trust Note in the awgjiprincipal amount of $2,300,000. MHF paid allamts in arrears totaling

$176,025, and the Administration accepted a pramyssote from MHF in the total principal amount%#,427,094, with interest at
the annual rate of 7%, which had a maturity datBedember 31, 1995. MHF paid the claim note in d&sllof February 22, 1995. To
date, MHF has paid principal and interest on tlantihote and operating deficits in full as of Febwyu22, 1995. To date, MHF has
paid principal and interest on the claim note apérating deficits in the total amount of $3,518,78HF foreclosed on this

development in an uncontested foreclosure procgedithd on July 14, 1995. The original collateral fioe loan consisted of 48
scattered site units of which the last unit wasl solApril 2011.

2" Renaissance Plaza Deed of Trust Note in the @digirincipal amount of $7,000,000. MHF paid all amts in arrears totaling
$428,052 in February 1991. In connection with tleéadlt, MHF also paid additional principal of $608850; interest totaling
$1,498,664, and operating deficits in the amour@iZy¥81,137. The Renaissance Plaza project, whickists of three buildings, has
been sold pursuant to the orders of a judicialivecship. Closing on the sale of one building ocedron December 30, 1993. MHF
received two notes in payment of the purchase paifiest lien mortgage in the amount of $2,722,546.22% interest, $365,000 of
which is an amortizing loan, the balance to be maitiof cash flow, if any from the properties; amdecond lien gap note in the
amount of $512,404 at 0% interest until maturitheTgap note was paid in full at the closing of ficiag for rehabilitation of the
building on February 18, 1994. The closing of tiieeo two buildings occurred on December 14, 1994 RMeceived three notes in
payment of the purchase price for the two buildireydirst lien mortgage in the amount of $2,600,@007.4% interest to begin
amortizing on January 1, 1997; a second lien mgegda the amount of $4,450,000 at 8.23% interesetpaid out of cash flow, if
any, from the properties; and a third lien gap nntthe amount of $500,000 at 0% interest untilurigt (April 13, 1995), and a
default rate of 7.4% interest. The gap note wad paifull at the closing of financing for rehabditon of the two buildings on
February 14, 1995. The $2,600,000 deed of trust mais sold at par and assigned to the Administratio September 24, 1996, in
connection with an issuance of bonds by the Adrrati®n.

8 In February 1996, MHF accepted assignment of ai@édrust and Deed of Trust Note in the origindhpipal amount of
$3,900,000 for a project called Mount Pleasant. Midkl a claim for the project in the amount of $¥,891 on February 15, 1996.
The property was sold to new ownership that plantoedhabilitate the project using a combinatiomedv equity funds and State
and City of Baltimore financing in combination wiploceeds of the Administration’s Multi-Family 198%®cember Bond Issue in
the amount of $2,550,000. New Administration andMblan documents were executed in conjunction wilan closing in July
1996. MHF received a Deed of Trust Note in the amafi $1,087,259 of which $293,770 is an amortiZdg interest loan, and the
balance is a cash flow loan with interest accrang% per annum. MHF received partial recovery#$0,000 at the time of
closing and $1,066,720 in September 1996. Resé&vesnstruction contingences and various operagikpenses, in the amount of
$460,305, were funded from the recovery proceedduhe 1998, a construction reserve held by MHReéramount of $198,000
and cost certification savings received from thenkastration in the amount of $100,513 were appt@deduce the outstanding
principal balance of the Deed of Trust note heldvi}yF.

@9 |y May 1996, MHF accepted assignment of a Deetira$t and Deed of Trust Note in the original amonin$2,000,000, which
financed a project known as Lease Purchase. MHiFgalaim for the project in the amount of $1,588,4n May 15, 1996. MHF
received partial recovery of this amount upon dégfian of the underlying collateral. MHF acceptedeed of assignment on this
project on July 12, 1996. Thirty-six of the origi units have been sold and the majority of #maining units are occupied by
tenants, some of whom are candidates to purchageptioperties.

6.0 ACTUARIAL STUDY

The Insurance Agreement amended in 2006 no lomggiines periodic actuarial studies.

7.0 STAFF

The Director of MHF is appointed by the Secretdrthe Department and serves at the pleasure di¢lcectary,
with such authority as the Secretary determinedgdiegate to the Director. The Director also serasshe
Director of the Division of Credit Assurance of thepartment.

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

Certain senior staff members of the Division of ditéAssurance, the Division of Finance and Admnason,
and MHF are as follows:
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Name Position

Allen W. Cartwright, Jr. Director, Division of Cr#dAssurance and MHF
Sergei V. Kuzmenchuk  Chief Financial Officer

Ruth Putnam Director, Division of Finance and Administration
Robyne Chaconas Deputy Director, Division of Finance and Adminisioa
Crystal Quinzani Director of MHF Finance, Division of Finance andmidistration

Allen W. Cartwright, Jr. joined the staff of the Division of Credit Assucanas the Deputy Director of MHF in
March 2006 and became the Director of the DivisibiCredit Assurance and the Director of MHF on Apri
2015. Mr. Cartwright previously served as MHF Magragf Finance from 1988 through 1991. Prior toirefg

the Division of Credit Assurance in 2006, Mr. Caitht was the Chief of Mission Support and thenetaf
Customer Care for the Washington Suburban San@ammission from April 2000 through November 2005.
Mr. Cartwright also served as the Director of Fieerand then the Assistant Secretary of Finance and
Administration for the Maryland Department of NatuResources from May 1991 through April 2000. Hs h
worked as a finance manager for the Federal Hona@ Mortgage Corporation (Freddie Mac), MCI and DatPo
He is a Certified Public Accountant and earnedBashelor of Science degree in Commerce from thenhel
School of Commerce at the University of Virginia.

Sergel V. Kuzmenchuk joined the Department as its Chief Financial OffiteJune of 2015 after serving as Chief
Financial Officer at the District of Columbia HoogiFinance Agency (the “DCHFA”) since October 20@8ior to
joining the DCHFA, he served as the Department’pude Director of Finance for the Administration fincAugust
2000 until January 2006, and Director of Finanaettie Administration from January 2006 until Octobé&2008.
Prior to his work at the Department and DCHFA, KMuzmenchuk worked in various financial managemewt a
international trade and banking capacities, botiheagtically and overseas. Mr. Kuzmenchuk earned/aister of
Business Administration degree in Accounting in 2&®m the Joseph A. Sellinger, S.J., School ofilBass and
Management, Loyola University, and in 1995 earnddaster of Public Management degree in Public @ect
Financial Management from the School of Public &3plUniversity of Maryland, College Park. In 1993r.
Kuzmenchuk received his Bachelor of Arts and Mastérts degrees in English and French Interpretatiom the
Minsk State Linguistic University, Minsk, Belarus.

Ruth Putnam was named Director of Finance and Administratm2015. She has been with the Department since
1990 when she joined the Department in the Buddited Over the past 28 years she held numerosgimaos
within the Department from Budget Director, Diractd Fiscal Planning, Director of Insurance and éwtting,
Deputy Director and now Director. Prior to joinitige Department, she worked as Manager of Investatians in

a private corporation. She holds a Bachelor of Aegree in Finance from the University of Maryland.

Robyne Chaconas was named Deputy Director of Finance and Admiaigin in May 2016. She came to the
Department from the private sector, where she wbfke a financial services firm, Robert W. Baird@o for
five years. Prior to that, she was with the Departtirfrom 2006-2010, where she held several positiorthe
Department, including Special Assistant, Legisktivaison, and Budget Director. She holds a Bachefo
Science degree from the University of Maryland, € Park, and a Master in Public Administratiogrde
from the University of Baltimore.

Crystal Quinzani joined the Department as Director of Financial lsig within the Division of Finance and
Administration in August, 2016. She became Directb MHF Finance on July 1, 2017. She came to the
Department from the State of Florida, where shekeaifor the Florida Office of Financial Regulatifor seven
years, and was Area Financial Manager for the @imief Banking. Prior to her work with the StateRtorida,
she spent 16 years working in various capacitieommunity banks in the Orlando, Florida area. Bbids a
Bachelor of Arts degree in Finance from the Uniitgrsf Central Florida, Orlando, Florida.
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8.0 Additional Information

For additional information, please contact InvestoRelations at (301) 429-7897 or
cdabonds_mailbox.DHCD@maryland.gov
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INDEPENDENT AUDITORS’ REPORT

Office of the Secretary
Department of Housing and Community Development
Lanham, Maryland

We have audited the accompanying financial statements of the Maryland Housing Fund (MHF) of the
Department of Housing and Community Development of the state of Maryland as of and for the years
ended June 30, 2018 and 2017, and the related notes to the financial statements as listed in the table
of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting principles generally accepted in the United States of America; this includes
the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibility

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 from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditors’ judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluating the overall presentation of the
financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

A member of

@ Nexia (1)

International



Office of the Secretary
Department of Housing and Community Development

Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of MHF as of June 30, 2018 and 2017, and the changes in its net position and its cash
flows for the years then ended in accordance with accounting principles generally accepted in the
United States of America.

Other Matters
Financial Statement Presentation

As discussed in Note 1, the financial statements present only MHF 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, 2018, and the changes in its net position and its cash flows for the
year then ended, in conformity with accounting principles generally accepted in the United States of
America.

Required Supplementary Information

Management has omitted the Management’s Discussion and Analysis that accounting principles
generally accepted in the United States of America requires to be presented to supplement the basic
financial statements. Such missing information, although not part of the basic financial statements, is
required by the Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. Our opinion on the basic financial statements is not affected by this missing
information.

Wm% L7

CliftonLarsonAllen LLP

Baltimore, Maryland
September 26, 2018
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MARYLAND HOUSING FUND

STATEMENTS OF NET POSITION

JUNE 30, 2018 AND 2017

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

NONCURRENT ASSETS
Investment Held for Borrower

Loans and Interest Receivable, Net of Allowance for Loans

and Related Losses and Current Portion
Total Noncurrent Assets

Total Assets

See accompanying Notes to Financial Statements.

@)

2018 2017
$ 2,073,321 $ 1,017,818
66,580 66,580
930,535 981,069
3,070,436 2,065,467
82,626,520 82,030,726
82,626,520 82,030,726
85,696,956 84,096,193
2,152,852 2,173,189
2,152,852 2,173,189
$ 87,849,808 $ 86,269,382




MARYLAND HOUSING FUND

STATEMENTS OF NET POSITION (CONTINUED)

JUNE 30, 2018 AND 2017

LIABILITIES AND NET POSITION

CURRENT LIABILITIES

Accounts Payable

Accrued Compensated Absences

Accrued Workers' Compensation

Investment Held for Borrower

Security Deposits Payable

Unearned Premiums

Unearned Fees

Allowance for Unpaid Insurance Losses
Total Current Liabilities

NONCURRENT LIABILITIES
Accrued Compensated Absences, Net of Current Portion
Accrued Workers' Compensation, Net of Current Portion
Investment Held for Borrower, Net of Current Portion
Allowance for Unpaid Insurance Losses, Net of Current Portion
Total Noncurrent Liabilities

Total Liabilities

NET POSITION

Restricted Net Position:
Multi-Family Reserve
Single Family Regular Reserve
Revitalization (Pilot) Reserve
Small Business Reserve
General Reserve
Unallocated Reserve

Total Restricted Net Position

Unrestricted Accumulated Deficit
Total Net Position

Total Liabilities and Net Position

See accompanying Notes to Financial Statements.

(4)

2018 2017
$ 382,126 250,641
42,004 52,101
450 300
266,333 290,334
960 2,468
419,932 494,740
234,964 207,505
1,095,792 94,768
2,442,561 1,392,857
26,395 23,454
2,550 1,700
2,152,852 2,173,189
9,283,279 10,644,928
11,465,076 12,843,271
13,907,637 14,236,128
44,698,739 44,698,739
14,719,455 15,126,302
2,185,258 2,185,258
5,000,000 -
8,593,422 10,093,422
7,429,645 9,651,706
82,626,519 81,755,427
(8,684,348) (9,722,173)
73,942 171 72,033,254
$ 87,849,808  $ 86,269,382




MARYLAND HOUSING FUND

STATEMENTS OF REVENUES AND EXPENSES
YEARS ENDED JUNE 30, 2018 AND 2017

OPERATING REVENUES
Net Premiums
Interest Income on Reserves
Interest Income on Loans
Other Income
Total Operating Revenues

OPERATING EXPENSES
General and Administrative
Direct Losses on Claims
Provision (Benefit) for Insurance and Loan Losses
Total Operating Expenses
OPERATING INCOME BEFORE TRANSFERS
TRANSFER OF FUNDS
CHANGE IN NET POSITION

Net Position - Beginning of Year

NET POSITION - END OF YEAR

See accompanying Notes to Financial Statements.

®)

2018 2017
$ 1,095,774 $ 1,256,095
1,277,939 1,151,706
530,234 527,507
384,684 219,605
3,288,631 3,154,913
802,718 906,834
516,899 613,276
60,097 (292,575)
1,379,714 1,227,535
1,908,917 1,927,378

- (943,319)

1,908,917 984,059
72,033,254 71,049,195

$ 73,942,171 $ 72,033,254




MARYLAND HOUSING FUND
STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2018 AND 2017

2018 2017

CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from Premiums, Net $ 1,071,500 $ 1,053,119
Receipts from Loans 470,137 820,082
Receipts from Mortgage Escrows (44,338) (106,052)
Payments for Mortgage Escrows 20,337 71,155
Receipts from Security Deposits (1,508) 2,468
Receipts from Miscellaneous Fees 412,143 362,110
Payments for General and Administrative Expenses (1,038,014) (2,008,365)
Payments for Claims (516,899) (613,276)
Receipts from Interest Earned on Reserves 1,277,939 1,151,706
Transfer to State Funded Programs - (943,319)
Net Cash Provided (Used) by Operating Activities 1,651,297 (210,372)
NET INCREASE (DECREASE) IN CASH 1,651,297 (210,372)
Deposit with State Treasurer, Balance - Beginning of Year 83,048,544 83,258,916
DEPOSIT WITH STATE TREASURER, BALANCE - END OF YEAR $ 84,699,841 $ 83,048,544

RECONCILIATION OF CHANGE IN NET POSITION TO NET CASH
PROVIDED (USED) BY OPERATING ACTIVITIES
Change in Net Position $ 1,908,917 $ 1,927,378
Adjustments to Reconcile Change in Net Position to Net Cash
Provided (Used) by Operating Activities:

Transfer to State Funded Programs - (943,319)
Effects of Changes in Operating Assets and Liabilities:
Loans and Interest Receivable 173,184 344,074
Investments and Other Assets (24,001) (99,897)
Due from DHCD (122,650) (193,622)
Accounts Payable and Other Accrued Liabilities 125,329 (41,014)
Security Deposits Payable (1,508) 2,468
Allowance for Unpaid Insurance Losses (360,625) (1,060,517)
Unearned Premiums (74,808) (353,428)
Unearned Fees 27,459 207,505
Net Cash Provided (Used) by Operating Activities $ 1,651,297 $ (210,372)

See accompanying Notes to Financial Statements.
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NOTE 1

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

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), a governmental unit within the Division of Development
Finance of the Department of Housing and Community development (DHCD) and to provide
primary insurance for Single Family mortgage loans. Legislation enacted in 2016 expanded
MHF’s authority to insure business loans originated by qualified lending institutions. 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 governmental unit within DHCD’s Division of Credit Assurance.

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
Insurance Reserve, the Single Family Regular Insurance Reserve, the Revitalization
Program Reserve (formerly known as the PILOT program insurance reserve), the Small
Business Insurance Reserve, and the General Reserve. The investment earnings on each
of the five specific reserves are credited to a sixth reserve, the Unallocated Reserve. The
Unallocated Reserve may be allocated and transferred by the Secretary into each of the
reserves, restricted by the Secretary as a reserve to pay claims on all categories of claims,
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. In 2008, legislation was passed pursuant to Senate Bill
983 requiring MHF to transfer from the Unallocated Reserve to DHCD’s Homeownership
Programs Fund, Rental Housing Programs Fund, and Special Loan Programs Fund all
amounts in excess of $10,000,000 at the end of each fiscal year. These transfers can be
found on the Statements of Changes in Net Position as Transfers Out located on page 17 of
this document.

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.

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.
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NOTE 1

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

PROGRAM DESCRIPTION (CONTINUED)

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.

The Multi-Family Reserve supports several programs. All existing Multi-Family insurance
insures projects financed by CDA’s revenue bonds and projects with Montgomery County.
These programs include:

Regular Multi-Family Program fully insures permanent mortgages originated prior to
1997 that were funded by CDA and the Housing Opportunities Commission of
Montgomery County.

Risk-Share Program insures both construction and permanent mortgages financed with
CDA bond proceeds with credit enhancement under the Federal Housing Administration
(FHA) Risk Sharing Program. As a Level | participant under the FHA Risk-Sharing
Program, upon payment of a claim by FHA, CDA is responsible for reimbursing FHA up
to 50% of such claim. As a Level Il participant under the FHA Risk-Sharing Program,
upon payment of a claim by FHA, CDA is responsible for reimbursing FHA up to 25% of
such claim. MHF then reimburses CDA for its share of such losses. This is an active
multi-family program.

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. This is an active multi-family program.

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
continues to manage the existing portfolio but ceased issuing new insurance under this
program in 1997.

MHF Demonstration Program — Effective December 9, 2014, MHF and CDA created a
demonstration program (the “MHF Demonstration Program”) whereby MHF insures short
term loans (“Short Term Loans”) financed with proceeds from the sale of short term
bonds (“Short Term Bonds”) issued under CDA’s multi-family Housing Revenue Bond
Resolution (“HRB”). The MHF Demonstration Program is an additional cost-effective
option extended to borrowers for the provision of credit enhancement for Short Term
Loans financed under HRB. Eligibility for the MHF Demonstration Program is limited to
projects that: (i) need to use more than 25% of its projected tax credit equity to cash
collateralize a letter of credit (“LOC”) that otherwise would be delivered to secure Short
Term Bonds during construction, and (ii) where the amount of the Short Term Loan
(which equals the amount of the cash collateral account that would be required by a
LOC provider) is greater than 25% of the projected tax credit equity. No borrower,
including all related entities, may have Short Term Loans insured under the MHF
Demonstration Program at any one time in excess of $5 million. In addition, 25% of the
projected amount of tax credit equity to be generated by a project must be contributed to
the project at the closing of the Short Term Loan. MHF’s obligations under the MHF
Demonstration Program are backed only by MHF’s Unallocated Reserve.

8)



NOTE 1

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

PROGRAM DESCRIPTION (CONTINUED)

The aggregate amount of outstanding indebtedness to be insured under the MHF
Demonstration Program may not exceed $10 million from MHF’s Unallocated Reserve.

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

Single-Family Regular Insurance Program consists of mortgages originated prior to
1997. These mortgages may have had 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 was limited to 10% of lendable proceeds for
the aggregate of revenue bond issues (stop-loss). Effective August 1, 2010, MHF was
released from any obligation to provide the pool insurance on these loans. MHF
continues to provide primary insurance on these loans.

Mortgage Protection Program consists of 30 and 40 year mortgages originated after
2005, funded with CDA bond proceeds with insurance coverage only for 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 as
part of the mortgage, thereby requiring no additional outlay of cash by the borrower at
the closing, resulting in a lower monthly mortgage payment. MHF no longer issues new
insurance under this program.

Reinsurance Program commenced in 2011 and consists of mortgages originated
between 2005 and 2010 funded with CDA bond proceeds which had mortgage
insurance only for the top 35% of the original mortgage. Under the program, CDA paid a
monthly premium for MHF to insure 50% of any losses incurred by CDA on the
uninsured 65% of the original mortgage up to $12.5 million. The program was set to
terminate on the earliest date of MHF reaching $12.5 million in net losses or December
31, 2020. All claims are paid from the Single Family Regular Insurance Reserve. The
program terminated in May of 2014 when MHF had paid $12.5 million in net losses.

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.

Healthy Neighborhood Program provides 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. MHF insures less than 3% of
the outstanding loan balance under this program.
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NOTE 1

NOTE 2

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

PROGRAM DESCRIPTION (CONTINUED)

Small Business Insurance Reserve

e Business Loan Program provides insurance coverage and credit enhancement on loans
originated by CDA or other eligible lenders to stimulate the flow of private capital to fund
business projects located in publicly designated renewal or redevelopment areas. The
first loan insured under this program originated during 2017.

General Reserve

e The General Insurance Reserve provides 35% insurance on certain CDA single family
mortgages as an incentive to refinance or restructure loans for Maryland borrowers with
an existing CDA loan. MHF continues to maintain active mortgages but no longer issues
new commitments under this program.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

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 is entirely supported by staff at DHCD to perform all necessary functions of
MHF. 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.

Generally Accepted Accounting Principles

MHF reports its financial activities by applying Standards of Governmental Accounting and
Financial Reporting as promulgated by the Governmental Accounting Standards Board
(GASB). Consequently, MHF applies all applicable GASB pronouncements.

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.

Cash and Cash Equivalents on Deposit

Cash and cash equivalents may include money market funds, repurchase agreements,
investment agreements and any other investments, primarily obligations of the U.S.
Treasury and U.S. Government Agencies, which have maturities of 90 or less days at the
time of purchase.

(10)



NOTE 2

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Investments

The investment is 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.

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.

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, 2018 and 2017, acquired property consisted of single-family properties of $66,580.

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, current
economic conditions and other environmental factors which may affect the frequency of
claims and the recovery of claim costs. Actual results could differ from those estimates.

Restricted Net Position

In accordance with accounting guidance issued by the GASB, net position should be
reported as restricted when constraints placed on net position 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.
MHF first applies restricted resources when an expense is incurred for purposes for which
those restricted and unrestricted net position is available.

Revenues and Expenses

Operating revenues and expenses generally result from mortgage insurance activities in
connection with MHF’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. The interest earned on reserve
accounts is restricted revenue.

Premium Income Recognition

Premium income on all loans is recognized on a straight-line basis over the benefit period
covered by the premiums.
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NOTE 2

NOTE 3

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

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.

CASH AND INVESTMENTS

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. MHF has on deposit with the State Treasurer both unrestricted and
restricted cash and cash equivalents. MHF reports its operating account as unrestricted.
MHF reserve accounts are reported as restricted.

Additional information can be obtained from the State of Maryland Comprehensive Annual
Financial Report.

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.

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.
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NOTE 3

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

CASH AND INVESTMENTS (CONTINUED)

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
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.

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, 2018 and
2017 is evaluated in accordance with accounting guidance issued by the GASB 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.

2018 2017

Investment Held for Borrower (Obligations of
U.S. Government Agencies) $ 2,152,852 $ 2,173,189

Fair Value Measurements

MHF categorizes its fair value measurements within the fair value hierarchy established by
generally accepted accounting principles. The hierarchy is based on the valuation inputs
used to measure the fair value of the asset. Level 1 inputs are quoted market prices in
active markets for identical assets; Level 2 inputs are significant other observable inputs;
Level 3 inputs are significant unobservable inputs.

The Funds have the following recurring fair value measurements as of June 30, 2018:
e Pooled cash maintained by the State Treasurer of $84,699,841 (Level 1).

o Investments held for Borrower, consisting of a U.S. government treasury zero-
coupon bond of $2,152,852 carried at fair value based on quoted market prices
(Level 1).
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MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

NOTE4 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, 2018 and 2017:

2018 2017

Multi-Family $ 7,543,866 $ 7,573,639
Single-Family 156,534 156,534
Other 13,088 13,950
Interest Receivable on Loans 11,043,562 10,592,208

Total 18,757,050 18,336,331
Allowance for Possible Losses on Multi-Family Loans (7,543,866) (7,573,639)
Allowance for Possible Losses on Single-Family Loans (156,534) (170,484)
Allowance for Possible Losses on Other (13,088) -
Allowance for Possible Losses on Interest Receivable (11,043,562) (10,592,208)

Total Allowance for Possible Losses (18,757,050) (18,336,331)
Loans and Interest Receivable, Net of Allowance for

Loans and Related Losses $ - $ -

Changes in the allowance for possible losses on loans and interest receivable were as

follows for the years ended June 30, 2018 and 2017:

2018 2017
Balance - Beginning of Year $ 18,336,331 $ 17,568,388
Increase in Provision 420,719 767,943
Balance - End of Year $ 18,757,050 $ 18,336,331
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MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS

JUNE 30, 2018 AND 2017

NOTES UNEARNED PREMIUMS

The unearned premiums for the unexpired terms of all policies in force or written as of
June 30, 2018 and 2017, and the changes for the years then ended were as follows:

Multi-Family Programs:
Construction and Permanent Mortgages
SHOP Loans
Total Multi-Family Programs

Single Family Programs:
Single Family Regular:
Primary
Reinsurance
Revitalization (Pilot)
Community Development Administration
Under Multi-Family Reserve
General
Total Single Family Programs

Total - Year Ended June 30, 2018

Multi-Family Programs:
Construction and Permanent Mortgages
SHOP Loans
Total Multi-Family Programs

Single-Family Programs:
Single-Family Regular:
Primary
Reinsurance
Revitalization (Pilot)
Community Development Administration
Under Multi-Family Reserve
General
Total Single-Family Programs

Total - Year Ended June 30, 2017

2018
Unearned
Premiums at Unearned
Beginning of Premiums Premiums Premiums at
Year Written Earned End of Year
$ 396,844 $ 622,033 $ 692,318 $ 326,559
25,143 37,775 39,233 23,685
421,987 659,808 731,551 350,244
72,749 145,385 148,446 69,688
4 4 -
72,753 145,385 148,450 69,688
$ 494,740 $ 805,193 $ 880,001 $ 419,932
2017
Unearned
Premiums at Unearned
Beginning of Premiums Premiums Premiums at
Year Written Earned End of Year
$ 626,837 $ 704,771 $ 934,764 $ 396,844
25,351 42,237 42,445 25,143
652,188 747,008 977,209 421,987
89,606 155,568 172,425 72,749
376 - 376 -
105,998 91 106,085 4
195,980 155,659 278,886 72,753
$ 848,168 $ 902,667 $ 1,256,095 $ 494,740
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NOTE 6

NOTE 7

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

NONCURRENT OBLIGATIONS

Changes in noncurrent obligations for the years ended June 30, 2018 and 2017 were as
follows:

2018
Amount Due
Beginning Ending Within
Balance Additions Reductions Balance One Year
Compensated Absences $ 75,555 $ - $ (7,156) $ 68,399 §$ 42,004
Workers' Compensation 2,000 1,000 - 3,000 450
Investment Held for Borrower 2,463,523 - (44,338) 2,419,185 266,333
Allowance for Unpaid Insurance
Losses 10,739,696 - (360,625) 10,379,071 1,095,792
Total - Year Ended June 30, 2018 $ 13,280,774 $ 1,000 $ (412,119) $ 12,869,655 $ 1,404,579
2017
Amount Due
Beginning Ending Within
Balance Additions Reductions Balance One Year
Compensated Absences $ 106,179 $ 49,897 §$ (80,521) $ 75,555 $ 52,101
Workers' Compensation 2,000 - - 2,000 300
Investment Held for Borrower 2,569,575 105,295 (211,347) 2,463,523 290,334
Allowance for Unpaid Insurance
Losses 11,800,213 125,088 (1,185,605) 10,739,696 94,768

Total - Year Ended June 30, 2017 $ 14,478,967 $ 280,280 $ (1,477,473) $ 13,280,774 § 437,503

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. Although current accounting guidance specifically
excludes mortgage guaranty insurance from its guidance relating to the reserves for losses,
MHF establishes loss reserves using the general principles contained in the insurance
standard.

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, 2018, MHF had no Multi-
Family loans in default. As a result, MHF provides only limited loss reserves on the Multi-
Family portfolio.
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NOTE 7

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

ALLOWANCE FOR UNPAID INSURANCE LOSSES (CONTINUED)

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, 2018 was appropriately
established on an aggregate basis and was adequate to cover the ultimate net cost of
settling reported and unreported claims.

Changes in allowance for unpaid insurance losses were as follows:

Multi-Family Single-Family Business Total
Balance - June 30, 2016 $ 8334537 $ 3465676 $ - $ 11,800,213
Increase (Decrease) in Provision (996,684) (106,333) 42,500 (1,060,517)
Balance - June 30, 2017 7,337,853 3,359,343 42,500 10,739,696
Increase (Decrease) in Provision (282,569) (261,074) 183,018 (360,625)

Balance - June 30, 2018 $ 7055284 § 3,098,269 $ 225518 $ 10,379,071
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NOTE 8

CHANGES IN NET POSITION

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

Changes in restricted and unrestricted net position were as follows:

Restricted Net Position

Single Family Revitalization Unrestricted
Multi-Family Regular (Pilot) Small Business General Unallocated Accumulated
Reserve Reserve Reserve Reserve Reserve Reserve Deficit Total
Balance - June 30, 2016 $ 44698739 $ 15654671 $ 2,185,258 $ - 8,593,422 $ 10,943,319 § (11,026,214) $ 71,049,195
Interest Income Allocated at the Discretion of
DHCD Secretary - - - - - 1,151,706 (1,151,706) -
Transfers Out to State Funded Loan Program - - - - 1,500,000 (2,443,319) - (943,319)
Change in Net Position - (528,369) - - - - 2,455,747 1,927,378
Balance - June 30, 2017 44,698,739 15,126,302 2,185,258 - 10,093,422 9,651,706 (9,722,173) 72,033,254
Interest Income Allocated at the Discretion of
DHCD Secretary - - - - 1,277,939 (1,277,939) -
Transfers In (Out) to State Funded Loan Program - - - 5,000,000 (1,500,000) (3,500,000) - -
Change in Net Position - (406,847) - - - 2,315,764 1,908,917
Balance - June 30, 2018 $ 44,698,739 $ 14,719,455 § 2,185,258 § 5,000,000 8,593,422 § 7,429,645 $ (8,684,348) $ 73,942,171
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MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

NOTE9 COMMITMENTS AND CONTINGENCIES

Multi-Family Mortgages
MHF insured mortgage loans as of June 30, 2018, net of partial claim payments, were as

follows:
Current
Number Balance
CDA Construction and Permanent Mortgages 77 $ 344,689,762
Loans Financed by the Housing Opportunities
Commission of Montgomery County 2 6,229,027
CDA SHOP Loans 145 14,991,239
CDA Single Family Loans Under Multi-Family Reserves 1 8,529
Total 225 $ 365,918,557

As of June 30, 2018, MHF had commitments of $10,039,340 which had not yet been drawn.

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, 2018, were as
follows:

Insured Mortgages

Original Current Contingent
Number Amount Amount Liability
Primary Insurance Coverage

Single Family Regular

25% Insured 1,036 $ 56,400,170 $ 18,953,148 $ 4,738,287

35% Insured 257 55,362,517 48,630,495 17,020,673
Revitalization (Pilot) Program

100% Insured 8 252,450 114,067 114,067

2.5% Insured 313 45,930,803 29,258,122 731,453
General

35% Insured 25 6,587,325 5,823,352 2,038,173

Total 1,639 $ 164,533,265 §$ 102,779,184 § 24,642,653

As of June 30, 2018, MHF had committed primary insurance coverage on 19 mortgages
under the Revitalization Reserve, Healthy Neighborhood Program in the amount of
$2,610,298 and is liable for 2.50%.

Effective August 1, 2010, MHF was released from any obligation to provide pool insurance
for loans originated prior to 2005.
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MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2018 AND 2017

NOTE 10 PENSION AND OTHER POST-RETIREMENT BENEFITS

Eligible employees of the state of Maryland are covered under the retirement plans of the
State Retirement and Pension System of Maryland (the System) and are also entitled to
certain healthcare benefits upon retirement. MHF’s only obligation 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 liability for the employees is recorded by the
general fund of the state of Maryland and is not allocated to MHF. The System prepares a
separate audited Comprehensive Annual Financial Report which can be obtained from the
State Retirement and Pension System of Maryland, 120 East Baltimore Street, Baltimore,
Maryland 21202 or by visiting the website at www.sra.state.md.us.
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