CONFERENCE CALL NOTES
Participants: All calls:  Stephen Seidel, Kim Cameron, Michelle Barrett of HFHI; Howard and Donna Smith, Anne Lowell of Smith Associates; John Sciarretti of Novogradac and Company
January 16, 2007:

George Beers – New Castle County, DE

Ann Manning, Paul Jones – Miami, FL

Bob Gurnitz – Collier County, FL

Ivy Johnson – Charlotte, SC

David Terwilliger – Des Moines, IA

Bill Hall – Dallas, TX

Michael Willard – Austin, TX

Amanda Jedlicka – Omaha, NB

Joe Gatlin – HFHI

Joe Honeycutt – HFHI

Lynne Browne, Heather Lafferty – Metro Denver, CO

Erin Rank – Greater LA, CA

January 18, 2007:
Mike Wagner, Julie Donahue – Hartford, CT

John Youngs, Greg Allen -- Orlando, FL

Don Tieken – Dekalb County, GA
Cindy Griffin, Phil Osborn, Jack Blackburn –Metro Jackson, MS

Trish Fallon – Chesapeake, MD
Mary Phelan, Shana Cornhuston – DC

Steve Messinetti – Oregon

Had Beatty – Metro Denver

Phillip Bridgewater – Waco, TX

Brian Murphy, Alex Dunlap – Des Moines, IA

Frank Gorman – Dayton, OH

Stewart Jamison – Chicago, IL

Linda Shepherd – Orange County, CA

Kena Jo Matthews – Utah

Tom Granger, Dennis Barnett – East King County, LA

Natalie Sophie, Caroline Appleyard, Betty Salter – Pensacola, FL

January 22, 2007:

Joe Honeycutt – HFHI

Betsy Moore – Pensacola, FL

Jane Smallville – Jacksonville, FL

James Fisher – Lake County, FL

Kelly Brownlee – Nashville, TN

Susan Levy – Orange County, NC

Kim Jones – Winston-Salem, NC

Michelle Castrogiovanni – Greater Columbus, OH

Bev Evans, Lance Henning, Donna Walter – Greater Des Moines, IA

Kimberly McKinney – St. Louis, MO

Tom Lally – Heartland – KC, MO

Tim McCollum – North Central Georgia
Gage Yager – Trinity – TX

Tom Granger, Dan Young – East King County, Seattle – WA

Jim Murray – San Francisco, CA

Robert Frerei, Ted Becker – Silicon Valley, CA

Timeline information:  
Commitment from Affiliates – no later than February 10

as to willingness and amount 
 (but prefer earlier).  See below for more detailed information on responsibilities of affiliates.
Information from highlighted Affiliates – we will contact you by this Friday with the list of information we are looking for

Application due – February 28 (really February 26)

Amount of allocation sought -- $150 million, with a $50 million minimum
When would affiliates pay into the pool – the first closing would occur in January, 2008 – assuming we hear about the allocation in July, 2007 and sign an allocation agreement in October, 2008
Thank you all for participating in the calls.  If I mistakenly omitted anyone from one of your affiliates who participated in a call, forgive me!  John Sciarretti of Novogradac and Company (one of our consultants) discussed that it is important to prepare a good application, and that is a lengthy and complicated process.  The minute details can (and will) be ironed out once the application is submitted.
Each call began with Howard Smith walking through the flow chart model of the structure of the NMTC allocation program.  Many of the questions concerned exactly how the model would work.  In consultation with the legal and accounting consultants, we have tweaked the model slightly to reflect interest and costs effectively.  Some of the specific details will sound slightly different than the information in the conference calls.  

The bottom line has not changed.  Each affiliate nets at least $850,000 for a $700,000 contribution.  Each affiliate can contribute more than $700,000 and will receive a corresponding benefit.
QUESTIONS RAISED

Explain how the model works, and how the affiliates characterize the loan.
The affiliate contributes $700,000 (or more) into a lender pool managed by HFHI.  In return for that contribution, the affiliate receives an interest (equal to $700,000) in that lender pool entity.  The lender pool entity then loans the funds to an Investment Fund Entity.  At that point, the New Market Tax Credits can then be sold to US Bank.  That sale results in an additional $300,000 being added to the Investment Fund "soup."  The Investment Fund then loans that $1 million to the CDE.  The CDE takes $30,000 in the first year for expenses, and makes a $970,000 loan to the affiliate.  At the first year's closing (January, 2008), the affiliates will pay $17,100 in interest, leaving a loan balance of $952,900 at the closing. At the end of year 2 (December, 2009), the affiliates will make a second annual interest payment of $17,100.  In years 2 through 7, the affiliates will make two semi-annual payments of $8,550 each.  At the end of the seven years, the affiliates will net at least $850,000.  The affiliates will characterize the $119,700 paid over the seven years as interest payments.  
 

As part of the operating agreement between HFHI and the affiliates for the lending pool, there will be a redemption right and penalty for the affiliates so that if HFHI does not forgive the loan at the end (assuming the interest has been paid all 7 years), then the affiliate is entitled to its original contribution plus a 25% penalty.  I am sending a copy of a loan payment schedule with this set of notes.  An important component of the model is the free will that HFHI has with regard to the forgiveness of the loans; however, we cannot imagine a partnership that would engender more trust and faith than HFHI and its Affiliates.  This “leap of faith” regarding the exit of either the CDE in a transaction or the forgiveness of a loan is a very typical part of a New Markets transaction.

Where does the $150,000 go; and to whom are the payments made?

See the loan schedule sent as an attachment with these notes.  The affiliates make payments to the CDE.  Of the $149,700, $30,000 comes off the top of the $1 million loan from the Investment Fund to the CDE for expenses.  Thus, the loan to the affiliates is $970,000.  The remaining $119, 700 is paid annually by the affiliates as interest, as shown on the schedule.  Those payments are then used for fees to Smith Associates and HFHI, joint expenses, part of the compliance fees, and then the transaction costs will be paid by Smith Associates out of their fees.

How long must the loan be in effect?
Seven years.

What is the turnaround for affiliates to receive the funds from the CDE?

The plan is for affiliates to receive the loan within 48 hours of their contribution to the lending pool.

What are the risks to the affiliates; can they be held liable for another affiliate’s failure to build or make interest payments?

The risks to the affiliates are quite small.  The primary risk would be if HFHI did not forgive the loan at the end of the seven years.  Because the redemption right and 25% penalty are built into the model, this risk has been reduced (if not eliminated).  The affiliates do not face a risk if another affiliate fails to live up to its obligation to pay interest or to build homes.  Another possible, but unlikely, risk would be the risk that HFHI would become insolvent.  That is the same risk any borrower has with any lender.  However, the affiliate would already have the funds in hand.

Do state laws affect the program?
No.  Federal law preempts state law.

What sources of funds can affiliates use for the $700,000 (or more) contribution?

Affiliates can use donor funds, mortgage sale proceeds, ReStore profits, and federal, state and local grants and funds.  Use of restricted funds need only comply with the restrictions placed on those funds.  Refinancing funds of projects currently in development, provided that the proceeds from the leverage of the New Markets are not used to pay down that refinancing, but are instead used to further the mission of the Affiliate, are also permissible.

How much must an affiliate contribute to participate?

The minimum contribution is $700,000.  It can be made in two payments of $350,000 each.
What is the tax consequence to the underlying affiliate donor?

The fact that the affiliate uses the donor’s funds as part of the $700,000 does not affect the charitable nature of the donor’s donation.  
How would this look on the affiliate’s financial statement?
The affiliate will have an asset/investment in the lender pool of $700,000.  The affiliate will have a liability/loan from the CDE of $970,000.  The affiliate will make interest-only payments on the loan for seven years, and will have assets (cash on hand, land, houses, mortgages) resulting from the use of the NMTC funds.  At the end of the seven years, both the asset and the loan will disappear upon the forgiveness of the debt, which is in HFHI’s discretion.  

Does the investor get an additional return of capital, or does it just get the tax credits?

US Bank/investor receives a tax credit and does not receive an additional return of capital.

For what purposes can the NMTC funds be used?

Anything relating to the building of homes in low-income communities or for low-income persons including land acquisition, construction, engineering, architecture, permit, site improvement, and pre-development costs.  The key is that the funds have been used to increase the impact in low-income communities.  Thus, any use of the funds that enables the affiliate to build more homes, create more neighborhoods, etc. is a permissible use.
Over what period of time must the funds be spent?
There are 2 parts to this answer.  First, there must be a reasonable expectation to put the funds to use so that the loan can be repaid according the amortization schedule provided.  Starting construction by Year 2 of the loan would enable the funds from the NMTC loan to begin producing revenue by the time the loan payment is due at the end of the second year.  However, that being said, as long as there is active development at the end of the second year and the second annual loan payment is promptly made, it will be acceptable to bring houses on line in the third year.  Second, the more efficiently the funds are utilized to fulfill the Habitat mission of building decent affordable housing for low income individuals in low income communities, the better chance the CDE will have to receive successive allocations for additional New Markets funding.
What happens if there is a recapture event?

US Bank, at this time, has agreed to look solely to Howard Smith in the event of a recapture event.
What responsibilities and reporting requirements will there be for participating affiliates?

Affiliates who are interested in participating will need to provide us with a brief letter of interest including the amount they plan to contribute/borrow.  We will also need to know what process you sue to project your activity from year to year.

If possible, each participating affiliate should also provide us with information as to which census tract(s) you will work in.

We will highlight five to ten affiliates and will speak with them about obtaining some anecdotal information, as well as some specific statistics.

The affiliates will need, with regard to compliance reporting and to obtaining another allocation, to provide Smith Associates with the type of information that they already collect on an annual basis such as amount of funds raised, amount of homes built – and we will also look for an explanation of the use of the NMTC funds to the extent that we can show that the funds increased the affiliates’ building capacity and created more homes.  There will not be a requirement to track the funds to a specific house, however.

Can an affiliate that is not in a census-qualified tract participate?

Yes, if the affiliate either serves low-income persons or serves low-income communities.

Can other banks participate in the NMTC purchase with US Bank?

In the first year, since we have established the relationship with US Bank, and since they are the largest NMTC investor in the country (and well-known by the CDFI Fund), other banks cannot purchase the credits.  After this first round, it might be possible to open up the model to other investors, including banks with which affiliates have relationships.
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