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June 30, 2005

Announcement

The Authority has determined it is necessary to modify its policies pertaining to interest rate locks and the recapture tax. The following sets forth the new policies.

Rate Locks:  As you are aware, the Authority has had a policy to allow new reservations to lock the interest rate for up to six months for existing residences and up to 9 months for new construction without a fee. The Authority has determined that this policy needs to be modified. The following represents the new policy and is effective July 1, 2005:

1. Any reservation made that intends to close within 90 days, shall be subject to our standard rate option. If the loan does not close within 90 days, and the interest rate is higher than the reservation rate at the time of closing, the interest rate for that loan will increase to the then current standard rate. If the current rate is lower than the reservation rate, the loan will remain at the reservation rate. There will be no fee charged for the 90 day rate lock.

2. Any reservation made which requires more than 90 days to close (typically new construction) must select our “extended rate lock” option. Under this option the interest rate will be priced 25 basis points higher than the standard 90 day rate, but will remain locked for up to 9 months with no additional fees.

Upon reservation, you will see an interest rate option for “extended rate locks”.  Any loan reserved that will not be closed within 90 days must use the interest rates shown in this area.

Recapture Tax:  Section 143 (m) of the federal tax code stipulates that individuals that obtain one of our loans or mortgage credit certificates may become subject to a “recapture tax”. The tax is triggered if 3 circumstances occur:

       1. The borrower sells the home, financed by tax-exempt bonds, within the first 9 years;

       2. The borrower realizes a capital gain upon the sale; and

            3. The borrower’s household income, at the time of sale, has increased significantly.

We all know that recapture has caused many individuals to choose other loan products because of their fear of the potential “recapture tax”.  Therefore, the Authority has determined that it will reimburse any individual the full amount of the recapture tax, if they can document that they paid the tax. This change in policy should eliminate any fear about recapture. This offer will only apply to our mortgage products and will not be offered on MCC’s.

We are currently modifying the Recapture Notice on our website and in the MITAS system to reflect this offer.  As with the rate lock policy, this change applies to loans reserved as of July 1, 2005.

Sincerely,

Roger G. Morsch, Director

Single Family Originations
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