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In the opinion of Schiff Hardin & Waite, Bond Counsel, (i) if there is continuing compliance with applicable requirements of
the Imiernal Revenue Code of 1954, as amended (the 1954 Code”) and the Imernal Revenue Code of 1986, as amended
(together with the 1954 Code, uniess otherwise indicated, the "Code"}, interest on the 1999 Series A Bonds {non-AMT) is
excludable from gross income of their owners for federal income tax purposes and is not a specific preference item for purposes of
the federal aliernative minimum tax, and (i) interest on the 1999 Series € Bonds { Taxable) is NOT excludable from gross
income of their owners for federal income tax purposes. Under the Iilinois Housing Development Act (the “Aet"), in its preseni
Jorm, interest on the Offered Bouds is exempt from Ilinois income taxes, See "CERTAIN TAX CONSEQUENCES™ reparding

certain other tax considerations.
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The 1999 Series A Bonds {non-AMT) and the 1999 Series C Bonds {Taxable) {collectively, the “Offered Bonds”) are
issuable only in registered form. The Depository Trust Company (“DTC"), New York, New York will act as securitics
depository of the Offered Bonrds and its nominee will be the registered owner of the Offered Bonds. Individeal purchases of
interests in the Offered Bonds must be in the principal amount of $5,000 or any integral multiple thereof and will be recorded on
a book-entry only system operated by DTC. For further details on ownership, payments, notices and other matters under the
book-entry only system, see “THE OFFERED BONDS — Book-Entry Only System” and “THE QFFERED BONDS —
General Redemption Provisions.” '

The Offered Bonds will bear interest from their date payeble semiannually on each January 1 and July 1, with the first
interest payment date being January 1, 2000, Principal of and premium, if any, and semiannual interest on the Offered Bonds
{payable as provided on the inside cover} will be paid by The First National Bank of Chicago, Chicago, lilinois, as Master
Paying Agent. The First National Bank of Chicago, Chicage, Illinois, serves as Trustee under the Indenture,

The Offered Bonds are subject 1o redemption prior 1o maturity, including special redemption at par without premiurm, as
more fully described herein under the caption "THE OFFERED BONDS — Redemption.”

The Cffered Bonds are being issved to refinance, directly or indirectly, all or 2 portion of 11 multi-family developments {(the
“Financed Developments”). Proceeds of the Offered Bonds will be used, together with certain other available moneys, to
(a) make a Loan (as defined herein), {(b) purchase the Acquired Bonds {as defined herein), (c) redeem the Refunded FRHB
Bonds (as defined herein), (d) make a deposit to the Reserve Fund, and (e} pay certain costs incurred in connection with the
issuance of Offered Bonds {including a portion of the bond insurance premium). See “PLAN OF FINANCE" and “SOURCES
AND USES OF FUNDS."

The Offered Bonds are general obligations of the Autherity. The full faith and credit of the Authority (subject o the
provisions of resolutions pledging particular moneys, assets or revenues to the payment of notes, bonds or other obligations other
than the Offered Bonds) is pledged for payment of the principal and premium, if any, of and jnterest and Sinking Fund
Instaliments on the Offered Bonds. The Offered Bonds are also secured by a pledge of the Trust Estate established under the
Indenture, including Revenues, Funds and Accounts established under the Indenture and Series Supplemental Indentures {other
than the Acquired Development Fund), Acquired Bonds, rights in Loans and security for the rights in Loans which rights are
part of the Trust Estate, in cach casc solely to the extent such items are subject to the pledge, assignment, lien and security
interest as provided in the Indenture. A Series Supplemental Indenture for 2 Series of Additional Bonds will specify whether
such Additional Bonds will be the general obligation of the Authority and whether they will be secured on 2 parity basis with the
Offered Bonds. See “SECURITY AND SQURCES OF PAYMENT FOR THE BONDS.”

Payment of the principal of and interest on the Offered Bonds when due will be insured by a financial guzranty insurance
polticy to be issued simuitaneously with the delivery of the Offered Bonds by MBIA Insurance Corporation.
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The Offered Bonds are not a debt of or guaranteed by the State of Iilinois or the United States or any agency or
instrumentality thercof, The Aathority has determined by resolution that Section 26.1 of the Act, as amended, which reguires
the Governor t¢ submit to the General Assembly the amount certified by the Authority as being required to pay debt service an
its bonds because of insufficient moneys available for such payments, shall not apply to {he Offered Bonds, See “SECURITY
AND SCURCES OF PAYMENT FOR THE BONDS.”

The Offered Bonds are offered when, as and if issued and received by the Underwriters, or, in the case of the 1999 Series A
Bonds due January 1, 2031, by their purchaser, subject to prior sale, withdrawal or modification of the offer without notice, and
ta the approval of legality by Schiff Hardin & Waile, Chicago, illinois, Bond Counsel. Certain legal matters in connection with
the issuance of the Offered Bonds will be passed upon for the Authority by its Acting General Counsel, Ellen F. Listelheim, Esq.,
and by its counsel, Hopkins & Sutter, Chicago, HHiinois, and Jor the Underwriters by their counsel, Bell, Boyd & Lioyd, Chicago,

" {Hlinais. See “"LEGAL MATTERS." It is expected that the Cffered Bonds will be available for delivery 1o DTC in New York, New
York, on or about April I3, 1999,
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$45,810,000
ILLINOIS HOUSING DEVELOPMENT AUTHORITY
Housing Bonrds
. consisting of
$46,175,000 Housing Bonds, 1999 Setles A (non-AMT)
$635,000 Housing Bonds, 1999 Series C (Taxable)

Dated: March 1, 1999

MATURITY SCHEDULES
1999 Series A {(non-AMT)

Interest Price or

Interest Price or-
Amount Rate Yield

Maturity Amount Rate Yield -Maturity

July 1, 2000 $1,670,000 3.300%  3.300%  July I, 2006 $2,250,000 4350%  4.350%

July 1, 2001 1,735,000 3.700 3.700 July 1, 2007 2,340,000 4.400 4.400

July 1, 2002 1,810,000 3.875 3.875 July 1, 2008 2,450,600 4,500 4.500
July 1, 2003 1,850,000 4.000 4,000 July 1, 2009 2,565,000 4.550 4,530
July 1, 2004 - 1,960,000 4,125 4.125 July 1, 2010 2,680,000 4,650 4.650
July I, 2005 2,140,000 4.250 4,250 July 1, 2011 2,805,000 4.750 4,750

$10,995,000 — 5.125% Term Bouds due July 1, 2018 Price — 100%
$2,005,000 — 5.250% Term Bonds due July 1, 2030 Price — 100%
$6,880,000 — 5.250% Term Bonds due January 1, 2031 Price — 100% NOT REQFFERED

{Accrued Interest to be added)

1999 Series C {Taxable)
$635,000 — 6.050% Term Bonds due July 1, 2003 Price — 100%
{Accrued Interest to be added)




No person has been authorized by the Autherily 1o give any information or to maLc any represeniations other than those contained in this Ofticial

Statement and, if given or made, such other information or representations must not be relied upon as having been authorized by the Authority or the Underwriters of

the Offered Bonds. This Official Statement does not constitute an offer 1o sell or the solicitation of any offer to buy. nor shait here be any sale of, the Offered Bonds
by any person in any jurisdiction in which it is unlawful for such person (o make such offer, solicitation or sale. The information and expressions af opinion in this
Official Staternent are subject to change withou! sotice, and neither the delivery of this Official Statement nor any sale made under i shall, under any crreumstances,
create any implication that there has been no change in the affairs of the Autherity since the date as of which infarmation is given in this Official Statement.
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THE QFFERED BONDS HAVE NOT BEEN REGISTERED UNDER THE SECURITIES ACT OF 1933, AS AMENDED, AND THE INDENTURE
RELATING TO THE OFFERED BONDS HAS NOT BEEN QUALIFIED UNDER THE TRUST INDENTURE ACT OF 1939, AS AMENDED, IN RULIANCE
UPON EXEMPTIONS CONTAINED IN SUCH ACTS. THE REGISTRATION OR QUALIFICATION OF THE OFFERED BONDS IN ACCORDANCE WITH
APPLICABLE PROVISIONS OF LAW QF THE STATES IN WHICH BONDS HAVE BEEN REGISTERED OR QUALIFIED AMD THE EXEMPTION FROM
REGISTRATION OR QUALIFICATION IN OTHER STATES CANNOT BE REGARDED AS A RECOMMENDATION THEREQE.

IN MAKING AN INVESTMENT DECISION INVESTORS MUST RELY ON THEIR OWN EXAMINATION OF THE DEVELOPMENTS AND
TERMS OF THE OFFERING, INCLUDING THE MERITS AND RISKS INVOLVED. THE QFFERED BONDS HAVE NOT BEEN RECOMMENDED BY ANY
FEDERAL OR STATE SECURITIES COMMISSION OR REGULATORY AUTHORITY. FURTHERMORE, THE FOREGOING AUTHORITIES HAVE NOT
CONFIRMED THE ACCURACY OR DETERMINED THE ADEQUACY OF THIS DOCUMENT. ANY REPRESENTATION TQ THE CONTRARY IS A
CRIMINAL OFFENSE.

TN CONNECTION WITH THE OFFERING OF THE QFFERED BONDS (OTHER THAN THE 1999 SERIES A BONDS MATURING JANUARY 1,
2031 (THE “PLACED BONDS")), THE UNDERWRITERS MAY OVERALLOT OR EFFECT TRANSACTIONS THAT STABILIZE OR MAINTAIN THE
MARKET PRICES OF THOSE BONDS AT LEVELS ABOVE THOSE WHICH MIGHT OTHERWISE PRL'\"AH. IN THE OPEN MARKET. SUCH
STABILIZING, [F COMMENCED, MAY BE DISCONTINUED AT ANY TIME.

THE UNDERWRITERS INTEND TO ENGAGE IN SECONDARY MARKET TRADING IN THE OFFERED BONDS {OTHER THAN THE PLACED
BONDS), SUBJECT TO APPLICABLE SECURITY LAWS. THE UNDERWRITERS, HOWEVER, ARE NOT OBLIGATED TO REPURCHASE ANY OF
Té{}?[s)gk\%oi{?g;ﬁ%‘r THE REQUEST OF ANY OWNER THEREOF. FOR INFORMATION WITH RESPECT TO THE UNDERWRITERS, SEE
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OFFICIAL STATEMENT
: of
ILLINOIS HOUSING DEVELOPMENT AUTHORITY

Relating to

$46,810,060
ILLINOIS HOUSING DEVELOPMENT AUTHORITY
Housing Bonds
congsisting of
$46,175,000 Housing Bonds, 1999 Series A (non-AMT)
$635,000 Housing Bonds, 1999 Series C (Taxable)

INTRODUCTION

This Official Statement (including the cover page and appendices) is being distributed by the
linois Housing Development Autherity (the “Authority™} in order to furnish information in connection
with the issuance by the Authority of its (i} $46,175,000 Housing Bonds, 1999 Series A {non-AMT) (the
“199% Series A Bonds™) and (i) the $635,000 Housing Bonds, 1999 Series C (Taxable) {the “1999 Series
C Bonds” and, together with the 1999 Series A Bonds, the “Offered Bonds™).* The Offered Bonds are
being issued by the Authority pursuant to the 1llinois Housing Development Act, as amended (the “Act”).

. The Offered Bonds are being issued under a Trust Indenture dated as of March 1, 1999 (the
“Indenture™) between the Authority and The First National Bank of Chicago, Chicago, lliinois (the
“Trustee”), as Trustee, and, with respect to the 1999 Series A Bonds, a 1999 Series A Supplemental
Indenture dated as of March 1, 1999 (the "1999 Series A Supplemental Indenture”) and, with respect to
the 1999 Series C Bonds, a 1999 Series C Supplemental Indenture dated as of March 1, 1999 (the “1999
Series C Supplemental Indenture” and, together with the 1999 Series A Supplemental Indenture, the
“Offered Bonds Supplemental ladenture”). Initially capitalized terms used but not otherwise defined in
this Official Statement have the same meanings given them in the “SUMMARY OF CERTAIN
PROVISIONS OF THE INDENTURE -~ Certain Definitions.”

The Indenture permits the Authority to undertake a variety of financings, including the financing
or refinancing of multi-family developments and single family dwellings. Financings may be
accomplished by making any loans that the Authority is authorized by law to make, by acquiring other
bonds of the Authority which in turn financed or refinanced loans made by the Authority, or by
refunding outstanding bonds of the Authority and acquiring the loans that had been financed by the
refunded bonds.

The Offered Bonds are the first Series of Bonds issued under the Indenture. They are being
issued to refinance all or a portion of Il multi-family housing developments (the *“Financed
Developments™). The Financed Developments were financed under three other muiti-family bond
programs of the Authority, the Multi-Family Housing Bond program, the Housing Development Bond

*  The Authority has reserved the designation 1999 Series B” for a series of convertible option bonds that it may
issue in 1999 as Additional Bonds (as defined herein) under the Indenture (as defined herein),




program and the. Fixed Rate Housing Bond program. See “OTHER PROGRAMS — Other Muiti-Family
Mortgage Loan Programs.,” One Financed Development will be refinanced by using Offered Bonds
proceeds to make a new mortgage loan. Proceeds of the new loan will be used in part to prepay an
existing mortgage loan made by the Authority. Amounts received upon the prepayment of that existing
mortgage loan will be used to redeem the bonds whose proceeds were used to make that mortgage loan,
Nine Financed Developments will be refinanced by using Offered Bonds proceeds to purchase bonds
issued by the Authority under other bond programs. Proceeds of these bonds will be used to redeem the
bonds whose proceeds were used to finance existing mortgage loans made by the Authority. The
remaining Financed Development will be refinanced by using Offered Bonds proceeds to redeem bonds
whose proceeds were used to finance an existing mortgage loan made by the Authority. Upon
redemption of those bonds, that mortgage loan will be pledged under the Indenture. See “PLAN OF
FINANCE.”

The Offered Bonds and zll other bonds hereafter issued under the Indenture are referred to herein
as the “Bonds.” Additional Bonds (the “Additional Bonds™), which may be secured by security in
addition to the security for the Offered Bonds, may be issued by the Authority for purposes, upon, the
terms and subject to the conditions provided in the Indenture. See “SECURITY AND SOURCES OF
PAYMENT FOR THE BONDS - Additional Bonds.”

As further described under the caption “SECURITY AND SOURCES OF PAYMENT FOR THE
BONDS,” the Offered Bonds are general obligations of the Authority. The full faith and credit of the
Authority (subject to the provisions of resolutions pledging particular moneys, assets or revenues fo the
payment of notes, bonds or other obligations other than the Offered Bonds) is pledged for payment of the
principal and Redemption Price, if any, of and interest and Sinking Fund Installments on the Offered

-Bonds. The Offered Bonds are also secured by a pledge of the Trust Estate established under the
Indenture, including Revenues, Funds and Accounts established under the Indenture and Series
Supplemental Indentures (other than the Acquired Development Fund), Acquired Bonds, rights in Loans
and security for the rights in Loans which rights are part of the Trust Estate, in each case solely to the extent
such items are subject to the pledge, assignment, lien and security interest as provided in the Indenture. A
Series Supplemental Indenture for a Series of Additional Bonds will specify whether such Additional
Bonds will be the general obligation of the Anthority and whether they will be secured on a parity basis
with the Offered Bonds. See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS.”

Payment of the principal of and interest on the Offered Bonds when due will be insured by a
financial guaranty insurance policy (the “Bond Insurance Policy™) to be issued simultaneously with the
delivery of the Offered Bonds by MBIA Insurance Corporation (the “Bond Insurer”™). For a description
of certain provisions of the Bond Insurance Policy and for certain information concerning the Bond
Insurer, see “THE BOND INSURANCE POLICY™ and “FORM OF BOND INSURANCE PCLICY™

attached as Appendix J.

The Offered Bonds are net a debt of or guaranteed by the State of Illinois (the “State™) or
the United States or any agency or instrumentality thereof. The Authority has determined by
resclution that Section 26.1 of the Act, as amended, which requires the Governor to submit to the
General Assembly the amount certified by the Authority as being required to pay debt service on
its bonds because of insufficient moneys available for such payments, shall not apply to the Offered
Bonds, See “SECURITY AND SOURCES OF PAYMENT FOR THE BONDS.”




The descriptions and summaries of various documents hereinafter set forth do not purport to be
comprehensive or definitive, and reference is made to each document for the complete details of all
terms and conditions. All statements herein are qualified in their entirety by reference to each document,

PLAN OF FINANCE

The proceeds of the Offered Bonds will be used, together with certain other available moneys, to
{(a) make a new Loan {as defined herein), (b) purchase the Acquired Bonds (as defined herein), (¢}
redeem the Refunded FRHB Bonds (as defined herein), {d) mzke a deposit to the Reserve Fund {as
defined herein) and (e) pay certain costs incurred in connection with the issuance of Offered Bonds
(inciuding a portion of the bond insurance premium). See “SOURCES AND USES OF FUNDS.”

The Offered Bonds are being issued to refinance, directly or indirectly, all or a portion of the
Financed Developments.  Schedules with certain summary information about the Financed
Developments appear under the captions “THE OFFERED BONDS - Redemption - Special
Redemption” and “FINANCED DEVELOPMENTS - Description of Financed Developments.”

The refinancing will be accomplished in three different ways. One Financed Development will
be refinanced by using Offered Bonds proceeds to make a new Loan. A portion of the proceeds of the
new Loan will be used to prepay an existing morigage loan made by the Authority for that Financed
Development. Amounts received upon the prepayment of that existing mortgage loan will be used to
redeem certain of the Refunded MFHB Bonds (as defined herein). A portion of the proceeds of the
Refunded MFHB Bonds were used to make that mortgage loan. See “Loans” below for a further
discussion of the use of the proceeds of this Loan. :

Nine Financed Developments will be refinanced by using Offered Bonds proceeds to purchase
the Acquired Bonds. The Acquired Bonds are bonds issued by the Authority under other multi-family
program bond resolutions, and are purchased to enable the Authority to use Offered Bonds proceeds to
finance, refinance or continue the financing of mortgage loans held under other of its multi-family bond
programs. Proceeds of the Acquired Bonds will be used to redeem the Refunded HDB Bonds (as defined
herein) and certain of the Refunded MFHB Bonds. A portion of the proceeds of those bonds financed
mortgage loans made by the Authority for those nine Financed Developments. Ses “"Acquired Bonds”
below and Appendices C and E for a further discussion of the use of the proceeds of the Acquired Bonds.

The remaining Financed Development will be refinanced by using Offered Bonds proceeds to
redeem the Refunded FRHB Bonds {as defined herein). A portion of the proceeds of the Refunded
FRHB Bonds financed a mortgage loan made by the Authority for that Financed Development. Upon the
defeasance of the Refunded FRHB Bonds (as described below under “Refunded FRHB Bonds ™), that
mortgage loan will become a Loan and be pledged under the Indenture.

Loans

A new Loan in the principal amount of $6,300,000 will be made to one of the Financed
Developments, Columbia Lakes Apartments. See “FINANCED DEVELCPMENTS - Description of

Financed Developments.”




A portion of the proceeds of the Loan will be used to prepay an existing mortgage loan made
with a portion of the proceeds of the Authority’s 1987 Series A Bonds previously issued under the
MFHB Resolution (as defined herein). Amounts received upon the prepayment of that existing mortgage
loan will be used to redeem a portion of those bouds, as further described below under the subcaption
“Aequired Bonds." A portion of the proceeds of the Loan will also be (i) used to repay an unsecured
loan from the Authority to this Financed Development (approximately $48,000), and (ii) paid to the
borrower (approximately $420,000).

The Lean for this Financed Development will be evidenced and secured by a note, a first
mortgage, security agreement and assignment of rents and leases, a regulatory agreement, UCC financing
statements, an environmental indemnity agreement and other security agreements. The Loan will be in
an amount not to exceed $6,300,000. The Loan will bear interest at 5.95 percent per annum for the first
61 months, and thereafter at 6.21 percent per annum.” The maturity date will be May 1, 2030, The
borrower must also pay to the Authority an annual loan servicing fee of 0.25 percent of the original
principal amount of the Loan, payable in equal monthly installments. The Loar will be nourecourse.
The Loan documents will reguire a Replacement Reserve Accouni, a Tax and Insurance Fund and a
Capital [mprovements Reserve Fund. These accounts and funds will be held by the Authority and are not
pledged under the Indenture.

The Loan is not prepayable without the consent of the Authority, in whole or in part, until May
I, 2005, After that date, the Loan will be prepayable in whole but not in part, upon 60 days written
nofice to the Authority. [n the event of a prepayment, the borrower will be obligated to pay, in addition
to the principal amount of the Loan remaining unpaid, other tosts of the Authority associated with
financing the Loan, which may include the foilowing: (i} a proportionate share of the principal amount of
the Offered Bonds issued for the purpose of paying issvance costs and making deposits in the Reserve
Fund, (ii) the interest to accrue on all Offered Bonds to be redeemed by the Authority in connection with
such prepayment, {iii} the redemption premium, if any, on the Offered Bonds to be redeemed, and (iv}
the costs and expenses of the Authority in effecting the redemption of the Offered Bonds to be

redeemed.

The regulatery agreement requires that at least 20 percent of the units in this Financed
~ Development be rented to individuals or families whose income is less than or equal to 80 percent of the
median family income of the metropolitan statistical area encompassing the Financed Development.

Acquired Bonds

The Acquired Bonds will consist of (i) $10,135,000 aggregate principal amount of Multi-Family
Heusing Bends, 1999 Series A (the "Acquired MFHB Bonds™), and {ii} $26,335,000 aggregate principal
amount of Housing Development Bonds, 1999 Series A (the “Acquired HDB Bonds”}. See “Acquired
Bonds — Acquived MFHB Bords” and " Acquired HDB Bonds™ below, The Acquired Bonds will be
issued directly to and held by the Trustee under the Indenture. The Acquired Bonds will not be offered
to the public.

*  This interest rate is a composite rate based upon two notes, one of which bears interest only at 5.30 percent
with respect to $5,680,000 in principal amount, and the other of which bears interest at 15.89 percent with
respect to $620,000 in principal amount and amortizes in 61 months. The interest rate on the first note
increases to 6.21 percent and cominences amortization after 61 months.




Acquired MFHB Bonds. The Acquired MFHB Bonds will be issued by the Authority pursuant to
the Act and under its Multi-Family Housing Bond Resolution, adopted February 26, 1975, as amended
and supplemented, and a series resplution adopted pursuant thereto (collectively, the “MFHB
Resolution™). The MFHB Resolution provides for Multi-Family Housing Bonds to be issued in series by
the Authority to make mortgage loans for the financing and refinancing of multi-family rental housing
developments for persons and families of low and moderate income in the State, and to refund Multi-

Family Housing Bonds (the “MFHB Program™).

As of December 31, 1998, $410,682,481 of bonds were outstanding under the MFHB Resolution.
These outstanding bonds financed 52 multi-family developments (“MFHB Development(s}”} through
mortgage loans. As of December 31, 1998, the aggregate outstanding balance of those mortgage joans
(“MFHB Mortgage Loan(s)”) was $281,592,900, One acquired development, Lakeshore Plaza in
Chicago, [llinois, is also held under the MFHB Resolution. As of December 31, 1998, the carrying value
of this acquired development was $31,395,499. A schedule of the MFHB Developments is set forth in
Appendix B. See “FINANCIAL STATEMENTS” in Appendix A.

Most of the MFHB Developments are subject to full or partial project-based Section 8 subsidies,
or are subject to mortgage insurance jssued by the Federal Housing Administration ("FHA™) under
Section 221({d){(4) of the National Housing Act of 1934, as amended (the “National Housing Act”), or are
subject to both. See Appendices F and G for descriptions of and current developments regarding these
programs. These programs are material to the Authority’s ability to pay debt service on the bonds issued
under the MFHB Reselution, including the Acquired MFHB Bonds. Two of the Financed Developments
are subject to both full projeci-based Section 8 subsidies and FHA mortgage insurance. Their respective
Section 8 contracts will expire on December 27, 2005 (HICA Redevelopment Project) and July 31, 2003
(Austin Renaissance). See “FINANCED DEVELOPMENTS —~ Description of Financed Developments.”

As further described in Appendix C, the Acquired MFHB Bonds are general obligations of the
Authority. The full faith and credit of the Authority (subject to the provisions of resclutions pledging
particular moneys, assets or revenues to the payment of notes, bonds or other obligations other than the
Acquired MFHB Bonds) is pledged for payment of the principal and redemption price, if any, of and
interest and sinking fund requirements on the Acquired MFHB Bonds. Together with other bonds issued
under the MFHB Resolution, the Acquired MFHB Bonds are also secured by the revenues, mortgage
loans and other assets, funds and accounts pledged under the MFHB Resolution.

The Acquired MFHB Bonds have received a long term rating of "A+” from Standard & Poor’s’
Ratings Services, a division of The McGraw-Hill Companies, Inc. (“S&P™) and a long term rating of
“Al” from Moody's Investors Service, Inc. {(“Moody’s”). Ratings assigned to the Acquired MFHB
Bonds reflect only the views of the respective rating agencies and an explanation of the significance of
such ratings may be obtained only from the respective rating agencies. There is no assurance that the
ratings which have been assigned to the Acquired MFHB Bonds will continue for any given period of
time or that they will not be revised or withdrawn entirely by such rating agencies if, in the judgment of
the rating agencies, circumstances so warrant. A downward revision or withdrawal of the ratings may
have an adverse effect on the market price of the Offered Bonds.




Proceeds of the Acquired MFHB Bonds will be used to redeem a portion of the Authority’s 1987
Series A Bonds previously issued under the MFHB Resolution. A portion of the proceeds of those bonds
financed mortgage loans made to two of the Financed Developments, HICA Redevelopment Project and
Austin Renaissance. See “FINANCED DEVELOPMENTS — Description of Financed Developments.”
For further information regarding the Acquired MFHB Bonds, the security and sources of payment for
the Acquired MFHB Bonds, the MFHB Resolution, the MFHB Mortgage Loans held, and the
developments (the “MFHB Developments™) financed, under the MFHB Resolution, see “SECURITY
AND SOURCES OF PAYMENT FOR THE BONDS — Acquired Bonds — dequired MFHEB Bonds,”
“OTHER PROGRAMS — Other Multi- Famtly Mortgage Loan Programs — Mm’f.'-F(.fm.'h) Housing Bonds™
and Appendices B and C.

Proceeds of the Acquired MFHB Bonds, together with amounts received upon the prepayment of
the mortgage loan as described above under the subcaption "Loan™ and other available funds, will be
used to redeem {or pay at maturity), on or before July 1, 1999, all of the outstanding 1987 Series A
Bonds (316,080,000 aggregate principal amount) issued under the MFHB Resolution (the “Refunded
MFHB Bonds™).

Acquired HDB Bonds. The Acquired HDB Bonds will be issued by the Authority pursuant to the
Act and under its Housing Development Bond Resolution, adopted April 17, 1970, as amended and
supplemented, and a series resolution adopted pursuant thereto (coliectively, the “HDB Resolution™).
The HDB Resolution provides for Housing Development Bonds to be issued in series by the Authority to
make mortgage loans for the financing and refinancing of muiti-family rental housing developments for
persens and families of low and moderate income in the State, and to refund Housing Development
~ Bonds (the “HDB Program™).

As of December 31, 1998, $114,260,000 of bonds were outstanding under the HDB Resclution.
These outstanding bonds financed 32 multi-family developments (“HDB Development{s)”’} through
mortgage loans. As of December 31, 1998, the aggregate outstanding balance of those mortgage loans
(“HDB Mortgage Loan(s}”) was $100,137,349. A schedule of the HDB Developments is set forth in
Appendix D. See “FINANCIAL STATEMENTS” in Appendix A.

Most of the HDB Developments are entitled to interest reduction payments by HUD onder
Section 236 of the 1937 Housing Act for all or a portion of the units in the development. One of the
HDB Developments is subject to Section 8§ subsidies. See Appendix F for a description of and current
developments regarding the Section 236 program and the Section 8 program. These programs are
- material to the Authority’s ability to pay debt service on the bonds issued under the HDB Resolution,
including the Acquired HDB Bonds.

As further described in Appendix E, the Acquired HDB Bonds are general obligations of the
Authority. The full faith and credit of the Authority (subject to the provisions of resolutions pledging
particular moneys, assets or revenues to the payment of notes, bonds or-other obligations other than the
Acquired HDB Bonds) is pledged for payment of the principal and redemption price, if any, of and
interest and sinking fund requirements on the Acquired HDB Bonds., Together with other bonds issued
under the HDB Resclution, the Acquired HDB Bonds are also secured by the revenues, mortgage loans
and other assets, funds and accounts pledged under the HDB Resolution.




The Acquired HDB Bonds have received a long term rating of “A+" from S&P and a long term
rating of “A1” from Moody’s. Ratings assigned to the Acquired HDB Bonds reflect only the views of
the respective rating agencies and an explanation of the significance of such ratings may be obtained
only from the respective rating agencies. There is no assurance that the ratings which have been
assigned to the Acquired HDB Bonds will continue for any given period of time or that they will not be
revised or withdrawn enfirely by such rating agencies if, in the judgment of the rating agencies,
circumstances so warrant. A downward revision or withdrawa! of the ratings may have an adverse effect
on the market price of the Offered Bonds.

Proceeds of the Acgquired HDB Bonds, together with other available funds, will be used to
redeem (or pay at maturity}, on or before July 1, 1999, all of the outstanding 1972 Series A Bonds
previously issued by the Authority under the HDB Resclution (326,405,000 aggregate principal amount)
(the “Refunded HDB Bonds™). A portion of the proceeds of the Refunded HDB Bonds financed
mortgage loans made to seven of the Financed Developments, Harper Square, Winfield Village l,
Vermilion Gardens, Huntington Square Apartments, University Villagel, Lancaster Heights, and
Cumberland Green. See “FINANCED DEVELOPMENTS - Description of Financed Developments.”
For further information regarding the Acquired HDB Bonds, the security and sources of payment for the
Acquired HDB Bonds, the HDB Resolution, the HDB Mortgage Loans held, and the developments (the
“HDB Developments”™) financed, under the HDB Resolution, see “SECURITY AND SOURCES OF
PAYMENT FOR THE BONDS — Acquired Bonds ~ Acquired HDB Bonds,” “OTHER PROGRAMS -
Other Multi-Family Mortgage Loan Programs — Housing Development Bonds™ and Appendices D and E.

Refunded FRHAB Bonds

Proceeds of the Offered Bonds, together with other available funds, will aiso be used to redeem

$4,190,000 aggregate principal amount of the 1984 Series B Bonds (the “Refunded FRHB Bonds™)
previously issued under the Authority’s Fixed Rate Housing Bond Resolution {the “FRHB Resolution™).
See “OTHER PROGRAMS — Other Multi-Family Mortgage Loan Programs — Fixed Rare Housing
Bonds.” A portion of the proceeds of the Refunded FRHB Bonds financed a mortgage loan made to one
of the Financed Developments, Country Club Heights. See “FINANCED DEVELOPMENTS -
Description of Financed Developments.”

Proceeds of the Offered Bonds witl be transferred to the trustee under the FRHB Resolution to be
held by such trustee for the redemption of the Refunded FRHB, anticipated to occur on or before June 1,
1999. Upen such transfer, the Refunded FRHB Bonds wil be deemed to be paid in accordance with the
provisions and requirements of the FRHB Resolution and the series resolution for the Refunded FRHB
Bonds. On and after the date of such transfer and prior to their redemption, the Refunded FRIB Bonds
will be payable solely from such transferred funds. Those funds will not secure, or be available to pay,
the principal of or premium, if any, or interest on any Offered Bonds.

Upon the transfer of such funds; the mortgage loan financed by the Refunded FRHB Bonds will
become a Loan and will be pledged under the [ndenture.




The Loan for this Financed Developments is evidenced and secured by a note, a first mortgage
and assignment of rents and leases, a regulatory agreement, UCC financing statements, and other
security agreements, As of December 31, 1998, the unpaid principal balance of this Loan was
$3,867,128. Effective as of the date of issuance of the Offered Bonds, the interest on this Loan will
reduce to 5.15 percent per annum. The maturity date is September 1, 2015, The borrower must also pay
-to the Authority an annual loan servicing fee of 0.50 percent of the original principal amount of the Loan,
payable in equal monthly installments. The Loan is nonrecourse. The Loan documents will require
monthly payments in respect of taxes, insurance and reserves. These amounts will be held by the
Authority and are not pledged under the Indenture.

This Loan may be prepaid, in whole but not in part, at any time without the consent of the
Authority. In the event of a prepayment, the borrower will be obligated to pay, in addition to the
principal amount of the Loan remaining unpaid, other costs of the Authority associated with financing
the Loan, which may include the following: (i) a proportionate share of the principal amount of the
Offered Bonds issued for the purpose of paying issuance costs and making deposits in the Reserve Fund,
(ii) the interest to accrue on all Offered Bonds to be redeemed by the Authority in connection, with such
prepayment, (iil) the redemption premium, if any, on the Offered Bonds to be redeemed, and (iv) the
costs and expenses of the Authority in effecting the redemption of the Offered Bonds to be redeemed,
tess certain other available momnies.

The regulatory agreement requires that at least 20 percent of the units in this Financed
Development be rented to individuals or families whose income is less than or equal to 80 percent of the
median family income of the metropolitan statistical area encompassing the Financed Development.

This Financed Development is entitled to interest reduction payments by HUD under Section
236 of the 1937 Housing Act for all of the units in the development. See Appendix F for a description of
and current developments regarding the Section 236 program. This program is material to the
Authority’s ability to pay debt service on the Offered Bonds.

Assumptions

The interest rates, maturities and the payment dates for the Offered Bonds were established by
the Authority in order that scheduled payments expected to be received on the Acquired Bonds. together
with payments expected to be received under the Loans and other moneys and securities held under the
Indenture and the income expected to be received thereon, will be sufficient to pay, when due, the debt
service on and Expenses attributable to the Offered Bonds. In forming this expectation, the Authority
has not considered the issuance of Additional Bonds or the application or investment of the proceeds
thereof, however, a condition to issuing such Additional Bonds is the filing of a Cash Flow Certificate
accompanied by a Rating Certificate. Because all*Bonds issued under the Indenture {other than
Subordinate Bonds) will rank equally and ratably with the Offered Bonds with respect to the security
afforded by the Indenture, availability of money for repayment of the Offered Bonds could be
significantly affected by the issuance, application, and investment of proceeds of Additional Bonds.




The maturities and Sinking Fund Instaliments of the Offered Bonds were established based on
the assumption that there would be no Loan Prepayments, Acquired Bouds Redemption Receipts or
Recovery Payments related o the Financed Developments. However, the Authority may receive Loan
Prepayments, Acquired Bonds Redemption Receipts and Recovery Payments related to the Financed
Developments or other Developments financed by Bonds, and any such amounts may be applied to the
special redemption of the Offered Bonds. See “THE OFFERED BONDS — Redemption — Special

Redemption”

For a description of the circumstances under which the Antherity may change the assumptions
described herein, see “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE - Rating
Certificates, Compliance Certificates and Cash Flow Certificates.”

THE AUTHORITY

Powers and Duties

The Authority is 2 body politic and corporate of the State created by the Act for the purposes of
assisting in the financing of decent, safe and sanitary housing for persons and families of low and
moderate income in the State and assisting in the financing of residential mortgages in the State. To
accomplish its purposes, the Authority is authorized by the Act to make mortgage or other loans to
nonprofit corporations and limited-profit entities for the acquisition, construction or rehabilitation of
dwelling accommodations, to make loans for housing related commercial facilities, to issue or provide
for the issuance of obligations secured by or representing an ownership interest in residential mortgages,
to acquire, and to contract and enter into advance commitments to acquire residential mortgage loans
from lending institutions, and to develop and own rental housing developments. The Act also authorizes
the Authority to issue its bonds and notes to fulfill its corporate purposes, including the financing of
mortgage and construction loans, the acquisition of residential mortgage loans, the making of loans for
housing related commercial facilities and the refunding of bonds and notes previously issued to finance
mortgage and construction loans. The Authority has issued various bonds and notes to finance mortgage
loans and construction loans, to purchase residential mortgage loans from lending institutions and to
make loans to private lending institutions for making new residential mortgage loans. See “OTHER

PROGRAMS.”

The Authority has the power under the Act to have up to $3,600,000,000 of bonds and notes
outstanding, excluding those issued to refund its outstanding bonds and notes. As of December 31, 1998,
the Authority has debt outstanding in thé amount of $2,055,573,424, which consists of generai obligation
debt and special limited obligation debt. See “OTHER PROGRAMS” herein and “FINANCIA
STATEMENTS” (including Note E thereto) attached as Appendix A. :

Membership

The Authority consists of nine Members appointed by the Governor of the State (the
“Governor”) with the advice and consent of the State Senate. The Act provides that not more than three
Members shall be from any one county in the State, not more than five shall be of any one political party,
and at least one shall be a person of age 60 or older. Members hold coffice from the second Monday in
January of the year of their respective appointments for a term of four years and until their successors are
appointed and qualified. The concurrence of five Members is required for action by the Authority. The
Governor designates a Chairman from among the Members, and the Chairman is considered to be a




Member for purposes of concurrence. The Chairman is the Authority’s chief executive officer. The
Members of the Authority serve without compensation. The Authority has determined by resolution to
indemnify its Members and officers for any actions taken or omitted to be taken in performing their
duties, except actions or omissions which constitute gross negligence or malfeasance. The Members of
the Authority are:

A.D. VAN METER, JR., Chairman — Chairman Emeritus, National City Bank-Michigan/Iilinois
JOHN GREEN, Vice Chairman — Project Manager, Concord Development Corporation

JOHN J. VIERA, Treasurer — Retired Vice President, Commonwealth Edison Company

NICK G. STRIGLQCS, Secretary — President, Contemporary Properties, Inc.

FLOYD T. BAUMAN, Member — Manager, Credit Bureau of Champaign
Couaty, Inc.

MICHAEL BRESLAN, Member — Retired President, Chicago ard Cock County Building and
Construction Trades Council

C. KIMBERLY KANG, Member — President, K-Technology, inc.

RUDOLPH 8. SHOULTZ, Member — Pastor, Union Baptist Church of Springfield

NAPOLEON P. TARNARIS, Member — Law Offices of Napcleon P. Tarnaris, Ltd.
Management

The Authority employs a staff of approximately 165 persons, including persons who have
experience and responsibilities in the areas of finance, accounting, law, mortgage loan underwriting, loan

servicing, housing development, market analysis, construction, housing marketing and housing -

management. Certain members of the senior staff of the Authority are listed below.

MICHAEL P. ROSE, Acting Executive Director and Deputy Executive Director, was appointed
Acting Executive Director in January 1999 and was approved as Deputy Executive Director in May
1996. He had been General Counsel of the Authority since December 1995 and Acting General Counsel
of the Authority since January 1995, Mr. Rose has been with the Authority since August 1992 and has
served as Assistant to the Director, Legislative Liaison and Staff Attorney. He has been involved in
various aspects of the Authority’s finance programs, including the development of financial and program
structures. Mr. Rose holds a Juris Doctor degree from the University of Virginia School of Law and a
Bachelor of Arts degree from the University of IHiinois.

EDWARD W. SOLAN, Assistant Executive Director and Chief Operating Officer, was
appointed Assistant Executive Director in Apri! 1996. Mr, Solan had been Manager of Multi-Family
Program Operations since July 1988. He has been with the Authority since 1981. Before joining the
Authority, he was Special Assistant to the Regional Director of the US. Economic Development
Administration and also taught at the University of Illinois at Chicago. He holds a2 Ph.D. degree from
[ndiana University, a Master of Business Administration degree from the University of Chicago, and a
Bachelor of Arts degree from Fordham University.
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ROBERT W. KUGEL, Chief Financial Officer, Assistant Treasurer and Assistant Executive
Director, has served as Chief Financial Officer of the Authority since 1983, He has been with the
Authority since 1975. Previously, he served as finance manager of Telco Marketing Services Inc. for
three years and of a division of The Greyhound Corporation for four years. Mr. Kugel holds a Juris
Doctor degree from John Marshall Law School, a Master of Business Administration degree from Loyola
University of Chicago and a Bachelor of Science degree from Northern Illinois University.

ELLEN F. DISTELHEIM, Acting General Counsel, was named Acting General Counsel in April
1996. Ms. Distetheim has been with the Authority since June 1992, serving as Assistant General
Counsel. Prior to joining the Authority, she was in private practice in both Chicago and New York. Ms.
Distelheim holds a Juris Doctor degree from the University of Virginia School of Law and a Bachelor of

Arts degree from Yale University.

MICHAEL TODD, Director - Multi-Family Programs, was appointed Manager Multifamily
Programs in 1996. Mr. Todd joined the Authority in 1992 and served as the Assistant Manager of
Multifamily Programs for one year and as a Housing Development Officer for three years. Previously,
he served as the Vice President for The Equity Group for two years and as a Vice President for the
Balcor Company for four years. Mr. Todd also served as Vice President for General American Equities
for four vears and as a Portfolio Manager for Inland Steel Urban Development Corporation for eight

years.

LINDA THURMOND, Director, Asset Management Setrvices, has recently joined the Authority
from her position as Assistant Viee President and Servicing. Manager for Community Investment
Corporation (CIC) in Chicago. She has a Masters in Management degree from the Kellogg School of
Northwestern University. Previously, she worked in investment banking and foan securitization with
AM&G Financial Services, Bankers Trust, and Cppenheimer & Company.

WILLIAM W. SMYTHE, Director of Preservation, joined the Authority in 1995 with 25 years of
real estate development and management experience. He had previously been Director of Real Estate
Operations and Asset Management for the Inland Steel Urban Development Corporation (ISUDC) and
Senior Vice President of CRW, the entity resulting from the leveraged buy-out of ISUDC. He holds a
Bachelor’s degree from Knox College and a Masters of Business Administration degree from the

University of lowa.

JAMES J. KREGOR, Coatroller, joined the Authority in December 1985, Prior to that time he
served as International Financial Manager of Baker & McKenzie for three years and in various
management positions with Northwest Industries, Inc. for eight years. A Certified Public Accountant,
Mr., Kregor holds a Master of Business Administration degree from Northern Illinois University and a
Bachelor of Business degree from Western lilinois University.

The offices of the Authority are located at 401 North Michigan Avenue, Suite 900, Chicago,
Iilinois 60611. The tefephone number of the Authority is (312) 836-5200.
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Multi-Family Housing Experience

The Authorify has significant experience in the underwriting and servicing of multi-family
mortgage loans. In its more than 30 years of operation, the Authority has financed over 191 multi-family
developments throughout the State under several separate multi-family bond programs, excluding single
project financings. See “OTHER PROGRAMS.” Total loans and other assets under these programs as
of June 30, 1998, were approximately $1.2 billion,

The Authority is an FHA-Approved Mortgagee and is also an approved Seller/Servicer under the
Fannie Mae Prior Approval Program. The Authority also serves as the State’s administering agency for
the Low Income Housing Tax Credit. As of December 31, 1998, the Authority’s Multi-Family Programs
and Technical Services Departments employed 25 people with a variety of skills in multi-family loan
underwriting, market research, construction management, and subsidy contract administration, and its
Asset Management Services Department employed 17 people in areas of asset management and other
aspects of loan servicing.

SECURITY AND SOURCES OF PAYMENT FOR THE BONDS

General

_ ‘The Offered Bonds are general obligations of the Authority. The full faith and credit of the
Authority, subject to the provisions of resolutions pledging particular moneys, assets or revenues to the
payment of notes, bonds or other obligations other than the Offered Bonds, is pledged for payment of the
principal and Redemption Price, if any, of and interest and Sinking Fund Instaliments on the Offered
Bonds.

Resolutions of the Authority which authorize the issuance of the Authority’s outstanding bonds
and notes (other than the Offered Bords) pledge the revenues, assets and moneys of the Authority with
respect to the developments and mortgage loans financed by those obligations to the payment of those
obligations, and such revenues, assets and moneys are not available for the payment of the Boads. The
full faith and credit of the Authority are also pledged for payment of many other outstanding notes,
bonds and other obligations of the Authority. See “OTHER PROGRAMS” and Note E to the Financial
Statements contained in Appendix A. Amounts in the Authority’s Administrative Funds {exclusive of
sumis held in escrow) are subject to the pledge of the Authority’s full faith and credit for its various
cbligations. Except as may be limited by the Act, the Authority may use amounts in the Authority
Administrative Funds for any tawful purpose and may pledge all or any portion of those funds with
pricrity over the Bonds. See “FINANCIAL STATEMENTS” in Appendix A.

The Offered Bonds are also secured by a pledge of the Trust Estate established under the
Indenture, including Revenues, Funds and Accounts established under the Indenture and Series
Supptemental Indentures (other than the Acquired Development Fund) and all deposits and investments
of those Funds and Accounts, Acquired Bonds, rights of the Authority to the payment of amounts in
connection with Loans to the extent the payments would be included in Revenues, including, to the
extent they may be so pledged, any right to governmental subsidies payable tc the Authority to be used to
pay principal of or interest on Loans, and also security for the pledged rights in Loans including, without
limitation, mortgages, assignments of rents and other security interests and agreements, in each case to
the extent subject to the pledge, assignment, lien and security interest provided in the Indenture.




A Series Supplemental Indenture for a Series of Additional Bonds will specify whether such
Additional Bonds will be the general obligation of the Authority and whether they wiil be Subordinate
Bonds (as defined herein) or secured by the Trust Estate on a parity basis with the Offered Bonds.

The Offered Bonds are not a debt of or guaranteed by the State or the United States or any
agency or instrumentality thereof. The Authority has determined by resolution that Section 26.1 of
the Act, as amended, which requires the Governor to submit to the General Assembly the amount
certified by the Authority as being required to pay debt service on its bonds because of insufficient
meneys available for such payments, shall not apply to the Offered Bonds.

The Act provides that any pledge, assignment, lien or security interest made pursuant to the Act,
which includes the pledge and security interest made pursuant to the Indenture and any Series Supplemental
Indenture, shall be valid and binding and immediately effective upon its being made or granted without any
physical delivery, filing, recording or further act. The pledge, assignment, lien and security interest shall be
vatid and binding as against, and shall be superior to any claims of any others having claims of any kind
against the Authorify or any other perscn, irrespective of whether such other parties have notice of the
pledge, assignment, lien or security interest.

Except for the issuance of Bords pursuant to the indenture, the Authority has covenanted that it
shall nct make or grant any pledge, assignment, lien or security interest in any of the Trust Estate which
is senior to or on a parity with the security provided by the Indenture. Except with respect to
Subordinate Bonds, and except as expressly provided in or pursuant to the Indenture, all security for the
Bonds under the Indenture shall be for the equal and proportionate benefit of the obligations of the
Authority on all Bonds. Nonetheless, the Authority may issue a Series of Bonds which may be secured
by a credit facility or a bond insurance policy securing only such Series of Bonds or a portion of such
Series of Bonds as determined by the applicable Series Supplemental Indenture,

Revenues

Under the Indenture, “Revenues” means all money received by or on behalf of the Authority or the
Trustee representing (i} principal and interest and related payments on Acquired Bonds and Loans,
payments of service and other fees or charges to the Authority with respsct to Loans, payments on Loans to
reimburse the Authority for costs of issuance of Bonds (or other costs of the Authority with respect to
Bonds payable from the Revenue Fund) and also including, without limitation, Loan Prepayments,
Acquired Bond Redemption Receipts and Recovery Payments; (if) Acquired Development Operating
Income; (iii) Insurance Proceeds; (iv) Proceeds; (v} any Derivative Payments by a counterparty with respect
to a Series of Bonds to the extent the related Series Supplemental Indenture provides for those Derivative
Payments to be included in Revenues; and (vi) subject to certain limitations contained in the Indenture,
inferest and other investment earnings received on the investment of amounts in any Account or Fund (other
than the Acquired Development Fund or the Rebate Fund), all in the manner and to the extent described in
the Indenture and the Series Supplemental Indentures. Except as provided in a Series Supplemental
Indenture, Revenues do not include (a) discount, points or ofher initial Loan fees charged by the Authority;
(b) any payment of interest on a Loan or other payment with respect to a Loan to the extent to be used for
paying mortgage insurance premiums or other fees for credit enhancement of the Loan; or (¢} Development

Receipts.




The Authority shall immediately transfer all Revenues received by it, other than Acquired
Development Operating Income, to the Trustee. All Revenues received by the Trustee shall be deposited
in the Revenue Fund.

Acquired Bonds

The Offered Bonds will also be secured on a parity basis by a pledge of all right, title and interest
of the Authority in and to the Acquired Bonds. “Acquired Bonds” means any bond or other obligation of
the Authority not Issved pursuant to the Indenture that & Series Supplemental Indenture authorizes the
Authority to acquire with amounts deposited in the Funds and Accounts (as specified in the Series
Suppiemental Indenture) and includes any instrument evidencing an ownership interest in or security for
such obligation. :

The Offered Bonds Series Supplemental Indenture authorizes the acquisition of the Acquired
MFHB Bonds and the Acquired HDB Bonds.

Acquired MFHB Bonds. As further described under “PLAN OF FINANCE,” the Acquired
MFHB Bonds will be issued under the MFHB Resolution to redeem certain of the Refunded MFHB

Bonds.

Most of the MFHB Developments are subject to full or partial project-based Section 8 subsidies,
or are subject to FHA mortgage insurance, or both. See Appendices F and G for descriptions of these
programs. These programs are material to the Authority’s ability to pay debt service on the bonds issued
under the MFHB Resolution, including the Aequired MFHB Bonds.

The Acquired MFHB Bonds will be the general obligation of the Autherity, although not all
bonds issued under the MFHB Resolution are the general obligation of the Authority. Section 26.1 of the
Act will not apply to the Acquired MFHB Bonds, but does apply to other series of bonds issued under the
MFHB Resolution. Together with other bonds previously issued and outstanding under the MFHB
Resolution and boads that may be issued in the future under the MFHB Resolution, the Acquired MFHB
Bonds are secured on a parity basis by a pledge of revenues of the Authority derived from MFHB
Developments and by a pledge of mortgage loans relating to the MFHB Developments. Revenues under
the MFHB Resclution include all income to the Authority in its capacity as mortgagee derived from
MFHB Developments including, but not limited to, acquired development operating income, mortgage
repayments (including the portion of any government assistance or subsidy payments received by or
pledged to the Authority in its capacity as mortgagee or received by or pledged to the trustee under the
MFHB Resolution in its capacity as such frustee) and investment earnings on funds and accounts
established by the MFHB Resolution and transferred to the bond fund pursuant to the MFHB Resofution,
but excluding prepayments, recovery payments, acquired development receipts, escrow payments and
any development loan fee received by the Authority at the time of initial issuance of funds to a
mortgagor. Although not required by the MFHB Resolution, the Authority has required the owner of
cach MFHB Development that is the subject of Section 8 housing assistance payments to enter info an
agreement to pledge the Section 8 housing assistance payments as security for the mortgage loan on the
MFHB Development.




The MFHB Resolution establishes a debt service reserve fund for the purpose of paying principal
and redemption price, if any, of and sinking fund installments and ioterest on bonds maturing and
becoming due for the payment of which other moneys are not available under the MFHB Resclution.
See “THE MFHB BONDS AND SECURITY AND SOURCES OF PAYMENT FOR THE MFHB
BONDS ~ Debt Service Reserve Fund” in Appendix C for a further discussion of the debt service reserve
fund under the MFHB Resolution.

The MFHB Resolution provides for use of prepayments and recovery payments for payment or
redemption of bonds of the series that was issued to finance or refinance the MFHB Development with
respect to which such amounts are derived, or for the financing of one or more mortgage loans. For
information regarding the special redemption of the Acguired MFHB Bonds at par, see “Acquired
MFHB Bonds™ in Appendix C.

For further information regarding the MFHB Resolution, the security and sources of payment for
the Acquired MFHB Bonds, the MFHB Mortgage Loans and the MFHB Developments, see Appendices
Band C.

Acquired HDB Bonds. As further described under “PLAN OF FINANCE,” the Acquired HDB
Bonds will be issued under the HDB Resolution to refund the Refunded HDB Bonds.

Most of the HDB Developments are entitled to interest reduction paymenis by HUD under
Section 236 of the 1937 Housing Act for all or a portion of the units in the development. One HDB
Development is subject to Section 8 subsidies, See Appendix F for a description of the Section 236
program and the Section 8 program. This program is material to the Authority’s ability to pay debt
service on the bonds issued under the HDB Resolution, including the Acquired HDB Bonds.

The Acquired HDB Bonds will be the general obligation of the Authority. Section 26.1 of the
Act will not apply to the Acquired HDB Bonds, but does apply to all other series of bonds previcusly
issued under the HDB Resolution. Together with other bords previously issued and outstanding under
the HDB Resolution and bonds that may be issued in the future under the HDB Resolution, the Acquired
HDB Bonds are secured on a parity basis by a pledge of the mortgages securing the mortgage loans made
from the proceeds of bonds issued under the HDB Resolution and the morigage repayments received by
the Authority with respect to such mortgage loans, the fees and charges imposed by the Authority upon
mortgagors pursuant to the mortgages and the Act, all moneys and investments in the funds and accounts
established by the HDB Resolution, including the capital reserve fund established and maintained for the
beneflt of the holders of bonds issued under the HDB Resclution and the Authority Reserve Fund, and all
Section 236 Payments received by the Authority on the HDB Developments.

The HDB Resolution establishes a debt service reserve fund for the purpose of paying principal

. and redemption price, if any, of and sinking fund installments and interest on bonds maturing and
becoming due for the payment of which other moneys are not available under the HDB Resolution. See
“THE HDB BONDS AND SECURITY AND SOURCES OF PAYMENT FOR THE HDB BONDS —
Capital Reserve Fund” in Appendix E for a further discussion of the debt service reserve fund under the

HDB Resolution,
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The HDB Resolution provides for use of prepayments and recovery payments for payment or
redemption of bonds of the series that was issued to finance or refinance the HDB Development with
respect to which such amounts are derived, or for the financing of one or more mortgage loans. For
information regarding the special redemption of the Acquired HDB Bonds at par, see “Acquired HDB
Bonds” in Appendix E.

For further information regarding the HDB Resolution, the security and sources of payment for
the Acquired HDB Bonds, the HDB Mortgage Loans and the HDB Developments, see Appendices D and
E.

Loans

The Offered Bonds will also be secured on a parity basis by z pledge of certain rights of the
Authority in and to the Loans and security for rights in Loans that are pledged as part of the Trust Estate.
“Loan” means any loan authorized by a Series Suppiemental Indenture financed with proceeds of Bonds or
other amounts deposited in the Funds and Accounts (as specified in the Series Supplemental Indenture} and
includes any instrument evidencinig an ownership interest in or securify for such loan and also includes any
loan firanced by any Obligations refunded by Bonds to the extent the Series Supplemental Indenture for
those Bonds so determines that such a foan shall be a Loan under this Indenture. A Loan may be a first
mortgage loan, a subordinate mortgage loan or an unsecured mortgage loan, and may be for a multi-family
development or a single family dwelling. The documents, instruments and agreements used to evidence or
secure Loans may differ from time to time at the discretion of the Authority. The Indenture does not
mandate any underwriting criteria for Loans.

As further described under “PLAN OF FINANCE - Loans” and “— Refunded FRHB Bonds,” the
Loans financed with proceeds of the Offered Bonds include one new Loan to one of the Financed
Developments and one existing Loan that will be pledged under the Indenture as a result of the
redemption of the Refunded FRHB Bonds.

Reserve Fund

The Indenture establishes a Reserve Fund to be used to pay debt service on Bonds other than
Subordinate Bonds or payments under Derivative Agreements relating to Bonds, other than Subordinate
Bonds, to the extent no other funds are available for that purpose. The Reserve Requirement, as of any
particular date of calculation, is equal to the sum of all amounts established as Series Reserve
~ Requirements in the Series Supplemental indentures for all Series of Bonds Outstanding. The Series
Reserve Requirement is an amount established by a Series Supplemental Indenture as the reserve
requirement for the Bonds of the Series while those Bonds are Outstanding, Series Suppiemental
Indentures for more than one Series of Bonds may establish a composite Series Reserve Requirement
applicabie to all those Series of Bonds.

A Series Suppiemental Indenture may provide that the Series Reserve Requirement with respect
to the applicable Series of Bonds may be funded in whole or in part through Cash Equivalents. Amounts
held in the Reserve Fund as of any date in excess of the Reserve Requirement, taking into account any
Cash Equivalents in the Reserve Fund, shall upon an Authority Request, be transferred to the Revenue
Fund, unless otherwise provided in the Series Supplemental Indenture.




The Offered Bonds Series Supplemental Indenture establishes a composite Series Reserve
Requirement for the Offered Bonds. That Series Reserve Requirement is an amount, from time to time,
equal to 1/4th of the maximum annual principal and interest on the Offered Bonds. For purposes of this
caloulation, a portion of the principal of and interest on the 1999 Series A Bonds will be excluded. The
exciuded principal and interest is the principal and interest on any 1999 Series A Bonds o the extent that
the Trustee holds 1999 Series A Acquired Bonds (as defined herein), the principal of and interest on
which are sufficient timely to pay the principal of and interest on the 1999 Series A Bonds to be so
excluded. As used herein “1999 Series A Acquired Bonds” means any Acquired Bonds acquired witl
amounts received upon the sale of the 1999 Series A Bonds or Acquired Bonds acquired with proceeds
of any other Series of Bonds, to the extent Acquired Bond Redemption Receipts with respect to Acquired
Bonds acquired with proceeds of 1999 Series A Bonds have been used to redeem or purchase the Bonds
of that other Series.

See “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE ~ Reserve Fund® for a
further discussion of the Reserve Fund.

The Acquired MFHB Bonds and the Acquired HDB Bonds have a claim to debt service reserve
funds established under the MFHB Resolution and the HDB Resclution. respectively, on a parity basis
with other bonds issued under those resolutions. See “THE MFHB BONDS AND SECURITY AND
SOURCES OF PAYMENT FOR THE MFHB BONDS - Debt Service Reserve Fund” in Appendix C for
a further discussion of the debt service reserve fund under the MFHB Resoiution and “THE HDB
BONDS AND SECURITY AND SOURCES OF PAYMENT FOR THE HDB BONDS ~ Capital Reserve
Fund” in Appendix E for a further discussion of the debt service reserve fund under the HDB Resolution.
Upen issuance of the Acquired MFHB Bonds and the Acquired HDB Bonds, the respective debt service
reserve fund requirements under the MFHB Resolution and the HDB Resolution will be met.

Rating Certificate; Cash Flow Certificates and Co mpliance Certificates

The Indenture allows the Authority to take various actions subject to filing with the Trustee a
Rating Certificate, a Cash Flow Certificate and/or a Compliance Certificate.

A Rating Certificate is a Certificate of an Authorized Representative filed with the Trustee, with
respect to certain actions to be taken by the Authority, that the Authority has been advised by each
Rating Agency that the Rating of that Rating Agency will not be reduced or withdrawn as a result of the
Authority taking that action. “Rating” means at any date the then existing rating of Bonds (other than
Subordinate Bonds) by a Rating Agency and, with respect to any Series of Bonds which has a rating
based on bond insurance or other similar credit support for that Series of Bonds, the then existing
underlying rating of such Bonds, without regard to such bond insurance or other similar credit support, as
determined by a Rating Agency or in such other manner as shall be acceptable to the Trustee and the
Authority.

A Cash Flow Certificate is a Certificate of an Authorized Representative stating that, as shown in
the cash flow projections included in the Certificate and based upon the assumptions stated in the
Certificate, there will at all times be available sufficient amounts in the Funds and Accounts, timely to
pay all principal of and interest on the Bonds and make Derivative Payments under the assumptions
stated in the Certificate for each set of then current cash flow scenarios (described below). Except as
_provided in the Series Supplemental Indenture, a Cash Flow Certificate for Bonds that are not
Subordinate Bonds need only show the sufficiency of amounts so as to pay debt service and to make
Derivative Payments for Bonds that are not Subordinate Bonds. The Cash Flow Certificate must include
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projections of the amounts available for payment of debt service on Bonds and of Derivative Payments
under the assumptions stated in the Certificate for each then current cash flow scenario and the

assumptions used in computing the projections.

The Cash Flow Certificate must set forth various cash flow scenarios, which are sets of stated
assumptions. Those assumptions include, without limitation, the following:

1. the timing and amounts of prepayments;

2. the timing and amounts of the receipt of payments of scheduled principal of and interest
on Loans and Acquired Bonds;

3. the investment return on Funds and Accounts;
4, availability of amounts in the Reserve Fund;
5. Expenses to be paid; and .

6. the form of any Supplementat Coverage.

The Cash Flow Certificate must also include a set of operating policies setting forth rules or
fimitations to be followed with respect to discretionary activities of the Authority under the Indenture
and Series Supplemental Indentures. Cash flow projections must take into account the financial position
of the Loans and Acquired Bonds as of the stated date of the projection, must be consistent with this
Indenture and the Series Supplemental Indentures and must assume compliance with the operating
policies set forth in the Cash Flow Certificate and the various Series Program Determinations.

A Compliance Certificate with respect to any action is a Certificate of an Authorized
Representative stating that the action complies with the operating policies of the Authority as sef forth in
the then current Cash Flow Certificate.

The actions for which filing a Rating Certificate is required are:

i issuing any Series of Bonds {except no Rating Certificate is required for the initial Series
of Bonds),
2. making certain supplements or amendments to a Series Supplemental [ndenture

including, without limitation, the Series Reserve Requirement, the payment and security
for Derivative Payments under a Derivative Agreement, the use of Cash Equivalents in
the Reserve Fund, Supplemental Coverage, Permitted Investments or Series Program

Determinations;

3 entering into any Derivative Agreement relating to any Series of Bonds after the date of
issuance of such Bonds; - :

4. remarketing any Bonds in connection with a change in tender period except as required
at the time of their issuance; or

5. releasing the pledge, assignment, lien or security interest of the Indenture*in Loans or
Acquired Bonds.




The actions for which either a Cash Flow Certificate or a Compliance Certificate must be filed
are:

l. any purchase or redemption of Bonds (other than mandatory redemption pursuant to
Sinking Fund Installments and certain purchases of Bonds in lieu of Sinking Fund
Installments);

2. certain withdrawals of amounts from the Revenue Fund free and clear of the pledge and
lien of the Indenture;

3. any amendment, encumbrance, sale or other disposition of any Loan or Acquired Bond
not in default or any restructuring or compromising of any Loan;

4. any use of Acquired Bond Redemption Receipts, Prepayments or Recovery Payments for
any use other than purchase or redemption of Bonds or payment of scheduled debt
service; or

5. any material change in any operating policies or assumptions set forth in the most recent
Cash Fiow Certificate.

See “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE — Rating Certificates,
Compliance Certificates and Cash Flow Certificates” for further information regarding Rating
Certificates, Compliance Certificates and Cash Fiow Certificates.

Certain Factors Affecting Multi-Family Loans

The ability of the Authority to pay the principal of and interest on the Bonds is dependent on the
revenues derived from Loans (and loans held under. the resolutions and indentures pursuant to which
Acquired Bonds are issued), including the timely receipt of debt service payments including, without
limitation, any Section 8 or Section 236 subsidies and the proceeds of any FHA mortgage insurance. The
ability of the owner of a development to make timely debt service payments depends upon a variety of
factors, including the achievement and maintenance of sufficient levels of occupancy, sound
management, timely receipt of any applicable subsidies, the ability to increase rents to cover increases in
operating expenses, including taxes, utility charges and maintenance costs, and changes in laws and
governmental regulations which affect the cost of operating the development.

In the case of developments subject to Section 8 subsidies, this ability to make timely debt
service payments may alsc be affected by the term of any Section 8 subsidy contract, which varies with
respect to any given development and in certain cases may be less than the term of the related mortgage
loan. There may be a default on a mortgage loan when there are substantial increases in operating costs
and either market conditions or HUD does not permit corresponding increases in rental Jevels on a timely
basis, or substantial reductions in occupancy or a reduction, loss or termination of Section 8 housing
assistance payments occurs. See Appendix F for a description of and recent developments regarding the
Section 8 program. .
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With respect to mortgage loans that are the subject of FHA mortgage insurance, under Section
221(d)(4) of the National ‘Housing Act and the regulations promulgated thereunder, upon proper
submission of a claim by the Authority and satisfaction of the process required for effecting a due
assignment of the mortgage loan to FHA, FHA will pay 99 percent of the outstanding principal amount
of the mortgage loan, less certain amounts which may be available to the Authority, plus interest on the
insurance benefits at the FHA debenture rate, from the date of default (in the case of a2 monetary default.
the date on which payment should have been received) to the date of the payment of the claim. The FHA
debenture rate for a development is fixed at the time of the initial endorsement of the mortgage note by
FHA. There can be no assurance that such debenture rate will be equal to or exceed the inferest rate on
the mortgage note. Payment of insurance benefits will be made in cash unless the mortgagee requests

. that insurance benefits be paid in debentures. Currently, with respect to the developments described in

Appendices B and E that are FHA-insured, the Authority has covenanted in the related series resolutions
pursuant to which such FHA-insured developments were financed to request payment in cash. ifa claim
is made under FHA mortgage insurance, the difference between the amounts due on the mortgage loan
and the insurance benefits may (with respect to that portion of the mortgage loan financed by bonds
secured by the Authority’s general obligation) be paid from the Authority Administrative Funds. See
Appendix G for a description of the FHA mortgage insurance program.

Derivatives

Except as expressly provided in a Series Supplemental Indenture, the Authority may from time
to time enter into one or more Derivative Agreements with respect to one or more Series of Bonds. As
provided in the related Series Supplemental Indenture, Derivative Payments payable by the Authority
under any Derivative Agreement, other than with respect to- Subordinate Bonds, may be payable from
moneys on deposit in the Debt Service Account and, with respect to Subordinate Bonds, the Subordinate
Bond Accounts, on a parity with, or, as provided in a related Series Supplemental Indenture, subcrdinate
to interest payments on related Bonds. Notwithstanding anything to the contrary contained in the
Indenture and as provided in the related Series Supplemental Indenture, Derivative Payments payable by
the Authority pursuant to a Derivative Agreement may be secured by and payable from moneys on
deposit in the Debt Service Account and the Subordinate Bond Accounts, on 2 parity with, or, as
provided in a related Series Supplemental Indenture, subordinate to interest payments on related Bonds;
provided, however, in no event shall any such Derivative Payment be paid with any amounts drawn
under the credit facility or bond insurance policy securing the related Bond or remarketing proceeds
derived from the related Bonds. Derivative Payments may include insurance premiums or insurance of
the Authority’s obligation to make such payments, as provided in the related Series Supplemental
[ndenture.

Additional Bonds

The indenture provides that Additional Bonds may be issued subject to certain conditions and
limitations. The Authority shall, at the time of issuance of a series of Additional Bonds, determine
whether such series of Additional Bonds shall be special, limited obligations of the Authority or shall be
general obligations of the Authority, to which its full faith and credit are pledged. Unless otherwise
provided in a Series Supplemental Indenture with respect to a series of Additicnal Bonds, Section 26.1 of
the Act shall not apply to any such series of Additional Bonds.
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In addition, except as may otherwise be provided in a Series Supplemental Indenture for
Subordinate Bonds, such Series of Additional Bonds shati be secured and be payatle on a parity with and
shall be entitled to the same benefits and security under the Indenture as all other Bonds issued under the
Indenture, including the Offered Bonds. Nonetheless, the Authority may issue a Series of Bonds which
may be secured by a credit facility or a bond insurance policy securing only such Series of Bonds or a
portion of such Series of Bonds as determined by the applicable Series Supplemental Indenture.

The Indenture does not limit the aggregate principal amount of Bonds which may be issued,
provided that the Authority does not exceed any limitation on the amount of its obligations established

by law,

Before any Series of Additional Bonds {other than Subordinate Bonds) may be issued, the
Authority must deliver to the Trustee a Rating Certificate.

State Certification

THE AUTHORITY HAS DETERMINED BY RESOLUTION THAT SECTION 26.1 OF
THE ACT, WHICH REQUIRES THE GOVERNOR TO SUBMIT TO THE GENERAL
ASSEMBLY THE AMOUNT CERTIFIED BY THE AUTHORITY AS BEING REQUIRED TO
PAY DEBT SERVICE ON ITS BONDS BECAUSE OF INSUFFICIENT MONEYS AVAILABLE
FOR SUCH PAYMENT, SHALL NOT APPLY TO THE OFFERED BONDS.

THE BOND INSURANCE POLICY

- The mformation contained below under this caption “THE BOND INSURANCE POLICY™ has
been furnished by the Bond Insurer, MBIA Insurance Corporation, and neither the Authority nor the
Underwriters have undertaken any independent investigation of the operations of the Bond Insurer. No
representation is made herein as to the accuracy or adequacy of such information or as to the absence of
material adverse changes in such information subsequent to the date hereof, Neither the Authority nor
the Underwriters make any representation as to the ability of the Bond Insurer to make payments in
accordance with the Bond Insurance Policy.

The summary of the terms of the Bond Insurance Policy set forth below does not purport to be
complete and is qualified in its entirety by reference to the Bond Insurance Policy, the form of which
appears in Appendix J. All capitalized terms used under such subcaption and not otherwise defined in
this Official Statement are used as defined in the form Bond Insurance Policy,

The Bond Insurance Policy unconditionally and irrevocably guarantees the full and complete
payment required to be made by or on behalf of the Authority to the Paying Agent or its successor of an
amount equal to (i) the principal of (either at the stated maturity or by an advancement of maturity
pursuant to a mandatory sinking fund payment) and interest on, the Offered Bonds as such payments
shall become due but shall not be so paid (except that in the event of any acceleration of the due date of
such principal by reason of mandatory or optional redemption or acceleration resuiting from default or
otherwise other than any advancement of maturity pursuant to a mandatory sinking fund payment, the
payments guaranteed by the Bond Insurance Policy shall be made in such amounts and at such times as
such payments of principal would have been due had there not been any such acceleration); and (Ii) the
reimbursement of any such payment which is subsequently recovered from any owner of the Offered
Bonds pursuant to a final judgment by a court of competent jurisdiction that such payment constitutes an
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avoidable preference to such owner within the meaning of any applicable bankiuptey law (a
“Preference’).

The Bond Insurance Policy does not insure against loss of any prepayment premium which may
at any time be payable with respect to any Offered Bond. The Bond Insurance Policy does not, under
any circumstance, insure against loss relating to: (i) optional or mandatory redemptions (other than
mandatory sinking fund redemptions); (ii) any payments to be made on an acceleraied basis; (iii}
payments of the purchase price of any Offered Bonds upon tender by an owner thereof, or (iv) any
Preference relating to (i) through (iii) above. The Bond Insurance Policy alse does not insure against
nonpayment of principal of or interest on any Offered Bonds resulting from the insolvency, negligence or
any other act or omission of the Paying Agent or any other paying agent for Offered Bonds,

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing
by registered or certified mail, or upon receipt of written notice by registered or certified mail, by the
Bond Insurer from the Paying Agent or any owner of an Offered Bond the payment of an insured amount
for which is then due, that such required payment has not been made, the Bond Insurer on the due date of
such payment or within one business day after receipt of notice of such nonpayment, whichever is later,
will make a deposit of funds, in an account with State Street Bank and Trust Company, N.A., in New
York, New York, or its successor, sufficient for the payment of any such insured amounts which are then
due. Upon preseatment and surrender of such Offered Bonds or presentment of such other proof of
ownership of the Offered Bonds, together with any appropriate instruments of assigniment to evidence the
assignment of the insured amounts due on the Cffered Bonds as are paid by the Bond insurer, and
appropriate instruments to effect the appointment of the Bond Insurer as agent for such owners of the
Offered Bonds in any legal proceeding related to payment of insured amounts on the Offered Bonds,
such instruments being in a form satisfactory to State Street Bank and Trust Company, N.A, State Street
Bank and Trust Company, N.A, shall disburse to such owners or the Paying Agent payment of the
insured amounts due on such Offered Bonds, less any amount held by the Paying Agent for the payment
of such insured amounts and legally available therefor.

The Bond Insurer is the principal operating subsidiary of MBIA Inc,, a New York Stock
Exchange listed company (the “Company™). The Company is not obligated to pay the debts of or claims
against the Bond lnsurer. The Bond Insurer is domiciled in the State of New York and licensed to do
business in and subject to regulation under the laws of alt 50 states, the District of Columbia, the
Commonwealth of Puerto Rico, the Commonsealith of the Northern Mariana Islands, the Virgin Islands
of the United States and the Territory of Guam. The Bond Insurer has two European branches, one in the
Repubtic of France and the other in the Kingdom of Spain. New York has faws prescribing minimum
capital requirements, limiting classes and concentrations of investments and requiring the approval of
policy rates and forms. State laws also regulate the amount of both the aggregate and individual risks
that may be insured, the payment of dividends by the Bond Insurer, changes in control and transactions
among affiliates. Additionaily, the Bond Insurer is required to maintain contingency reserves on its
liabilities in certain amounts and for cerfain periods of time.

Effective February 17, 1998, the Company acquired all of the outstanding stock of Capital
Markets Assurance Corporation (“CMAC”) through a merger with its parent CapMAC Holdings lne.
Pursuant to a reinsurance agreement, CMAC has ceded all of its net insured risks (including any amounts
due but unpaid from third party reinsurers), as well as its unearned premiums and contingency reserves
to the Bond Insurer. The Company is not obligated to pay debts of or ¢laims against CMAC.

T
b ]




. As of December 31, 1997, the Bond Insurer had admitted assets of $5.3 billion (audited), total
liabilities of $3.5 billion (audited), and total capital and surplus of $1.8 billion (audited) determined in
accordance with statutory accounting practices prescribed or permitted by insurance regulatory
authorities. As of September 30, 1998, the Bond Insurer had admitted assets of $6.3 billion (unaudited),
total liabilities of $4.1 billion (unaudited), and total capital and surplus of $2.2 billion (unaudited)
determined in accordance the statutory accounting practices prescribed or permitted by insurance
regulatory authorities.

Furthermore, copies of the Bond Insurer’s year end financial statements prepared in accordance
with statutory accounting practices are available without charge from the Bond Insurer. A copy of the
Annual Report on Form 10-K of the Company is available from the Bond Insurer or the Securities and
Exchange Commission. The address of the Bond Insurer is 113 King Street, Armonk, New York 10504.
The telephone number of the Bond Insurer is (914) 273-4545.

Moody’s Investors Service, Inc. (*"Moody’s”) rates the financial strength of the Bond Insurer
“Aaa”

Standard & Poor’s Ratings Services, a division of The McGraw-Hill Companies, Inc. (“S&P*)
rates the financial strength of the Bond Insurer “AAA.”

Fitch IBCA, Inc. (formerly known as Fitch Investors Service, L.P.} (“Fitch™) rates the financial
strength of the Bond Insurer “AAA”

Each rating of the Bond Insurer should be evaluated independently. The ratings reflect the
respective rating agency’s current assessment of the creditworthiness of the Bond Insurer and its ability
to pay claims oo its policies of insurance. Any further explanation as to the significance of the above
ratings may be obtained only from the applicable rating agency.

The above ratings are not recommendations to buy, sell or hold the QOffered Bonds, and such
rating may be subject to revision or withdrawal at any time by the rating agencies. Any downward
revision or withdrawal of any of the above ratings may have an adverse effect on the market price of the
Offered Bends. The Bond Insurer does not guaranty the market price of the Offered Bonds nor does it
guaranty that the ratings on the Offered Bonds will not be revised or withdrawn.

THE OFFERED BONDS
General

The Offered Bonds will be dated March 1, 1999, and will bear interest from their date payable
semiannually on each January 1 and July I, with the first interest payment date being January |, 2000, at
the rates per annum, and will mature on the dates and in the amounts, set forth on the inside cover page
of this Official Statement. The Offered Bonds are issuable only in registered form in denominations of
35,000 or any integral multiple thereof (“Authorized Denomination™).
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The Offered Bonds are issuable only as fully registered bonds initially registered in the name of
Cede & Co., as nominee for The Depository Trust Company, which will act as securities depository for
the Bonds. For a description of the method of payment of the principal, premium, if any, and interest on
the Bonds, and matters pertaining to transfers and exchanges while the Bonds are in book-entry system,
see “THE OFFERED BONDS — Bock-Entry Only System.” For a description of matters pertaining to
transfers and exchanges while the Bonds are not in book-entry system, see “THE OFFERED BONDS ~
Registration, Transfer, Cwnership and Exchange of Bonds.”

If the Bonds are not in the book-entry system, the principal and Redemption Price of all Offered
Bonds shall be payable only to the Owner or the Owner’s legal representative at the designated corporate
trust office of the Trustee (or Master Paying Agent, if one is appointed and serving}, and payment of the
interest on each Offered Bond shall be made by the Trustee (or Master Paying Agent, if one is appointed
and serving) to the Owner by check mailed to the Owner at the Owner’s address as it appears on the
registration books or, if to the Owner’s designee, to the address of such designee. See "THE OFFERED
BONDS — Book-Entry Cnly System.”

Interest payable on the Offered Bonds on each interest payment date will be paid to the Owner
appearing on the registration books of the Authority or to the designee of such Owner on such date, by
check mailed to the Owner at the Owner's address as it appears on such registration books or, if to the
Owner's designee, to the address of such designee. See “THE OFFERED BONDS - Book-Entry Only

System.”
Registration, Transfer, Ownership and Exchange of Bonds

The transfer of any Offered Bonds may be registered only upon the books kept for that purpose
upon their surrender to the Trustee (or Master Paying Agent, if one is appointed and serving) together
with an assignment duly executed by the registered Owner or the Owner’s agent in such form as shall be
satisfactory to the Trustee or Master Paying Agent. Upon any such registration of an Offered Bond
transfer, the Authority shall execute and the Trustee or Master Paying Agent shall authenticate and
deliver in exchange for such Offered Bond a new Offered Bond or Offered Bonds, registered in the name
of the transferee, in any denomination or denominations authorized by the Indenture (*Authorized
Denominations™), in an aggregate principal amount equal to the principal amount of such Offered Bond
of same tenor and series and having a maturity and bearing interest at the same rate.

ln all cases in which Offered Bonds are exchanged or Offered Bonds are transferred by
registration, the Authority shall execute and the Trustee or Master Paying Agent shall authenticate and
deliver at the earliest practicable time Offered Bonds in accordance with the provisions of the Indenture.
All Offered Bonds surrendered in any-exchange or registration of transfer shall be cancelled by the
Trustee or Master Paying Agent. The Authority or, at the direction of the Authority, the Trustee or
Master Paying Agent may make a charge for the expense incurred in every such exchange or registration
of transfer of Offered Bonds, including a charge sufficient to reimburse it for any tax or other
governmental charge required to be paid with respect to such ekchange or registration of transfer.
Neither the Authority nor the Trustee or Master Paying Agent shall be required to make any such
exchange or registration of transfer of Offered Bonds during the 15 days (or such other period for Bonds
of a Series as provided in the related Series Supplemental Indenture) immediately preceding an interest
payment date on Offered Bonds, or, in the case of any proposed redemption of Offered Bonds,
immediately preceding the date of notice of that redemption, or after such Offered Bonds or any portion
of such Offered Bonds shall have been selected for redemption.
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The person in whose name any Offered Bond shall be registered shall be deemed and regarded as
the Owner of such Offered Bond for all purposes. Payment of or on account of the principal of and
interest on any Offered Bond of a Series shall be made only to its Owner or the Owner’s legal
representative, All such payments shall be valid and effective to satisfy and discharge the liability upon
such Offered Bond, including interest on it, to the extent of the sum or sums so paid.

Subject to, and in accordance with, the provisions described above, Offered Bonds, upon their
surrender at the designated corporate trust office of the applicable Trustee (or Master Paying Agent, if
one is appeinted and serving) together with an assignment duly executed by the Owner or that Owner’s
agent or legal representative in such form as shall be satisfactory to the Trustee (or Master Paying Agent,
if one is appointed and serving), may, at the option of their Owner, be exchanged for an equal aggregate
principal amount of Offered Bonds of like tenor and maturity, bearing interest at the same rate, of any
Authorized Denomination, :

Redemption
Snecial Redemption

1999 Series A Bonds. The 1999 Series A Bonds shall aiso be subject to redemption at the option
of the Authority, in any order of maturity as determined by the Authority, and within a maturity by lot, at
any time, in whole or in part, at their principal amount plus accrued interest, if any, to the Redemption
Date, fromn the following sources:

{1) Loan Prepayments and Recovery Payments with respect to any Loans {whether financed
' by Offered Bonds or other Bonds); :

(i) payments made by the Authority, to the extent Loan Prepayments or Recovery Payments
(excluding, in each case, amounts received for Bond redemption premium or other
redemption costs) to be used to redeem 1999 Series A Bonds are less than the
Outstanding principal amount of the Bonds that financed the portion of the Loans with
respect to which that Loan Prepayment or Recovery Payment was received;

(iif)  Acquired Bond Redemption Receipts of any Acquired Bonds (whether financed by
Offered Bonds or other Bonds) to the extent permitted by the terms of the Acquired
Bonds (but not including any proceeds of a voluntary sale of Acquired Bonds not in
default);

(iv)  moneys available from a reduction in the Reserve Requirement as a result of the
redemption or repayment of 1999 Series A Bonds;

{v) any money that the Trustee may pay to the Authority as described in clause (8) under the
caption “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE — Revenue
Fund,” upon filing of a Compliance Certificate or Cash Flow Certificate, as appropriate,
as further described under “SUMMARY OF CERTAIN PROVISIONS OF THE
INDENTURE - Rating Certificates, Compliance Certificates and Cash Flow
Certificates;”
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(v}  any amounts remaining in the 1999 Series A Account of the Program Fund as of 90 days
after the date of issuance of the 1999 Series A Bonds, as a result of a failure to make, in
whole or in part, the Loan to Columbia Lakes Apartments as described above under
“PLAN OF FINANCE - Loans™; and

(vil)  any money provided by the Authority, if, in the opinion of nationally recognized bond
counsel selected by the Authority, the redemption of the 1999 Series A Bonds is required
to prevent interest on them from being included in gross income of their owners for
federal income tax purposes or if there occurs a final decree or judgment of a federal
court, a determination of the Internal Revenue Service or an opinion of such bond
counsel, that interest on the 1999 Series A Bonds is or was included in gross income of
their owners within the meaning of the Code {except for gross income on 1999 Series A
Bonds held by a “substantial user” or “related person”™ within the meaning of the Code).

As used in the Indenture;

“Acquired Bond Redemption Receipts” means amounts received by the Trustee upon a redemption
(other than pursuant to Sinking Fund Instaliments) of an Acquired Bond, and amounts received upon a
voluntary sale of an Acquired Bond not in default.

“Loan Prepayments” means amounts received upon a voluntary payment of principal or interest
on & Loan including any prepayment penalty or other amounts due upon a prepayment of a Loan and
amounts received upon the encumbrance, sale or other disposition of Loans not in default. Loan
Prepayments may include, without limitation, voluntary prepayments from proceeds of new loans made
by the Authority, including new loans financed by Bonds or other obligations of the Authority. Loan
Prepayments may also include moneys received upon a voluntary sale or disposition by the Authority of
a Loan not in default, including a sale to secure obligations of the Authority other than Bonds.

“Recovery Payments” means amounts received with respect to any sale or enforcement of Loans or

. Acquired Bonds (other than Loan Prepayments or Acquired Bond Redemption Receipts) and received as

Proceeds or Insurance Proceeds. Recovery Payments also include any recovery from Supplemental
Coverage to the extent not included in Insurance Proceeds.

1999 Series C Bonds. The 1999 Series C Bonds shalt also be subject to redemption at the option
of the Authority, in any order of maturity as determined by the Authority, and within a maturity by lot, at
any time, in whole or in part, at their principal amount plus accrued interest, if any, to the Redemption
Date, from the following sources:

{i) Loar Prepayments and Recovery Payments with respect to the Loan to Columbia Lakes
Apartments as described above under “PLAN OF FINANCE — Louns™

(i) payments made by the Authority to the extent a Loan Prepayment or Recovery Payment
of the Loan to Columbia Lakes Apartments as described above under “PLAN OF
FINANCE — Loans™ is less than the Redemption Price of the 1999 Series A Bonds and
1999 Series C Bonds that financed the Loan;
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(iif)  moneys available from a reduction in the Reserve Requirement as a result of the
redemption or repayment of 1999 Series C Bonds;

{iv)  any money that the Trustee may pay to the Authority as described in clause (8) under the
caption “SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE — Revenue
Fund,” upon filing of a Compliance Certificate or Cash Fliow Certificate, as appropriate,
as further described under “SUMMARY OF CERTAIN PROVISIONS OF THE
INDENTURE - Rating Certificates, Compliance Certificates and Cash Flow
Certificates;” and

(v} any amounts remaining in the 1999 Series C Account of the Program Fund as of 90 days
after the date of issuance of the 1999 Series C Bonds, as a result of a failure to make, in
whole or in part, the Loan to Columbia Lakes Apartments as described above under
“PLAN OF FINANCE - Loans.”

A Loan Prepayment for the Columbia Lakes Loan may include, without limitation, a voluntary
prepayment from proceeds of a new foan made by the Autlority, including a new Ioan financed by Bonds
or other obligations of the Authority., Loan Prepayments may also inciude moneys received upon a
voluntary sale or disposition by the Authority of the Columbia Lakes Loan to the extent it is not in
default, including a sale to secure obligations of the Authority other than Bonds.

Under the Loans for Columbia Lakes and Country Club Heights, the borrowers have agreed that
without the consent of the Authority they will not make any Loan Prepayment until an agreed upon date.
The mortgage loans for the other Financed Developments contain similar agreements or prolibit
prepayment. For the dates on and after which those Loans and the mortgage loans for the other Financed
Developments can be prepaid without the consent of the Authority, see the table below. After the
specified date, those loans may be prepaid without the consent of the Authority, subject to compliance
with certain provisions of the Act and the Indenture {or in the case of the Acquired Bonds, the MFHB
Resclution or the HDB Resolution, as applicable). The Authority may consent to a veoluntary
prepayment {which could be financed by proceeds of a new mortgage loan from the Authority) prior to
such date in which event the Offered Bonds will be calied for special redemption at par, subject only to
the restrictions set fortlh in the Act and the Indenture {or in the case of the Acquired Bonds, the MFHB
Resolution or the HDB Resolution, as applicable).
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Approximate Unpaid Earliest

Curent Principal Balance Optional

Mortgage Mortgage Allocable to the Prepayment

Loan No, Name of Development Rate ! " Qffered Bonds ! Date
ML-1 Harper Square 5.53% - $ 9,092,447 7/1/84
ML-2 Winfield Village | 5.53 1,652,406 378192
ML-3 Vermilion Gardens 553 2,314,337 :
ML-4 Huntington Square Apartments 5.53 3,899,971 :
ML-6 University Village 1 553 2,660,194 2
ML-7 Lancaster Heights 5.53 2,068,823 !
ML-13 Cumberland Green 5.53 2,792,392 11/13/93
ML-209 HiCA Redevelopment Project 8.30 5,065,063 12/1/98
ML-216 Austin Renaissance 8.30 2,781,867 11/1/97
ML-28 Country Club Heights 5.15 3,867,128 4/29/%6
ML-199 Columbia Lakes Apartments 59514 6,300,000 5/1/2005

Total § 42,498,628

. As of December 31, 1998, except with respect to the interest rates for Country Club Heights and
Columbia Lakes Apartments and the principal balance of the Columbia Lakes Apartments Loan, which
are as of the date of issuance of the Offered Bonds.

2. The borrower has no right to prepay this loan. _

3. The earliest optional prepayment date is the date of redemption of the Refunded HDB Bonds, which will

oceur on or before July 1, 1999.

4. This interest rate is a composite rate based upon two notes, one of which bears interest only at 5.30
percent with respect to $5,680,000 in principal amount, and the other of which bears interest at 15.89
percent with respect to $620,000 in principal amount and amortizes in 61 months. The interest rate on
the first note increases fo 6.21 percent and commences amortization after 61 months.

Loans in the aggregate outstanding principal amount of $25,255,303 {as of December 31,
1998) are past their respective earliest optional prepayment dates, and, accordingly, may be
prepaid at any time without the consent of the Aunthority, Such prepayments may result in the
special redemption of Offered Bonds at par as described above.

See the information under the caption “PLAN OF FINANCE - Loans” and “— Refunded FRHB
Bonds” for certain information regarding the right to prepay the Loans for Columbia Lakes Apartments
and Country Club Heights, and the amount that the respective borrowers are required fo pay in the event
of such a prepayment. See the "THE MFHB BONDS AND SECURITY AND SOURCES OF
PAYMENT FOR THE MFHB BONDS — Covenants Relating to Mortgages — Prepayment” and "THE
HDB BONDS AND SECURITY AND SQURCES OF PAYMENT FOR THE HDB BONDS -
Covenants Relating to Mortgages” for certain information regarding the amount that the borrower is
required to pay in the event of a prepayment of a mortgage loan held under the MFHB Resolution and

the HDB Resolution, respectively.
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Moneys received from the prepayment of a Loan or the redemption of an Acquired Bond
may, upon filing a Cash Flow Certificate and delivery of a Bond Counsel Opinion, be used to make
other Loans or to purchase other Acquired Bonds in lieu of redeeming Offered Bonds as described
above. Any such new Loan or Acquired Bond will become security under the Indenture. No
assurances can be given that such moneys will be used to make new Loans or purchase other
Acquired Bonds.

Mandatory Sinking Fund Redemption. The 1999 Series A Bonds maturing on July 1, 2018, are
subject to mandatory redemption in part by lot, pursuant to Sinking Fund Installments on the dates and in
the amounts shown below, at a Redemption Price equal to the principal amount of the 1999 Series A
Bonds to be redeemed plus accrued interest to the date of redemption, without premium:

Sinking Fund Sinking Fund

Redemption Date Installment Redemption Date Instaliment
January 1, 2012 $1,460,000 July I, 2015 $ 750,000
July 1, 2012 1,495,000 January I, 2016 445,000
January 1, 2013 1,425,000 July 1, 2016 265,000
July i, 2013 1,565,000 January 1, 2017 275,000
January 1, 2014 _ 845,000 July §, 2017 290,600
July 1, 2014 920,000 - January 1, 2018 290,000
January i, 2015 670,000 July 1, 2018 % 300,000

+ Final maturity

The 1999 Series A Bonds maturing on July 1, 2030, are subject to mandatory redemption in part
by lot, pursuant tc Sinking Fund Installments on the dates and in the amounts shown below, at a
Redemption Price equal to the principal amount of the 1999 Series A Bonds to be redeemed plus accrued
interest to the date of redemption, without premium:

Sinking Fund Sinking Fund

Redemption Date Instaliment Redemption Date Instaliment
Janvary 1, 2019 § 70,000 January 1, 2025 § 95000
July 1, 2019 75,000 July 1, 2025 100,000
January 1, 2020 75,000 January 1, 2026 100,000

July 1, 2020 75,000 July 1, 2026 105,000
January 1, 2021 80,000 January 1, 2027 135,000
July 1, 2021 80,000 July 1, 2027 110,600
January 1, 2022 80,000 January 1, 2028 115,000
July 1, 2022 85,000 July 1, 2028 120,000
January 1, 2023 90,000 January i, 2029 - 40,000
July I, 2023 $0,000 July 1, 2028 40,000
January 1, 2024 50,000 January 1, 2030 45,000
July 1, 2024 95,060 July 1,2030 45,000

t Final maturity
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The 1999 Series A Bonds maturing on January 1, 2031, are subject to mandatory redemptien in
part by lot, pursuant to Sinking Fund Installments on the dates and in the amounts shown below, at a
Redemption Price equal to the principal amount of the 1999 Series A Bonds to be redeemed plus accrued
interest to the date of redemption, without premium:

. Sinking Fund Sinking Fund
Redemption Date Instaliment Redemption Date [nstaliment
January 1, 2019 ¥ 235,000 July 1, 2025 $ 330.000
July 1, 2019 245,000 January 1, 2026 340,000
January 1, 2020 245,000 July 1, 2026 350,000
July 1, 2020 255,000 January 1, 2027 360,000
January 1, 2021 265,000 July 1, 2027 370,000
July 1, 2021 273,000 January [, 2028 370,000
January 1, 2022 . 275,000 July 1, 2028 385,000
July 1,2022 285,000 ~ lanuvary 1, 2029 140,000
Januvary 1, 2023 263,000 July 1, 2029 140,000
July 1, 2023 ' 295,000 January 1, 2030 145,000
January 1, 2024 305,000 July 1, 2030 145,000
July 1, 2024 315,000 Yanuary 1,2031 T 200,000
January 1, 2025 325,600 :

t Final maturity

The 1999 Series C Bonds maturing on July 1, 2003, are subject to mandatory redemption in part
by lot, pursnant to Sinking Fund Instaliments on the dates and in the amounts shown below, at a
Redemption Price equal to the principal amount of the 1999 Series C Bonds to be redeemed plus accrued

interest to the date of redemption, without premium:

Sinking Fund Sinking Fund

Redempticn Date Installinent Redemption Date Installment
January 1, 2000 $ 75,000 January 1, 2002 § 80,000
July 1, 2000 75,000 July 1, 2002 80,000
January 1, 2001 75,600 January I, 2003 85,000
July 1, 2001 75,000 - July 1, 2003 1 90,000

T Final maturity

The Sinking Fund Instaliments on the Offered Bonds maturing on any date may be reduced by
the redemption of those Offered Bonds, other than pursuant to Sinking Fund Installments on the Offered
Bonds {or by the purchase of those Offered Bonds from money otherwise to be used for such a
redemption not pursuant to Sinking Fund Instaliments), on or prior to the due date of the particular
Sinking Fund Installments, as will be specified by the Authority. The total credit against Sinking Fund
Installments will equal the principal amount of the Offered Bonds so redeemed or purchased. The
Authority, at the time of giving notice to the Trustee of an election or direction to redeem Offered Bonds,
will specify any Sinking Fund Installments against which the redemption will be credited and the notice
of the redemption will also include that information. The Authority will determine the amounts and due
dates of the various Sinking Fund Installments against which the principal amount of Offered Bonds will
be credited in such manner that there will be no material adverse effect on the ability of the Authority to
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continue to pay the principal of and Sinking Fund Installments and interest on Offered Bonds remaining

Cutstanding,.

Optional Redemption. On or after March 1, 2009, the 1999 Series A Bonds may be called for
redemption at the option of the Authority, in any order of maturity as determined by the Authority, and
by lot within a maturity, in whole or in part at any time, from any moneys available for such purpose, at
the applicable Redemption Price (expressed as percentages of the principal amount to be so redeemed)
set forth in the table below plus accrued interest, if any, to the date fixed for redemption:

Redemption Period Redemption
(both dates inclusive) Price
March 1, 2009 through February 28, 2010 .o.iviicieoereeeeeeeeeeen. 101.00%
March |, 2010 through February 28, 2017 oo vveenae, 100.50
March I, 2011 and thereafter ...t eereses st 100,00

The Authority may also redeem, at par without premium, all or any portion of the Offered Bonds
at any time under the circumstances described above under the subheading “Special Redemption." The
Authority must file with the Trustee either a Compliance Certificate or a Cash Flow Certificate, as
appropriate, prior to the optional redemption of the Offered Bonds in the manner described above.

General Redemption Provisions

As long as the Offered Bonds are held by Cede & Co., as nominee of The Depository Trust
Company, New York, New York {“DTC”), notice of any redemption will be mailed not less than 30 days
and not more than 90 days prior to the date set for redemption, Such notices will be furnished to DTC.
The Authority has been informed that DTC will in turn forward the information to Direct Participants (as
defined below), which will then provide the appropriate notification to Indirect Participants and
Beneficial Owners (as defined below). Failure to so mail any such notice to DTC or any Bondowner (as
defined below) will not affect the validity of the proceedings for the redemption of the Offered Bonds.
Failure of DTC or any Direct or Indirect Participant to provide notice to any Beneficial Owner
will not affect the validity of the proceedings for the redemption of the Offered Bonds.

“Bondowner” as used herein, means the registered owner of any Offered Bond. As iong as DTC
is the securities depository of the Offered Bonds, such Bonds will be registered in the name of Cede &
Co., as the nominee of DTC, and the certificates for the Offered Bonds will be held by DTC.

If the Offered Bonds are not held by the nominee of DTC or the nominee of any successor
securities depository, at least 30 days but not more than 90 days before the redemption date of any
‘Offered Bonds, the Trustee {or Master Paying Agent, if one is appointed and serving) shail cause a notice
of any such redemption, either in whole or in part, signed by the Trustee (or Master Paying Agent, if one
is appointed and serving) to be mailed, first class postage prepaid, to all Registered Owners of Offered
Bonds to be redeemed at'their addresses as they appear on the registration books kept by the Trustee (or
Master Paying Agent, if one is appointed and serving). Each notice of redemption shall set forth the date
fixed for redemption, the Redemption Price to be paid, the place or places where amounts due upoit such
redemption will be payable and, if less than all of the Offered Bonds then Qutstanding are cailed for
redemption, the series or subseries, the maturities and the distinctive numbers, if any, of such Offered
Bonds 1o be redeemed and, in the case of Offered Bonds to be redeemed in part only, the portion of the
principal amount to be redeemed. The notice of redemption may be conditional. If conditional, the
notice shall set forth in summary terms the conditions precedent to such redemption and that if such
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conditions have not been satisfied on or prior to the redemption date, such notice shall be of no force and
effect and such Offered Bonds shall not be redeemed. If such conditions are not satisfied, or if the
Authority by written notice to the Trustee and the Master Paying Agent given prior to the date fixed for
redemption revokes the redemption (other than 2 mandatory redemption), the redemption shall not be
made and the Trustee {or Master Paying Agent, if one is appointed and serving) shal within a reasonable
time give notice to the affected Owners, in the manner in which the notice of redemption was given, that
such conditions were not satisfied. An affidavit of the Trustee (or Master Paying Agent, if one is
appointed and serving) of mailing the notice of redemption shall be conclusive and binding upon the
Authority and owners of the Offered Bonds. Once notice is sent in accordance with the provisions of the
Indenture, it shall be effective whether or not received by a2 Bondowner. [f any Offered Bond is to be
redeemed in part only, the notice of redemption which refates to such Offered Bend shall state also that
on or after the redemption date, upon surrender of such Offered Bond, a new Offered Bond of the same
maturity and series, bearing interest at the same rate and in principal amount equal to the unredeemed
portion of such Offered Bond, will be issued. '

On the designated redemption date, if (i) the conditions precedent, if any, to such redemption
have been satisfied, (ii) the required notice has been given or waived, and (iii} with respect to a
redemption other than a mandatory redemption, if sufficient money to pay the Redemption Price and
accrued interest are held by the Trustee in trust for the Owners of the Offered Bonds or portions of
Offered Bonds to be redeemed, the Offered Bonds or portions of Offered Bonds so called for redemption
shall become and be due and payable -at their Redemption Price, such Offered Bonds or portions of
Offered Bonds shall cease to be Qutstanding, interest on the Offered Bonds or portions of Offered Bonds
so called for redemption shall cease to accrue, such Offered Bonds or portions of Offered Bonds shall
cease to be entitled to any benefit or security under the Indenture and the Gwners of such Offered Bonds
or portions of Offered Bonds shail have no other rights except to receive payment of the Redemption
Price and the accrued interest on such Offered Bonds to the date of redemption and, to the extent
applicable, to receive Offered Bonds for any unredeemed portion of Offered Bonds.

I Jess than all of the Offered Bonds of one Series (and subseries, if applicable) and one maturity
bearing the same interest rate {and otherwise of like tenor) are called for redemption, the particular
Offered Bonds of such Series (and subseries if applicable) and maturity bearing the same rate of interest
(and otherwise of like tenor) to be redecmed shall be selected not later than 45 days prior to the date
fixed for redemption or such lesser number of days as shall be acceptable to the Trustee and the Master

Paying Agent in such manner as directed by the Authority. If no such direction is received by the .

Trustee (or Master Paying Agent, if one is appointed and serving), it shall select the Offered Bonds to be
redeemed by lot or in such other manner as it in its discretion may determine. The portion of Offered
Bonds of any Series {and subseries, if applicable) to be redeemed shall be in the minimum Authorized
Denomination, and in selecting Offered Bonds for redemption, the Trustee (or Master Paying Agent, if
one is appointed and serving) shall treat each Offered Bond as representing that number of Offered
Bonds which is obtained by dividing the principal amount of such Offered Bend by such minimum

Authorized Denomination.
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If less than all of the Cutstanding Offered Bonds that are Term Bonds of any one maturity of a
Series (or subseries, if applicable) are purchased for canceliation or called for redemption {other than in
satisfaction of Sinking Fund Instaliments), the principal amount of such Term Bonds that are so
purchased or redeemed shall be credited, to the extent practicable, except as otherwise provided in an
Authority Request, against all remaining Sinking Fund Installments for the Term Bonds of such Series
(and subseries, if applicable) and maturity in the proportion which the then remaining balance of each
such Sinking Fund Installment bears to the total of all Offered Bonds of such Series (and subseries, if
applicable} and maturity then Qutstanding. A Master Paying Agent shall notify the Trustee in writing of
its selection of Offered Bonds to be redeemed as provided in this paragraph and the Trustee shall provide
the Master Paying Agent with all necessary information as to the Outstanding Offered Bonds for that
selection to be made,

If part but not alf of an Outstanding Offered Bond is selected for redemption, the Owner of such
Offered Bond or the Owner’s agent or legal representative shall present and surrender such Offered Bond
(with, if the Authority or the Trustee (or Master Paying Agent, if one is appointed and serving) so
requires, due endorsement by, or a written instrument of transfer in form satisfactory to the Authority
and the Trustes (or Master Paying Agent, if one is appointed and serving) duly executed by the Owner or
the Owner’s agent or legal representative) to the Trustee {or Master Paying Agent, if one is appointed
and serving) for payment of the principal amount so called for redemption. The Autherity shall execute
and the Trustee (or Master Paying Agent, if one is appointed and serving) shalf authenticate and deliver
to or upon the order of such Owner or his legal representative, without charge, a new Offered Bond for
the unredeemed portion of the principal amount of the Offered Bond so surrendered. Such new Offered
Bond shall be issued in any Authorized Denomination at the option of such Owner or the Owner’s agent,
shall be of the same maturity and subseries, shall bear interest at the same rate and shall otherwise be of
same tenor as the Offered Bond partially redeemed.

Book-Entry Only System

The information in this section concerning DTC and DTC’s book-entry only system has
- been obtained from sources the Authority and the Underwriters believe to be reliable, but neither
the Autherity nor the Underwriters take any responsibilify for the accuracy or completeness
thereof.

The ownership of one fully registered Offered Bond for each maturity, each in the aggregate
principal amount of such maturity, will be registered in the name of Cede & Co., as nominee for DTC.
DTC is a limited-purpose trust company organized urder the New York Banking Law, a “banking
organization” within the meaning of the New York Banking Law, a member of the Federal Reserve
System, a “clearing corporation” within the meaning of the New York Uniform Commercial Code, and a
“clearing agency” registered pursuant to the provisions of Section 17A of the Securities BExchange Act of
1934, DTC holds securities that its participants (“Participants™} deposit with DTC. DTC aiso facilitates
the settlement among Participants of securities transactions, such as transfers and pledges, in deposited
securities through electronic computerized book-entry changes in Participants’ accounts, thereby
eliminating the need for physical movement of securities certificates. Direct Participants include
securities brokers and dealers, banks, trust companies, clearing corporations, and certain other
organizations, DTC is owned by a number of its Direct Participants and by the New York Stock
Exchange, Inc., the American Stock Exchange, Inc., and the National Association of Securities Dealers,
Inc. Access to the DTC system is also available to others such as securities brokers and dealers, banks
and trust companies that clear through or maintain a custodial relationship with a Direct Participant,
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either directly or indirectly (“Indirect Participants™). The Rules applicable to DTC and its Participants
are on file with the Securities and Exchange Commission.

Purchases of the Offered Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the Offered Bonds on DTC’s records, The ownership interest
of each actual purchaser of each Offered Bond (“Beneficial Owner”) is in turn to be recorded on the
Direct and Indirect Participants’ records. Beneficial Owners will not receive written confirmation from
DTC of their purchase, but Beneficial Owners are expected to receive writfen confirmations providing
details of the transaction, as well as periodic statements of their holdings, from the Direct or Indirect
Participant through which the Beneficial Owner entered into the transaction. Transfers of ownership
interests in the Offered Bonds are to be accomplished by entries made on the books of Participants acting
on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their
ownership interests in the Offered Bonds, except in the event that use of the book-entry system for the
Offered Bonds is discontinued.

To facilitate subsequent transfers, all Offered Bonds deposited by Participants with DTC are
registered in the name of DTC’s partnership nominee, Cede & Co. The deposit of Offered Bonds with
DTC and their registration in the name of Cede & Co. effect no change in beneficial ownership. DTC
has no knowledge of the actual Beneficial Owners of the Offered Bonds; DTC’s records reflect only the
identity of the Direct Participants to whose accounts such Offered Bonds are credited, which may or may
not be the Beneficial Owners. The Participants will remain responsible for keeping account of their

holdings on behalf of their customers.

Conveyance of notice and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to Beneficial
Owners will be governed by arrangements among them, subject to any statutory or regulatory
requiremnents as may be in effect from time to time.

While the Offered Bonds are in the book-entry only system, redemption notices shall be sent to
Cede & Co. If less than all of the Offered Bonds are being redeemed, DTC's practice is to determine by
lot the amount of the interest of each Direct Participant in such issue to be redeemed.

Neither DTC nor Cede & Co. will consent or vote with respect to the Offered Bonds. Under its
usual procedures, DTC will mail an Omnibus Proxy to the Authority as soon as possible after the record
date. The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants
to whose accounts the Offered Bonds are credited on the record date {identified in a listing attached to

the Omnibus Proxy).

Principal and interest payments on the Offered Bonds will be made to DTC. DTC’s practice is to
credit Direct Participants’ accounts on the date payable in accordance with their respective holdings
shown on DTC’s records unless DTC has reason to believe that it will not receive payment on the date
payable. Payments by Participants to Reneficial Owners will be governed by standing instructions and
customary practices, as is the case with securities held for the accounts of customers in bearer form or
registered in “street name,” and will be the responsibility of such Participant and not of DTC, the Trustee
or the Authority, subject to any statutory or regulatory requirements as may be in effect from time to
time. Payment of principal and interest to DTC is the responsibility of the Authority or the Trustee,
disbursement of such payments to Direct Par:icipan'ts shall be the responsibility of DTC, and
disbursement of such payments to the Beneficial Owners shall be the responsibility of Direct and Indirect

Participants.
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DTC may discontinue providing its services as securities depository with respect to the Offered
Bonds at any time by giving reasonable notice to the Authority or the Trustee. Under such
circumstances, in the event that a successor securities depository is not obtained, certificates for the
Offered Bonds will be printed and delivered.

The Authority may decide to discontinue use of the system of book- -entry transfers through DTC
{or a successor securities depository). In that event, certificates for the Offered Bonds will be printed

and delivered,

DTC management is aware that some computer applications, systems, and the like for processing
data (“Systems”) that are dependent upon calendar dates, inciuding dates before, on, and after January 1,
2000, may encounter “Year 2000 problems.” DTC has informed its Participants and other members of
the financial community (the “Industry”) that it has developed and is implementing a program so that its
Systems, as the same relate to the timely payment of distributions (including principal and interest
payments) to bondhoiders, book-entry deliveries, and settlement of trades within DTC, continue to
function appropriately. This program includes a technical assessment and remediation plan, each of
which is complete. Additionally, DTC’s plan inciudes a testing phase. which is expected to be complete
within appropriate time frames.

However, DTCs ability to perform properly its services is also dependent upon other parties,
including, but not limited to issuers and their agents, as well as third-party vendors on whom DTC relies
for information or the provision of services, including telecommunications and electrical utility service
providers, among others. DTC has informed the [ndustry that it is contacting {and will continue to
contact) third-party vendors from whom DTC acquires services to: (i) impress upon them the
- tmportance of such services being Year 2000 compliant; and (ii} determine the extent of their efforts for
Year 2000 remediation (and, as appropriate, testing) of their services. In addition, DTC is in the process
of developing such contingency plans as its deems appropriate.

According to DTC, the foregeing information with respect to DTC has been provided to the
Industry for informational purposes only and is not intended to serve as a representation, warranty, or
contract medification of any kind.

THE TRUSTEE, ANY PAYING AGENT AND THE AUTHORITY WILL NOT HAVE
ANY RESPONSIBILITY OR OBLIGATION TO ANY PARTICIPANT, ANY PERSON
CLAIMING A BENEFICIAL OWNERSHIP INTEREST IN ANY OFFERED BOND UNDER OR
THROUGH DTC OR ANY PARTICIPANT, OR ANY OTHER PERSON WHICH IS NOT
SHOWN ON THE REGISTRATION BOOKS OF THE TRUSTEE AS BEING A BONDOWNER,
WITH RESPECT TO THE ACCURACY OF ANY RECQORDS MAINTAINED BY DTC OR ANY
PARTICIPANT, THE PAYMENT BY DTC OR ANY PARTICIPANT OF ANY AMOUNT IN
RESPECT OF PRINCIPAL OF OR PREMIUM, IF ANY, OR INTEREST ON ANY OFFERED
BOND, ANY NOTICE WHICH IS REQUIRED TO BE GIVEN TO BONDOWNERS UNDER
THE INDENTURE (EXCEPT IN CONNECTION WITH CERTAIN NOTICES OF DEFAULT
AND REDEMPTION), THE SELECTION BY DTC OR ANY PARTICIPANT OF ANY PERSON
TO RECEIVE PAYMENT.IN THE EVENT OF A PARTIAL REDEMPTION OF THE OFFERED
BONDS, OR ANY CONSENT GIVEN OR OTHER ACTION TAKEN BY DTC OR ITS
NOMINEE AS THE REGISTERED OWNER OF THE OFFERED BONDS.




Master Paying Agent and Trustee

The Authority has consolidated all paying agent, registraticn, transfer and exchange functions for
all of its outstanding bords (including the Offered Bonds) in a master paying agent {defined in the
Indenture as the “Master Paying Agent”} appointed from time to time by the Authority. Currently, the
Master Paying Agent for the Bonds is The First National Bank of Chicago, Chicago, Hlinois. The
Authority reserves the right to remove and appoint successor Master Paying Agents upon the same terms
and in the same manner as it may remove, and appoint, successor Trustees. All paying agent,
registration, transfer and exchange functions with respect to the Offered Bonds will be performed by the

Master Paying Agent.

The First National Bank of Chicago, Chicago, I{linois serves as Trustee under the Indenture.

The Indenture provides for the Trustee to perform certain duties with respect to the Offered
Bonds. The Trustee will perform certain fiduciary duties for the Bondowners, such as maintaining the
funds and accounts established under the Indenture. The foregoing notwithstanding, the duties of the
Trustee to the Bondowners of the Offered Bonds will run solely to DTC or its nominee as the registered
owner of the Offered Bonds, except in connection with certain notices of default and redemption.

SOURCES AND USES OF FUNDS

The estimated sources and uses of funds (net of accrued interest) in connection with the issuance
of the Offered Bonds are as follows:

Sources _
Offered Bond Proceeds $ 46,810,000
Other Sources 1,430,312
Total Sources $ _ 48240312
Uses

Loan b 6,300,000

Acquired MFHB Bonds 10,135,000

Acquired HDB Bonds 26,335,000

Refund Refunded FRHB Bonds 4,190,000

Deposit to Reserve Fund 210,000

Deposit to Debt Service Account _

for Capitalized Interest 41,240
Costs of Issuance ? 526,328
Underwriters’ Fee 502744
Total Uses $_ 48240312

1. Other sources include amounts made available under the MFHB Resolution, the HDB Resolution
and the FRHB Resotlution (such as, for example, discounts on the purchase of Acguired Bonds and
reserve fund reductions) as a result of the redemption of the Refunded MFHB Bonds, the Refunded
HDB Bonds and the Refunded FRHB Bonds. ‘

2, Includes a portion of the premium for the Bond Insurance Policy.
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FINANCED DEVELOPMENTS
General

Under the Indenture, the Authority issues its Bonds for the purpose of financing Developments
located throughout the State intended for occupancy principally by persons and families of low and
moderate income. The 11 Financed Developments will be financed directly or indirectly through the
issuance of the Offered Bonds. A schedule of these Developments is set forth below.

Description of Financed Developments
The following table sets forth for each such Financed Development the Mortgage Loan number,
the name, the location, the number of rertal units, the number of units subject to Section 8 assistance, the

unpaid principal amount of the Mertgage Loan, the percentage of occupancy, the maturity dates of the
respective Mortgage Loans, and the latest expiration dates of the respective Section § contracts,
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OTHER PROGRAMS
Other Multi-Family Mortgage Loan Programs

Information regarding the Authority’s other multi-family mortgage loan programs is provided
below for purposes of general reference only. Many of the deveiopments financed under these programs
depend upon subsidies by the United States Department of Housing and Urban Development (“HUD™)
under Section 8 (“Section 8”) of the United States Housing Act of 1937, as amended (the “1537 Housing

- Act”) to meet their mortgage loan payments to the Authority. There are several proposals currently
being discussed by HUD and members of Congress that could reduce or eliminate Section 8 subsidies.
The Authority is unable to predict the outcome of these discussions or their impact on developments
financed under these programs. For a further discussion of the multi-family mortgage loan programs, see
“FINANCIAL STATEMENTS — Note D — Program Loans Receivable,” “~ Note E — Bonds and Notes
Payable” and “— Note H — Other Liabilities” attached as Appendix A.

Multi-Family Program Bonds. Under this program the Authority issues Multi-Family Program
Bonds in series to make mortgage loans for the purpose of: (i} financing the acquisition, construction,
equipping, installation, renovation or rehabilitation of multi-family rental housing developments for
persons and families of low and moderate income in the State of IHinois, (i1} preserving the availability
of low and moderate income housing in existing developments, (iii) retiring outstanding Multi-Family
Program Bonds and (iv) retiring other indebtedness of the Authority or other Persons issued for the
purpose of financing or refinancing a development. The devefopments financed from the proceeds of the
outstanding Multi-Family Program Bonds are fully or partiaily subsidized by HUD under Section 8 of
the 1937 Housing Act, although it is not a requirement of this program that such developments or
developments te be financed under this program in the future be subsidized. The bonds issued under this
program (other than the two series issued in 1996) are general obligations of the Authority, but are not
subject to certification pursuant to Section 26.1 of the Act. The two most recent series of these bonds are
not general obligations of the Authority or subject to certification pursuant to Section 26.1 of the Act.
However, there is a partial pledge of the Authority’s general obligation to secure the Authority’s
reimbursement obligations to the provider of the bond insurance insuring such series of bonds.

Multi-Family Housing Bonds. Under this program, the Authority finances muiti-family housing
mortgage loans to provide for the construction or rehabilitation and permanent financing of rental muiti-
family housing deveiopments through the issuance of Multi-Family Housing Bonds and Multi-Family
Housing Bond Anticipation Notes. Housing developments so financed are designed primarily for.
occupancy by persons and families of low and moderate income and, generally, the multi-family housing
mortgage loans are made for deveiopments which are or are expected to be the subject of future housing
assistance payments by HUD under Section 8 of the 1937 Housing Act, for all or a portion of the units
therein, or FHA mortgage insurance under Section 221(d)(4) of the National Housing Act of 1934, as
amended. All but a series of these bonds issued in 1995 are general obligations of the Authority and
subject to certification pursuant to Section 26.1 of the Act. However, there is a partial pledge of the
Authority’s general obligation to secure the Authority’s reimbursement obligations to the provider of the
bond insurance insuring such series of these bonds issued in 1995, The Acquired MFHB Bonds will be
issued ‘and secured under this program and will be the general obligations of the Authority, but not
subject to certification pursuant to Section 26.1 of the Act.
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Affordable Housing Program Trust Fund Bonds. "The Authority is designated the administrator
of the lilinois Affordable Housing Program. The program is funded by the Iilinois Affordable Housing
Trust Fund with funds geperated by an increase in the State real estate transfer tax. The Authority is
authorized to pledge an aggregate of $10 million annually of the revenues and amounts on deposit or to
be deposited to the Affordable Housing Trust Fund as security for affordable housing bonds that the
Authority issues under this program to finance low and very low income single-family and multi-family
housing. The Authority has pledged and may in the future pledge its general obligation in certain limited
respects as security for some of these bonds, but such bonds are not and will not be subject to
certification under Section 26.1 of the Act.

Housing Development Revenue Bonds. Under this program, the Authority finances housing
development mortgage loans to provide for the permanent financing of muiti-family housing
developments through the issuance of Housing Development Revenue Bonds. Developments so
financed are designed primarily for occupancy by persons and families of low and moderate income and
the mortgage loans are the subject of FHA mortgage insurance under Section 221(d){4} of the National
Housing Act of 1934, The Authority does not plan to issue additional Housing Development Revenue
Bonds. These bonds are general obligations of the Authority and subject to certification pursuant to
Section 26.1 of the Act.

Housing Development Bonds. Under this program, housing development morigage loans provide
for the construction or rehabilitation and permanent financing of rental multi-family housing
developments through the issuance of Housing Development Bonds and Housing Development Bond
Anticipation Notes. Housing developments 50 financed are designed primarily for occupancy by persons
and families of low and moderate income and, generally, the housing development mortgage ioans are
made for developments which are entitled to interest reduction payments by HUD under Section 236 of
the 1937 Housing Act for all or a portion of the units in the development. These bonds are general
obligations of the Authority and subject to certification pursuant to Section 26.1 of the Act. The
Acquired HDB Bonds will be issued and secured under this program and will be the general obligations
of the Authority. but not subject to certification pursuant to Section 26.1 of the Act.

Fived Rate Housing Bonds. These bonds provided permanent financing for and financed
mortgage loan increases for developments designed primarily for occupancy by persons and families of
low and moderate income. These bonds are general obligations of the Authority and subject t0
certification pursuant to Section 26.1 of the Act. The Refunded FRHB Bonds were issued under this

program. See “PLAN OF FINANCE.”

Muiti-Family Variable Rate Demand Bonds. The Authority established this new program 10
assist in the construction, rehabilitation and permanent financing of multi-family, rental developments
intended for occupancy principally by persons and families of low and moderate income. The Authority
csued bonds for the first time under this program in April 1996, and used their proceeds and other
moneys to refund all of its then outstanding short termn commercial paper notes. These bonds are not the
general obligation of the Authority or subject to certification pursuant to Section 26.1 of the Act.
However, the reimbursement obligations to the bond insurer and the provider of the liquidity facility for
these bonds are the general obligation of the Authority, but not subject to certification pursuant to
Section 26.1 of the Act. .
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Multi-Family Housing Revenue Bonds. In November 1997, the Authority issued its Muiti-
Family Housing Revenue Bonds, Series 1997 (AMT) {Camelot Development) to pay or redeem certain
of the Authority’s outstanding Multi-Family Housing Bonds (proceeds of which were used to finance the
Camelot Development), pay or reimburse the Authority for costs of rehabilitation and improvement of
the Camelot Development, and certain other uses. These bonds are general obligations-of the Authority
but are not subject to certification pursuant to Section 26.1 of the Act.

Risk Sharing Program. In June 1994, the Authority entered into a Risk Sharing Agreement with
HUD which permits the Authority to participate in HUD’s Pilot Risk Sharing Program. Under the Risk
Sharing Program, HUD will insure certain mortgage loans on multi-family housing developments (“Risk
Sharing Loans™). HUD has authorized the Authority to make-Risk Sharing Loans for multi-family
housing developments with, in the aggregate, up to 1,470 units. Under the Risk Sharing Agreement, the
Authority will underwrite Risk Sharing Loans following its underwriting guidelines, HUD will insure
these Risk Sharing Loans and will bear ten to 50 percent of the loss, as elected by the Authority, in the
event of a foreclosure. The Authority will bear the remainder of the risk. The Authority has made six
Risk Sharing Loans, and elected that HUD assume 50 percent of the loss with respect to those loans. The
Authority is currently reviewing a number of other applications for Risk Sharing Loans, and anticipates
entering into a commitments for, and closing, other Risk Sharing Loans in 1999,

Single Project Financings. The Authority issues from time to time special limited obligation
bonds to finance single projects as further deseribed in “FINANCIAL STATEMENTS - Note E — Bonds
and Notes Payable — Other Financings” and “~ Note K — Subsequent Events” attached as Appendix A.
These bonds are generally conduit financings and are not general obligations of the Authority or subject
to certification pursuant to Section 26.1 of the Act.

Single-Family Mortgage Purchase Programs

Information regarding the Authority’s single-family mortgage purchase programs is provided
below for purposes of general reference only, For a further discussion of the single-family mortgage
purchase programs, see “FINANCIAL STATEMENTS - Note D — Program Loans Receivable,” “— Note
E - Bonds and Notes Payable,” “~ Note H — Other Liabilities” and ‘- Note K — Subsequent Events”
attached as Appendix A.

Homebwner Mortgage Revenue Bonds. Proceeds of bonds issued under this program, which was
commenced in 1994, are used to purchase single-family mortgage loans made to eligible borrowers for
qualified dwellings. The Authority has issued several series of bonds under this program. The Authority
anticipates issuing additional bonds under this program, These bonds are not general obligations of the
Authority and are not subject to certification pursuant o Section 26.1 of the Act,

Residential Morigage Revenue Bonds. The Authority created this program for the purpose of
purchasing mortgage loans from approved lending institutions located throughout the State, on owner-
occupied, one-to-four unit dwellings acquired by eligible buyers. From 1983 through 1993, the
Authority issued 32 series of bonds under this program.  The Authority does not anticipate issuing
additional bonds under this program. All of these bonds are general obligations of the Authority subject
to certification pursuant to Section 26.1 of the Act.
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Owner Occupied Housing Revenue Bonds. Pursuant to the Authority’s Owner Occupied
Housing Revenue Bonds General Resotution, the Authority from time to time issues bonds and uses the
proceeds to refund the Authority’s outstanding Residential Mortgage Revenue Bonds. A number of
Owner Occupied Housing Revenue Bonds have been refunded with the proceeds of the Authority’s
Homeowner Mortgage Revenue Bonds. The Authority anticipates that its Owner Occupied Housing
Revenue Bonds will continue to be so issued and refunded. These bonds are general obligations of the
Authority, but are not subject to certification pursuant to Section 26.1 of the Act.

Other Authorized Activities

In addition to the programs described above, the Authority is authorized under the Act to: (i)
make grants to non-prefit corporations for operating, administrative and other expenses relating to
developments financed under assisted or unassisted imortgage financing programs; {ii) make housing
assistance grants to non-profit corporations and limited profit entities for the benefit of residents of
developments in order to achieve lower rentals for some or all of the housing units in such developments
financed under assisted or unassisted mortgage financing programs; {iii) make loans, grants or deferred
payment loans to low and moderate income persons or to non-profit and limited profit entities to finance
the improvement or rehabilitation of single-family residences; (iv) make non-interest bearing advances 10
non-profit corporations for construsting or rehabilitating developments to make housing available 10 low
and moderate income persons; (v) make toans for housing related commercial facilities; {vi} act as a
developer of land or structures to provide developments, community facilities or housing related
commercial facilities; and (vii) make loans or grants to encourage research in demonstration projects to
develop new and better techniques for increasing the supply of housing for low and moderate income
persons and families. The Authority may also provide technical assistance in the development of
housing for low and moderate income persons and families.

The Authority is designated the administrator of the lilinois Affordable Housing Program. The
program is funded by the Illinois Affordable Housing Trust Fund with funds generated by an increase in
the State real estate transfer tax. Trust Fund moneys not otherwise pledged as security for Affordable
Housing Program Trust Fund Bonds may be used, with the approval of the Authority, to make graats,
mortgages or other loans to acquire, construct, rehabilitate, develop, operate, insure and retain affordable
single-family and multi-family housing for low and very low income households. See “OTHER
PROGRAMS - Muiti-Family Mortgage Loar Programs.” '

The Authority is designated the program administrator for the HOME Program for the State, as
authorized by Title II of the National Affordable Housing Act of 1990. Applications for HOME Program
funds are accepted on a quarterly basis from for-profit and not-for-profit organizations, local and county
governments and public agencies. HOME Program funds may be used, with the approval of the
Authority, to make grants or loans for moderate or substantial rehabilitation, property acquisition, new
construction, tenant-based rental assistance, reconstruction, sife improvements, owner-occupied
rehabilitation, demolition and relocation expenses, all in connection with providing housing for low and

very low income persons.
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SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE

The following is & summary of certain provisions of the Indenture. This summary does not
purport to be comprehensive or definitive and is subject to all of the terms and provisions of the
Indenture, to which reference is hereby made and copies of which are available from the Trustee or the
Authority. Capitalized terms used in this summary that are not otherwise defined herein have the
meanings set forth in the Indenture.

Certain Definitions

“Accountant” means a major national firm of independent certified public accountants of
recognized national standing for auditing financial statements of major issuers of state and local
government bonds throughout the United States.

“Acquired Bond Redemption Receipts " means amounts received by the Trustee upon a redemption
(other than pursuant to Sinking Fund Installments) of an Acquired Bond, and amounts received upon a
voluntary sale of an Acquired Bond not in default.

“Acguired Bonds” means any Obligations which are not issued pursuant to the Indenture but
which a Series Supplemental Indenture authorizes the Authority to acquire with amounts deposited in
Funds and Accounts specified in the Series Supplemental [ndenture,

“Acquired Development” means a Development which the Authority has (i) acquired or -

constructed and owns and operates on its own behalf or (ii} acquired title to, or taken possession of.
through protection and enforcement of its rights conferred by law, contract or mortgage or security
interest with respect to such Development, but only during the period of ownership or possession by the
Authority, and the extent the Acquired Development is financed by Bonds {and not Acquired Bonds) or
acquired with amounts in Funds and Accounts under the Indenture.

“Acquired Development Expenses” means all of the costs and expenses incurred by the Authority
in connection with the acquisition, ownership or operation of an Acquired Development, including the
repayments required to be paid pursuant to any mortgage on such Acquired Deveilopment, which
mortgage does not secure a Loan, except as {imited with respect to any Series of Bonds by the applicable
Series Supplemental Indenture.

“Aequired Development Expense Requirement” means such amount of money as may from time
“to time be determined by the Authority to be necessary for the payment of the Acquired Development
Expenses for an Acquired Development.

“Aequired Development Find” means the Fund of that name established pursuant to the
Indenture.

“dequired Development Operating Income” means the amount during any period by which
Acquired Development Receipts from an Acquired Development exceed Acquired Development
Expenses for the Acquired Development,

“Acquired Development Receipts” means all moneys received by the Authority in connection
with its acquisition, ownership or operation of an Acquired Development, except as limited with respect
to any Seties of Bonds by the related Series Supplemental Indenture.
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“def” means the Illinois Housing Development Act, 20 ILCS 1805, as amended from time
time.

“Additional Bondy” means any additional Bonds issued pursuant to the Indenture.

“Amortized Value” means the purchase price of securities, excluding acerued interest, plus an
amortization of any discount or less an amortization of any premium on the puwichase price. The
premium or discount shall be amortized on a straight line basis by multiplying the amount of that
premium or discount by a fraction, the numerator of which is the number of days having then passed
from the date of purchase and the denominator is the number of days from the date of purchase to the
maturity date.

“~Appreciated Amount™ shall mean with respect to 2 Deferred Interest Bond, as of any date of
computation, an amount equal to its initial principal amount plus the interest acerved on it lrom the dale
of its original issuance to the earlier of the date of computation or the date, if any, set forth in the related
Series Supplemental Indenture on which interest to be paid on a current interest payment date shall begin
to accrue. The accrued interest shall be caiculated at the rate or rates per year set forth in the related
Series Supplemental Indenture, and shall be compounded on such dates set forth in that Series
Supplemental Indenture, with accrual between compounding dates in equal daily amounts. '

For the purposes of actions, requests, notifications, consents or directions of Bondowners under
the Indenture, the calculation of the Appreciated Amount shall be as of the interest payment date or
compounding date preceding such date of calculation (unless such date of caiculation shall be an interest
payment date or compounding date, in which case it shall be as of the date of calculation).

“Authority Request” means a written request or direction of the Authority signed by an
Authorized Representative.

“Authorized Representative” means the Chairman, Vice Chairman, Executive Director, Deputy
Executive Director or any Assistant Executive Director of the Authority and any other authorized
representative as from time to time may be designated by resolution or by law to act on behalf of the
Authority under the Indenture.

“Bomnd” or “Bonds” means any Bond or Bonds issued pursuant to the Indenture.

“Bond Counsel Opinion” means an opinion of a lawyer or firm of lawyers nationally recognized
as bond counsel, selected by the Authority.

“Bondowner” or “Cwner of Bonds™ or “Owner” means the registered owner of any registered
Bond.

“Cash Equivalent” means a letter of credit, insurance policy, surely, guarantee or other security
arrangement upon which the Authority or the Trustee may make a draw for or acquire funds as needed
for the Reserve Fund or to provide Supplemental Coverage,

“Cash Flow Certificate” means a certificate of an Authorized Representative filed with the
Trustee and meeting the requirements of the Indenture.
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“Certificate” means a signed document either attesting to or acknowledging the circumstances,
representations or other matters stated in it or setting forth matters to be determined pursuant to the
Indenture or a Series Supplemental Indenture.

“Code” means applicable provisions of the Internal Revenue Code of 1986, as amended, and the
applicable regulations under it, or predecessor or successor provisions, as applicable.

“Compliance Certificate™ means a certificate of an Authorized Representative filed with the
Trustee and meeting the requirements of the Indenture,

“Costs of Issuance” means items of expense payable or reimbursable directly or indirectly by the
Authority and refated to the authorization, sale, issuance and remarketing of the Bonds, as certified by an

Authorized Representative.

“Counsel’s Opinion™ means an opinion of a lawyer or firm of lawyers selected by the Authority,
including a lawyer in the regular employment of the Authority.

“Debt Service Account” means the Account of that name in the Revenue Fund established
pursuant to the Indenture.

“Deferred Interest Bond” means any Bond designated as such by the related Series Supplemental
Indenture. '

“Derivative Agreement” means an agreement, with respect to any Bonds, such as an interest rate
swap, collar, floor, cap, or other functionally similar agreement, creating Derivative Payments, between
the Authority and a counterparty whose long-term unsecured debt is, at the time the Authority enters into
the Derivative Agreement, rated by each Rating Agency at least equal to that Rating Agency’s existing
Rating on the Bonds, but only if the Derivative Payments to the Authority are to be included in Revenues
or the Derivative Payments by the Authority are to be payable from Revenues, as provided in the related
Series Supplemental Indenture.

“Derivative Paymen{” means a payment obligation created by a Derivative Agreement, which
payment is equal to interest on an amount, based upon a fixed or a variable rate index or formuia, or to
interest on amount above or below an interest rate cap or floor. Derivative Payments include only
payments under a Derivative Agreement determined by reference to such interest on an amount and shall
not, except as provided in the Related Series Supplemental Indenture, include any other payments under
such agreement (for example, any termination fee, indemnification obligation or other fee payment to the

counterparty). :

“Development” means a development, as such term is defined in the Act, as amended from time
to time, in respect of which the Authority is authorized by law and under a Series Supplemental
Indenture either to make a Loan to an eligible borrower or acquire, construct and operate on its own

behalf.

“Development Receipts” means amounts held, or received by the Authority to be held, in custodial
escrow or other accounts as funds of the owner or for the benefit, of a Development for which there is a
Loan. Development Receipts include, without [imitation, amounts for payments of real property taxes and
insurance, repair and replacement reserves, working cash reserves and capital improvement reserves.

“Event of Defaulf” means any of the events of default described in the Indenture.
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“Expenses” means any money required by the Authority to pay the fees or expenses of the
Trustee and any expenses which the Authority lawfully may pay relating to servicing, maintaining,
administering, collecting, enforcing and insuring Loans or Acquired Bonds or the Bonds and also
including, without limitation, fees or premiums for Supplemental Coverage, and costs of the redemption
of Bonds, except as limited with respect to any Series of Bonds by the related Series Supplemental
Indenture. Expenses shall not include Acquired Development Expenses.

“Fiscal Year” means the year beginning on the first day of July and ending on the last day of
June in the next succeeding year. :

“Fund” or “Account” means a Fund or Account created by or pursuant to the Indenture or a
Series Supplemental Indenture. :

“Government Obligations” means (i) direct obligations of or obligations fully guaranteed as to
timely payment by the United States of America which may include, but are not limited to: United
States Treasury cbligations; Separate Trading or Registered Interest and Principal of Securities {STRIPS)
and Coupons Under Book-Entry Safekeeping (CUBES), provided that the underlying United States
Treasury obligation is not catlable prior to maturity, certificates of beneficial ownership of the Farmers
Home Administration; participation certificates of the General Services Administration; guaranteed Title
[X financings of the U.S. Maritime Administration; guaranteed participation certificates and guaranteed
poel certificates of the Small Business Administration; guaranteed mortgage-backed securities and
guaranteed participation certificates of the Government National Mortgage Association; local authority
bonds guaranteed by the U.S. Department of Housing and Urban Development; guaranteed transit bonds
of the Washington Metropolitan Area Transit Authority and (ii} interest obligations of the Resolution
Funding Corporation {(REFCORP), including, but not limited to, interest obligations of REFCORP
stripped by the Federal Reserve Bank of New York. '

“fnsurance Proceeds™ means payments received with respect to Acquired Developments, Loans or
Acquired Bonds under any bond insurance policy, guarantee or fidelity bond, including amounts available
under any Supplemental Coverage, less-any expenses incurred in realizing such payments and less any
reimbursement of advances due the insurer or provider of such guarantee or bond. Iusurance Proceeds do
not include amounts received for casualty insurance on Developments or otherwise with respect to property
securing Loans or Acquired Developments to the extent applied to the repair, reconstruction or replacement
of the insured property.

“Lender” means any entity or person approved by the Auvthority from whom Loans may be
acquired.

“Loan™ means any loan authorized by a Series Supplemental Indenture and financed with
proceeds of Bonds or other amounts deposited in the Funds and Accounts (as specified in the Series
Suppiemental Indenture) and includes any instruiment evidencing an ownership interest in or security for
‘such a loan, and includes aiso any loan financed by any Obligations refunded by Bonds to the extent the
Series Supplemental Indenture for those Bonds so deterinines that such a loan shall be a Loan under the
Indenture. : :

“Loan Prepayments” means amounts received upon a voluntary payment of principal or interest
on a Loan including any prepayment penalty or other amounts due upon a prepayment of a Loan and
amounts received upon the encumbrance, sale or other disposition of Loans not in defauit.
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“Master Paying Agent” means a Master Paying Agent, designated from time to time by the
Authority pursuant to the Indenture and initially The First Naticnal Bank of Chicago, Chicago, lliinois,
or its successor.

“Obligations™ means bonds, notes or other obligations of the Authority for borrowed money
which are not Bonds.

“Outstanding” means, with respect to any Bonds as of any date, all Bonds authenticated and
delivered by the Trustee under the Indenture to that date, except:

{) any Bond deemed paid in accordance with the Indenture;

(i) any Bond cancelled by, or delivered for cancellation to, the Trustee because of
payment at maturity or redemption or purchase prior to maturity; and

’

(itfy  any Bond in lieu of or in substitution for which another Bond has been
authenticated and delivered pursuant to the Indenture, unless proof satisfactory to the Trustee is
presented that any Bond for which such Bond has been authenticated and delivered is held by a
bona fide purchaser, as that term is defined in Article Eight of the IHlinois Uniform Commercial
Code, as amended, in which case both the Bond so substituted and replaced and the Bond or
Bonds authenticated and delivered in lieu of, or in substitution for, it shall be deemed

outstanding.
“Permitted Investments” means, to the extent authorized by law at the time of such investment,

(i) (A} Government Obligations, or (B) obligations with the highest long term
rating by each Rating Agency at the time of purchase, of any state of the United States of
America or any political subdivision of such a state, payment of which is secured by an
irrevocable pledge of Government Obligations;

(i) {A) notes, bonds, debentures or other obligations issued by Student Loan
Marketing Association {excluding securities which do not have a fixed par value and/or whose
terms do not promise a fixed dollar amount at maturity or call date), Federal Home Loan Banks, the
Tennessee Valley Authority, Farm Credit System, Federal Home Loan Mortgage Corporation
{which guarantees full and timely payment of principal and interest), the Resolution Trust
Corporation and the Small Business Administration; or (B) bonds, debentures or other obligations
issued by Federal National Mortgage Association; in each case (1) excluding mortgage securities
which are valued greater than par on the portion of unpaid principal or mortgage securities which
represent payments of principal only or interest only with respect to the underlying mortgage loans
and (2) with a rating by each Rating Agency at the time of purchase at least equal to that Rating
Agency’s existing Rating on the Bonds, other than Subordinate Bonds;

(i} any other obligations of any agency controlled or supervised by and acting as an
instrument of the United States pursuant to authority granted by the Congress of the United States,
as set forth in a Series Supplemental Indenture, with a rating by each Rating Agency at the time of
purchase at least equal to that Rating Agency’s existing Rating on the Bonds, other than
Subordinate Bonds;
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(iv}  time deposits, certificates of deposit or any other deposit with a bank, trust

company, national banking association, savings bank, federal mutual savings bank, savings and
loan association, federal savings and loan association or any other institution chartered or licensed
by any state or the United States, including the Trustee {as used in this (iv), “deposits” shall mean
obligations evidencing deposit Hability which rank at least on a parity with the claims of general
creditors in liquidation), which are fully insured by the Federal Deposit [nsurance Corporation;

(v) certificates of deposit or time deposits of any bank, including the Trustee, trust
company or savings and loan association, if ail of the direct, unsecured debt obligations of such
bank, trust company or savings and loan association at the time of purchase of such certificates of
deposit or time deposits which have a rating by each Rating Agency at the time of purchase at least

equal to that Rating Agency’s then existing Rating on the Bonds, other than Subordinate Bonds, or

are rated in the highest rating category assigned by each such Rating Agency (without regard to any
refinement or gradation of rating category by numerical modifier or otherwisc) for short-term
obligations if the investment is for a period not exceeding one year;

(vi)  repurchase agreements backed by or related to cbligations described in (1), (if) or
(iii) above, structured and secured in such a manuer as set forth in a Series Supplemental Indenture
or by action of an Authorized Representative upon filing a Rating Certificate with the Trustee, {(A)
with any institution whose unsecured debt securities which have a rating by each Rating Agency at
the time of purchase at least equal to that Rating Agency’s then existing Rating on the Bonds, other
than Subordinate Bonds (or the highest rating for short-term obligations if the investment is for a
period not exceeding one year) or (B) with members of the Association of Primary Dealers in any
United States Goverament Securities which do not qualify under (A) and as to whom a Rating
Certificate is filed with the Trustee;

(vii)  investment agreernents, structured and secured ir such a manner as set forth in a
Series Supplemental Indenture, secured or unsecured, as required by the Authority, (A) with any
institution whose debt securities have a rating by each Rating Agency at the time of purchase at
least equal to that Rating Agency’s existing Rating on the Bonds, other than Subordinate Bonds (or
the highest rating of short-term obligations), if the investment is for a period not exceeding one
year), or (B} with members of the Association of Primary Dealers in any United States Government
Securities which do not qualify under (A) and as to whom 2 Rating Certificate is f!ed with the
Trustee;

{viii direct and peneral obligations of or obligations guaranteed by any state,
municipality or political subdivision or agency of a state or municipality, and certificates of
participation in obligations of the State which obligation may be subject to annual appropriations
which obligations have a rating by each Rating Agency at the time of purchase at least equal to that
Rating Agency’s existing Rating on the Bonds, other than Subordinate Bonds:

(ix}  bonds, debentures, or other obligations (excluding securities that do not have a
fixed par value and/or whose terms do not promise a fixed dollar amount at maturity or cali date)
issued by any bank, trust company, national banking association, insurance company, corporation,
government or governmental entity (foreign or domestic), provided that such bonds, debentures or
other obligations (A) are payable in any coin or currency of the United States of America which at
the time of payment will be legal tender for the payment of public and private debts and (B) have a
rating by each Rating Agency at the time of purchase at least equal to that Rating Agency’s lowest
Rating on the Bonds, other than Subordinate Bonds;
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{x) commercial paper (having original maturities of not more than 365 days} with the
highest short-terin rating by each Rating Agency at the time of purchase; .

{(xi)  money market and similar funds (including a commeon trust fund managed by the
Trustee or one of its affiliates or subsidiaries) which invest their assets exclusively in obligations
described in clauses (i) through (x) above and which have been rated by each Ratin g Agency in the
highest rating category assigned by each such Rating Agency (without regard to any refinement or
gradation of rating category by numerical modifier or otherwise), provided that with respect to
Standard & Poor’s such funds have ratings with the subscripts “m™ or “m-G"; and

(xii)  any investments authorized in a Series Supplemental Indenture authorizin g Bonds,

The definition of Permitted Investments may be amended and additional obligations included by
a Supplemental Indenture upon filing of a Rating Certificate with the Trustee.

For purposes of this definition, “institution” means an individual, partnership, corporation, trust
or unincorporated organization, or a government or agency, instrumentality, program, account, fund,
pelitical subdivision or corporation of a government.

Any reference in this definition to the highest rating of short-term obligations or to a rating
category shall be without regard to any refinement or gradation such as a “4+” or a “1”.

“Principal” means (i} with respect to the principal amount of a Deferred Interest Boud, the
Appreciated Amount and (it} with respect to any other Bond, the stated principal amount.

-

“Proceeds” means the amounts received by the Authority or the Trustee, other than Loan
Prepayments, upon any sale, encumbrance, taking, disposition or enforcement of any Loans or security for
pledged rights in Loans, Acquired Developments and Acquired Bonds, less any costs and expenses incurred
in realizing such amounts.

“Program Fund’ means the Fund of that name and Accounts in it established pursuant fo the
Indenture, '

“Raring” means at any date the then existing rating of Bonds {other than Subordinate Bonds) by
a Rating Agency and, with respect to any Series of Bonds which has 2 rating based on bond insurance or
other similar credit support for that Series of Bonds, the then existing underlying rating of such Bonds,
without regard to such bond insurance or other similar credit support, as determined by a Rating Agency
or in such other manner as shall be acceptable to the Trustee and the Authority,

“Rating Agency” means any nationally recognized rating agency maintaining a rating of any
Bonds (other than Subordinate Bonds), pursuant to a request for a rating by the Authority,

“Rating Certificate” means, in connection with certain actions to be taken by the Authority, a
Certificate of an Authorized Representative filed with the Trustee that the Authority has been advised by
each Rating Agency that the Rating of that Rating Agency will not be reduced or withdrawn as a result of
the Authority taking that action.

“Rebate Fund” means the Fund of that name and Accounts in it which may be created and
designated in Series Supplemental Indentures pursuant to the indenture.
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“Recovery Payments” means amounts received with respect to any sale or enforcement of Loans or
Acquired Bonds (other than Loan Prepayments or Acquired Bond Redemption Receipts} and received as
Proceeds or Insurance Proceeds. Recovery Payments also include any recovery from Supplemental
Coverage to the extent not included in Insurance Proceeds.

“Redemption Account” means the Account of that name in the Revenue Fund established
pursuant to the Indenture.

“Redemption Price” means, with respect to a Bond or portion of a Bond, the portion of the
principal amount of such Bond or portion plus the applicable premium, if any, payable upon redemption
of a Bond in the manner contemplated by the [ndenture and the related Series Supplemental {ndenture.

“Reserve Fund” means the Fund of that name established pursuant to the Indenture,

“Reserve Requirement” means, as of any particular date of calculation, an amount equal to the
sum of all amounts established as Series Reserve Requirements in the Series Supplemental Indentures for
all Series of Bonrds Qutstanding authorizing the issvance of such Outstanding Bonds, other than
Subordinate Bonds. The Trustee may rely vpon a Certificate from an Authorized Representative of the
Authority which states the Reserve Requirement as of the date of the Certificate.

“Revenue Fund” means the Fund of that name established pursuant o the Indenture.

“Revenues™ means all money received by or on behaif of the Authority or the Trustee representing
(i} principal and interest and related payments on Acquired Bonds and Loans, payments of service and other
fees or charges to the Authority with respect to Loans, payments on Loans to reimburse the Authority for
costs of issuance of Bonds {or other costs of the Authority with respect to Bonds payable from the Revenue
Fund) and also including, without limitation, Loan Prepayments, Acquired Bond Redemption Receipts and
Recovery Payments; (i) Acquired Development Operating Income; (iii) Insurance Proceeds; (iv) Proceeds:
(v} any Derivative Payments by a counterparty with respect to a Series of Bonds to the extent the related
Series Supplemental Indenture provides for those Derivative Payments to be included in Revenues; and (vi)
subject to certain limitations contained in the Indenture, interest and other investment earnings received on
the investment of amounts in any Account or Fund (other than the Acquired Development Fund or the
Rebate Fund), all in the manner and to the extent described in the Indenture and the Series Supplemental
Indentures. Except as provided in a Series Supplementa! Indenture, Revenues do not include {a} discount,
points or other initial Loan fees charged by the Authority; (b} any payment of interest on a Loan or other
payment with respect to a Loan to the extent to be used for paying mortgage insurance premiums or other
fees for credit enhancement of the Loan; or (¢} Development Receipts. :

“Serial Bonds” means Bonds which are not Term Bonds.

“Series” means one of the series of Bonds issued under the Indenture pursuant to a Series
Suppiemental Indenture.

“Series Supplemental Indenture” means a Supplemental Indenture of the Authority authorizing
the issuance of a Series of Bonds and executed prior to issuance of those Bonds. Series Supplemental
Indenture includes any supplemental indenture of the Authority amending a Series Supplemental
Indenture as provided in the Indenture.

“Series Program Accounts” means the Series Program Accounts in {he Program Fund established
by Series Supplemental Indentures.
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“Series Program Determinations” means determinations by the Authority as to the terms of and
security for Loans in connection with a Series of Bonds, as provided in a Series Supplemental Indenture.

“Series Reserve Requiremenf” means an amount established by a Series Supplemental [ndenture
as the reserve requirement in respect of the Bonds of the Series while those Bonds are Outstanding.
Series Supplemental Indentures for more than one Series of Bonds may establish a composite Series
Reserve Requirement applicable to all those Series of Bonds.

“Sinking Fund Installments > means, as of any particular date of calculation, with respect to the
Term Bonds of any Series and maturity, the amount of money required to be applied on any applicable
date to the redemption prior to maturity or the purchase of those Bonds. Sinking Fund Installments may

be established as fixed dollar amounts or by forinula,

“Special Receipts Account™ means the account of that name in the Revenue Fund established
pursuant to the [ndenture.

“Subcrdinate Bonds” means Bonds payable on a basis as set forth in the related Series
Supplemental Indenture with a claim to payment which is subordinate to the claim of Bonds which are

not Subordinate Bonds.

Subordinate Bonds Account”™ means the account of that name in the Revenue Fund established
pursuant to the Indenture.

“Supplemental Coverage” means the coverage, if any, whether in the form of insurance, Cash
Equivalents or additional pledged funds, of losses from Loan or Acquired Bond defaults, as provided in a

Series Supplemental Indenture. Supplemental Coverage may inciude any insurance or reserve fund

funded by the Authority.

“Supplemental Indenture” means any supplemental indenture of the Authority supplementing or
amending the Indenture, including Series Supplemental Indentures.

“Term Bonds” means the Bonds of a Series with respect to which Sinking Fund Instaliments”

have been established.

“Trust Fstate” means Revenues, Funds and Accounts established under the Indenture and Series
Supplemental Indentures (other than the Acquired Development Fund), Acquired Bonds, rights in Loans
and security for the rights in Loans which rights are part of the Trust Estate, in each case solely to the extent
such items are subject to the pledge, assipnment, lien and security interest as provided in the Indenture.

“Trustee” means the institution named in the Indenture designated to act as trustee with respect
to the Bonds and its successors as provided in the Indenture. ’

General

The Authority covenants that it wiil promptly pay the principal of and interest, if any, on each
and every Bond issued under the provisions of the Indenture at the places, on the dates and in the manner
specified in the Indenture and the Series Supplemental Indenture and the respective Bonds. The
Authority covenants that it will pay any premivm required for the retirement of Bonds by purchase or
redemption according to their true intent and meaning. This covenant for a Series of Bonds may be
limited to the Trust Estate by a Series Supplemental Indenture. The Authority covenants that it will
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faithfully perform at all times all covenants, undertakings, stipulations, provisions and agreements
confained in the Indenture, each Series Supplemental Indenture and in each Bond. The Authority will
not directly or indirectly extend or assent to the extension of the time for the payment of any principal of
or interest on any Bond and will not directly or indirectly be a party to any arrangement for that purpose
without the consent of any Bondowner materiaily adversely affected by the arrangement. The Authority
covenants that it will do, execute, acknowledge and deliver or cause to be done, executed, acknowledged
and delivered, such supplemental indentures and such further acts, instruments and transfers as may be
necessary or desirable to confirm, make effective or otherwise implement the pledge, assignment, lien
and security interest granted by the Indeature or any Series Supplemental Indenture,

Authorization of Bonds

The Indenture creates an issue of Bonds of the Authority to be designated as “Housing Bonds,”
and creates a continuing pledge and lien to secure the full and final payment of the principal and
Redemption Price of and interest and Sinking Fund Installments on ail the Bonds issued pursuant to the
Indenture. Except as may be provided in a Series Supplemental Indenture with respect to Bonds
authorized by that Series Supplemental Indenture, the Bonds shall be general obligations of the Authority
and the full faith and credit of the Authority, subject to the present or future pledge, assignment or grant
of a security interest or lien on specific property or amounts, assets or revenues to the payment of other
obligations of the Authority, are pledged for the payment of the principal and Redemption Price of and
interest and Sinking Fund Instaliments on the Bonds. The State is not liable on the Bonds, and the Bonds
are not a debt of the State. Except as may be provided in a Series Supplemental Indenture with respect to
Bonds authorized by that Series Supplemental Indenture, Section 26.1 of the Act shall not apply to the
Bonds.

Pledge of the Indenture

As security for the payment of interest on and principal of and the redemption premium, if any, .

of the Bonds, and subject to application as provided in the Indenture and any Series Supplemental
Indentures, the Authority pledges and assigns and grants a tien on and security interest to the Trustee in
all: '

(i} Funds and Accounts held by the Trustee and all deposits and investments of
those Funds and Accounts;

(i) Acquired Bonds (which shall be registered in the name of the Trustee);
{iii}  Revenues; and

(iv)  rights of the Authority to the payments of amounts in connection with Loans to
the extent the payments would be included in Revenues, including, fo the extent they may be so
pledged, any right to governmental subsidies payable to the Authority to be used to pay principal
of or interest on Loans, and also all security for the pledged rights in Loans including, without
limitation, mortgages, assignments of rents and other security interests and agreements.

To the extent provided in a Series Supplemental ladenture, instraments evidencing Loans or
security for Loans shall be deposited with the Trustee. The Trustee shall have no duty to examine any of
these instruments and documents but only to retain them on deposit or apply them as provided in the
Indenture. Loans, and the security for them, are subject to release by the Trustee to the Authority upon
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an Authority Request in connection with a sale, a disposition, an enforcement action, a restructuring of a
Loan by the Authority as provided in the following paragraph.

Notwithstanding the assignment, pledge and grant described above, the Authority shall, if no
Event of Defanlt has occurred and is continuing, and except as may be provided in a Series Supplemental
Indenture, have the right to sell, encumber, or dispose of Acquired Bonds or Loans as provided in the
Indenture and shall have the right to restructure and enforce Loans in such manner as determined by the
Authority in its discretion consistent with the provisions of the Indenture, including the ability to
compromise, and release security for, Loans. The Trustee shali not remove the Trust Estate from [llinois
except as authorized in writing by the Authority. '

Any pledge, assignment, lien and security interest made pursuant to the Indenture and any Series
Suppiemental Indenture shall be valid and binding and effective upon its being made or granted, or upon
property becoming subject fo it, without any physical delivery, filing, recording or further act. The
pledge, assignment, lien and security interest shall be valid and binding as against, and shall be superior
to any claims of any others having claims of any kind against the Authority or any other person,
irrespective of whether such other parties have notice of the pledge, assignment, lien or security interest
other than as may otherwise be required by law in the case of any interest in real property.
Notwithstanding the preceding two sentences, upon an Event of Default, the Authority shali upon the
written request of the Trustee, or Owners of not less than 25 percent of the principal of the Outstanding
Bonds other than Subordinate Bonds, take such actions to make the assignment of a mortgage or other
interest in real estate effective, including, if necessary, recording of the assignment, and any assignment
of a mortgage or other interest in real estate shall be effective only upon such actions.

Except for the issuance of Bonds pursuant to the Indenture, the Authority shall not make or grant
any pledge, assigiment, lien or security interest in any of the Trust Estate which is senior to or on a
parity with the security provided by the Indenture. Except with respect to Subordinate Bonds, and except
as expressly provided in or pursuant to the Indenture, all security for the Bonds under the Indenture shall
be for the equal and proportionate benefit of the obligations of the Authority on all Bonds; provided,
however, a Series of Bonds may be further secured by a credit facility or 2 bond insurance policy not
applicable to any one or more other Series of Bonds, as shell be provided by the applicable Series
Suppiemental Indenture in addition to the security provided in the Indenture. :

Except as may be fimited by a Series Supplemental Indenture, upon all Bonds of any Series that
financed or continued the financing of any particular Loan or Loans having been paid or treated as paid
under the Indenture, the pledge, assignment, lien and security interest of the Trustee with respect to that
Loan or Loans and any security for it or them shall be released to the Authority but only upon filing a
Rating Certificate with the Trustee. Except as may be limited by a Series Supplemental Indenture, upon
all Bonds of any Series that have financed the acquisition of Acquired Bonds, or that refinanced
Acquired Bonds, having been paid or treated as paid under the Indenture, the pledge, assignment, lien
and security interest of the Trustee with respect to those Acquired Bonds shall be released and those
Acquired Bonds shall be registered as the Authority shali direct, but only upon filing a Rating Certificate
with the Trustee.

Issuance of Bonds

Each Series of Bonds shail be authorized and issued under and secured by the Indenture pursuant
to the authorization contained in a Series Supplemental Indenture. The Bonds of each Series shall be
desigrated as provided by the Series Supplemental Indenture. The Bonds shall be in such subseries (if
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any), shall be in such denominations, shall be dated, shall bear interest at a rate or rates not exceeding the
maximum rate then permitted by law payable beginning on such date, shall be stated to mature on such
dates, shall be made redeemable at such times and prices, shall have such Series Reserve Requirements,
shail have such interest payment dates, shall be numbered and the Term Bonds of such Series shall have
such Sinking Fund Instailments, all as may be provided by the Series Supplemental Indenture for such
Bonds. Except as may otherwise be provided for Subordinate Bonds in a related Series Supplemental
Indenture, such Bonds shall be secured and be payable on a parity with and shall be entitled to the same
benefits and security under the Indenture as all other Bonds issued under the Indenture. Nonetheless, the
Authority may issue a Series of Bonds which may be secured by a credit facility or a bond insurance
policy securing only such Series of Bonds or a portion of such Series of Bonds as determined by the
applicable Series Supplemental Indenture,

Each Series Supplemental Indenture authorizing the issuance of a Series of Bonds shall specify
and determine;

{i) the authorized principal amount of such Series of Bonds;

(i) the purposes for which such Series of Bonds are being issued, which shall be one
or more of the following purposes: (a) the acquisition, construction, renavation, rehabilitation,
improvement, expansion or equipping of any Development, including any Acquired
Development and including providing reserves for those purposes, (b} the purchase, acquisition
or making of Loans, (¢} the purchase or acquisition of Acquired Bonds, {d) the making of such
deposits in amounts, if any, required by the Indenture or the Series Supplemental Indentures to
be paid into various Funds and Accounts, (e) the refunding of Bonds including prior to their
redemption or maturity dates, (f) the acquisition, purchase, redemption or refunding of
Obligations or (g} other lawful purposes of the Authority as specified in the Series Supplemental
Indenture;

(iiiy  the maturity date or dates, the amounts of each maturity, and the interest
payment dates of the Bonds of such Series:

(iv)  the interest rate or rates of the Bonds of such Series (which may be a variable
rate or rates) or method of determining the rate or rates; ’

{v) the  denomination or denominations of and the manuer of
dating, numbering and lettering the Bonds of such Series;

{vi)  inthe case of Term Bonds, if any, provision for Sinking Fund Instaiiments;

(vii} in the case of Deferred Interest Bonds, the provisions as to accrual and
compounding of interest;

{viii)  the Redemption Price or Redemption Prices, if any, the time or times and the
terms and conditions upon which the Bonds of such Series may be redeemed prior to their
maturities, including without limitation the method of selection for redemption as among
maturities;

{ix)  the amounts to be deposited from the proceeds of such Series of Bonds in the
Funds and Accounts created and established by the Indenture and the Series Supplemental
[ndenture;

54




(x) any Series Reserve Requirement with respect to Bonds other than Subordinate
Bonds, the extent to which the Series Reserve Requirement may be met by a Cash Equivalent or
accumulated over time, the amounts, including proceeds of the Bonds of such Series, which shall
be deposited in the Series Reserve Account or used to acquire a Cash Equivaient for deposit in
the Series Reserve Account and any Hmitation on investments of the Series Reserve Account;

(xi}  the Series Program Determinations, if any;

(xii)  whether there shail be any Derivative Agreement with respect to the Series of
Bonds, the extent to which the related Derivative Payments by the counterparty are to be
included in Revenues and whether the Derivative Payments by the Authority are to be payable
from amouats in the Revenue Fund; :

{xiil)  whether the Series of Bonds shall be Subordinate Bonds;
{xiv) . any instruments to be deposited with the Trustee pursuant to the Indenture; and

{xv) any other provisions deemed advisable by the Authority not in conflict with the
provisions of the Indenture.

Except as expressly provided in a Series Supplemental Indenture, the Authority may from time
to time supplement or amend a Series Supplemental Indenture without consent of Owners of Bonds to
amend or supplement any provisions in a’ Series Supplemental Indenture for the Series Reserve
Reguirement, the payment and security for Derivative Payments on a Derivative Agreement refating to
that Series of Bonds from the Revenue Fund and the extent to which Derivative Payments with respect to
that Series of Bonds are to be treated as Revenues, the use of Cash Equivalents in the Reserve Fund,
Supplemental Coverage, Pennitted Investments or the Series Program Determination, but only upon
filing a Rating Certificate.

Funds and Accounts

The following Funds and Accounts are established, each of which other than the Acquired
Development Fund, shall be held by the Trustee:

Program Fund
Series Program Accounts
Revenue Fund
Debt Service Account
Special Receipts Account
Redemption Account
Subordinate Bond Accounts
Reserve Fund '
Acquired Development Fund
Rebate Fund
Series Rebate Accounts

Additional Funds and Accounts may be created and designated in Series Supplemental Indentures. The
full designation of each such Fund and Account shall include the term “Hlinois Housing Development
Authority Housing Bonds,” which term shall precede the designation as set forth above. Each such Fund
and Account shall be held by the Trustee (other than the Acquired Development Fund}, in trust, separate
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and apart from all other funds of the Authority, for the purposes provided in the Indenture. In Series
Supplemental Indentures, the Authority may provide for the deposit of amounts in Funds and Accounts.
which amounts shall be subject to the pledge, assignment, lien and security interest of the Indenture in
the amounts and for the purposes and period of time set forth in the applicable Series Supplemental
[ndenture.

Program Fund, For each Series of Bonds there shall be a Series Program Account in the
Program Fund. Except as may be provided by a Series Supplemental Indenture for Subordinate Bonds,
amounts received upon the sale of a Series of Bonds shail be deposited in the Program Fund and credited
to the related Series Program Account in the amount, if any, provided in the applicable Series
Supplemental Indenture. In addition, amounts shall be deposited in the Program Fund from the Revenue
Fund as described below and shall be credited to the Series Program Account as specified in the
Authority Request directing the transfer. Amounts available from or upon the refunding of Obligations
shall be deposited in Funds and Accounts as provided in the applicable Series Supplementa! Indenture.
For a series of bonds issued as convertible option bonds there may be a Series Program Account (COB
Rate Period} and a Series Program Account (Fixed Rate Period) as provided in the Series Supplementai
tndenture, Amounts in a Series Program Account shall be used to pay Costs of [ssuance of the related
Series of Bonds, or to reimburse the Authority for Costs of issuance, in either case in the amount
specified in or pursuant to the Series Supplemental Indenture, upon a requisition stating generally the
nature and amount of those Costs of Issuance signed by an Authorized Representative. Amounts in
Series Program Accounts other than amounts used or to be used to pay Costs of Issuance shall be applied
by the Trustee to finance the purposes for which such Series of Bonds were issued as specified in the
Series Supplemental indenture,

The Trustee shall transfer unéxpended amounts in a Series Program Account to the Revenue
- Fund to the credit of the Redemption Account, or to the Reserve Fund, in either case as specified by an
Authority Request. The Trustee shall transfer amounts from the Program Fund to the Debt Service
Account as described below or to the Rebate Fund upon an Authority Request. The Trustee shall transfer
amounts in a Series Program Account for Bonds refunded in whole or in part by Bonds to the Series
Program Account for the refunding Bonds, if so directed by the Series Supplemental Indentuse for the

- refunding Bonds.

Revenue Fund. The Authority shall immediately transfer all Revenues received by it, other than
Acquired Development Operating Income, to the Trustee. Acquired Development Operating Income
shall be deposited in the Revenue Fund as described below under the subcaption “dequired Development
Fund” All Revenues received by the Trustee shail be deposited in the Revenue Fund. The Trustee shail
transfer to and deposit in the Revenue Fund all amounts transferred to it from the Program Fund as
described above under the subcaption “Program Fund” or from the Reserve Fund as described below
under the subcaption “Reserve Fund” and shall credit those amounts to the Accounts as specified in
those descriptions. Amounts received upon the sale of a Series of Bonds shall be deposited in the
Revenue Fund in the amount, if any, provided in the applicable Series Supplemental Indenture, for credit
to the Debt Service Account to pay debt service as specified in the Series Supplemental Indenture.

The Authority shall identify and notify the Trustee in writing of the amount of any Revenues that
are Acquired Bond Redemption Receipts, Loan Prepayments or Recovery Payments. Those Revenues
shall be credited to the Special Receipts Account. Except as may be limited by a Series Supplemental
Ladenture, amounts in the Special Receipts Account may be transferred at any time upon an Authority
Request to the Redemption Account, the Debt Service Account or, upon filing with the Trustee a Cash
Flow Certificate, any Series Program Account.
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All Derivative Payments with respect to any Subordinate Bonds shall be credited to the related
Subordinate Bond Account of the Revenue Fund.

At any time, upon Authority Request, the Trustee shail apply amounts in the Revenue Fund not
credited to any Account in the Fund to pay the accrued interest portion of the cost of acquiring any Loan
or Acquired Bond consistent with the related Series Supplemental Indenture.

Upon their receipt, the Authority shall notify the Trustee as to any amounts which have been
received for accrued interest with respect to Loans made or acquired, or Acquired Bonds acquired, from
amounts which were expended from a Series Program Account (to the extent not so funded from a
transfer from the Revenue Fund). The Trustee shall transfer those amounts to the credit of the applicable
Series Program Account.

On or prior to each debt service payment date for the Bonds (or any due date of Derivative
Payments by the Authority) the Trustee shall credit or transfer all amounts in the Revenue Fund not in
any Account in the Revenue Fund to the credit of Funds and Accounts, in the following priority:

(1 credit to the Debt Service Account, an amount sufficient, together with amounts
on deposit in that Account, timely to pay interest and principal, at maturity or mandatory
redemption, due on such debt service payment date on the Bonds, other than Subordinate Bonds,
to pay any fees in connection with tender option features, letter of credit, standby bond purchase
agreements and other forms of credit or liquidity refated to such Bonds as set forth in the Series
Supplemental Indenture or a Supplemental Indenture and to pay any Derivative Payments related
to such Bonds {other than Subordinate Bonds) due on such debt service payment date as set forth
in the Series Supplemental Indenture or a Supplemental Indenture;

{(2) transfer amounts to the Rebate Fund for Series Rebate Accounts for Bonds other
than Subordinate Bonds as set forth in an Authority Request;

3) pay Expenses specified in a Series Supplemental Indenture, or such other
Expenses provided in an Authority Request accompanied by a Compliance Certificate or Cash
Flow Certificate, as applicable;

(4) transfer to the Reserve Fund, an amount sufficient o cause the amount on
deposit in that Fund, inctuding Cash Equivalents permitted by a Series Supplemental 1ndenture,
10 equal the Reserve Requirement;

(5 credit to the Redemption Account an amount as specified in an Authority
Request accompanied by a Compliance Certificate or Cash Flow Certificate, as appropriate;

(6} transfer to any Series Program Account in the Program Fund an amount as
specified in an Authority Request accompanied by a Compliance Certificate or Cash Flow
Certificate, as appropriate;

€)] eredit to any Subordinate Bond Accounts, an amount sufficient together with
amounts on deposit in that Account, established by a Series Supplemental Indenture for
Subordinate Bonds, timely to pay interest and principal, at maturity or mandatory redemption,
due on such succeeding debt service payment date on the Subordinate Bonds, o pay any fees in
connection with tender option features, letters of credit, standby bond purchase agreements and
other forms of credit or liquidity related to such Bonds as set forth in the Series Supplemental
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Indenture or a Supplemental Indenture and to pay any Derivative Payments related to such
Bonds due on such debt service payment date as set forth in the Series Supplemental Indenture or
a Suppiemental Indenture, or to provide any reserve with respect to Subordinate Bonds; or

&) pay to the Authority, for any other purpose authorized or required under the Act
free and clear of the pledge and lien of the Indenture. No such payment shall be made except
upon filing of a Compliance Certificate or Cash Flow Certificate, as appropriate,

In addition, at any time upon Authority Request, the Trustee shall apply amounts in the Revenue
Fund not credited to any Account for the following purposes: (i) to make required arbitrage rebates
together with amounts in the Rebate Fund to the United States as required by the Code, (ii) to the
purchase of Bonds at the times, in the manner and for the purposes set forth below, and (iii} to pay
Expenses, upon filing 2 Compliance Certificate or a Cash Flow Certificate.

Debt Service Account. The Trustee shall, on each principal and interest payment date, withdraw
from the Debt Service Account and pay to the Master Paying Agent, if one is appointed and serving, by
wire transfer (or other method of transfer acceptable to the Authority and the Master Paying Agent or as
provided in Series Supplementai Indentures) the amounts required for making all payments then due
from the Debt Service Account, as described above under the subcaption "Revenue Fund " The Trustee
(or Master Paying Agent, if one is appointed and serving) shall remit by mail or as otherwise provided in
the Series Supplementa! Indentures to each Owner of Bonds, other than Subordinate Bonds, the amounts
required for paying the interest on such Bonds as such interest becomes due and payable. Amounts for
paying principal shall be held in trust by the Trustee {or Master Paying Agent, if one is appointed and
serving) for paying that principal. The Trustee (or Master Paying Agent, if one is appointed and serving}
shall remit to any credit or liquidity provider, as described above under the subcaption “Revenue Fund,”
its fees in connection with such credit or liquidity arrangement. The Trustee (or Master Paying Agent, if
one is appointed and serving) shalf remit to the counterparty under a Derivative Agreement, as described
above under the subcaption “Revenue Fund,” the Derivative Payments due to the counterparty under the
Derivative Agreement. An Authorized Representative of the Authority shali advise the Trustee (or
Master Paying Agent, if one is appointed and serving) in writing regarding the amount of any such
liquidity fees and Derivative Payments and when payment is due.

Purchase of Bonds From Revenue Fund. Amounts on deposit in the Revenue Fund and not
credited to any Account in it may be applied as applicable to the purchase of Term Bonds of each Series
then Outstanding subject to Sinking Fund Installments on the next date in such year {ending January 1}.
Such payments are scheduled as described under this subcaption, The Trustee (or Master Paying Agent,
if one is appointed and serving), upon an Authority Request, shall endeavor to purchase from such
amounts the Term Bonds or portions of Term Bonds of each Series stated to mature on the next maturity
date or to be redeemed pursuant to Sinking Fund Installments for Term Bonds of such Series then
Outstanding, on the next such redemption date, in each case in the same year {ending January 1) at a
price not to exceed the Redemption Price (plus accrued interest to the date of redemption} which would
be payable on the next redemption date to the Owners of such Term Bonds under the provisions of the
applicable Series Supplemental Indenture if such Term Bonds or portions of Term Bonds should be
called for redemption on such date.

Subject to applicable law, notwithstanding the maximum purchase price set forth in the prior
paragraph, if the investment earnings on the money in the Revenue Fund and not credited to any Accotmnit
in it available for such a purchase shall be less than the interest accruing on the Bonds to be redeemed on
such date from such Sinking Fund Installment, then the Trustee (or Master Paying Agent, if one is
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appointed and serving) may pay a purchase price for any such Bond in excess of the Redemption Price
which would be payable on the next redemption date to the Owner of such Bond under the provisions of
the applicable Series Supplemental Indenture if an Authorized Representative certifies to the Trustee and
the Master Paying Agent that the amount paid in excess of such Redemption Price is expected to be less
than the interest which is expected to accrue on the Bond less any investment earnings on such available
money during the period from the settlement date of the proposed purchase to the redemption date. The
Trustee shall pay the interest accrued cn such Term Bonds or portions of Term Bonds to the date of
settlement for the Term Bonds from the Revenue Fund. No such purchase of 2 Bond shail be made by
the Trustee after the giving of notice of redemption as to that Bond by the Trustee. Purchased Bonds
shall be cancelled by the Trustee.

Subordinate Bond Account(s}. Amounts on deposit in the Revenue Fund to the credit of any
Subordinate Bond Account(s} shall be applied as provided in the Series Supplemental Indenture
authorizing those Bonds.

Use of Amounts in Redemption Account. The Trustee shall apply money in the Redemption
Account for the purchase or redemption of Bonds as follows:

(N The Trustee (or Master Paying Agent, if one is appointed and serving), upon
Authority Request accompanied by evidence that a Compliance Certificate or a Cash Fiow
Certificate, as appropriate, has been filed with the Trustee, shall endeavor to purchase, from such
amounts, Bonds or portions of Bonds then Cutstanding, whether or not such Bonds or portions of
Bonds shall then be subject to redemption, at & price not to exceed the Redemption Price (plus
accrued interest, if any, to the date of redemption) which would be payable on the next
redemption date to the owners of such Bonds if such Bonds or portions of Bonds should be
called for redemption. Such maximum purchase price may be exceeded as described above
under “Purchase of Bonds From Revenue Fund.” The interest accrued on such Bonds to the date
of settlement shall be paid from the Debt Service Account or the Revenue Fund {not credited to
any Account in it}, but no such purchase shall be contracted for by the Trustee {or Master Paying
Agent, if one is appointed and serving) after the Trustee {or Master Paying Agent, if one is
appointed and serving) has given notice that such Bonds have been called for redemption except
from money other than the money set aside in the Redemption Account or other Account
established by Series Supplemental Indenture for the redemption of such Bonds.

(2) The Trustee {or Master Paying Agent, if one is appointed and serving), upon
Authority Request accompanied by evidence that a Compliance Certificate or Cash Flow
Certificate, as appropriate, has been filed with the Trustee, shall call Bonds for redemption, on
the earliest practicable date on which those Bonds are subject to redemption, from money in the
Redemption Account, and, with respect to interest on such Bonds payable upon redemption, the
Debt Service Account or the Revenue Fund (not credited to any Account in it}

3 Upon an Authority Request, amounts in the Redemption Account not required for
redemption of Bonds for which notice of redemption has been given or for payment of a contract
for purchase of Bonds, shall be fransferred to any Account of the Program Fund, upon filing with
the Trustee either a Compliance Certificate or Cash Flow Certificate, if appropriate, or to the
Revenue Fund and not in an account. ‘
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Reserve Fund. The Authority shall deposit amounts in the Reserve Fund as provided in the
Series Supplemental Indentures and as described above under the subcaptions “Program Fund” and
“Revenue Fund.” The Trustee shall transfer meney held in the Reserve Fund to the Debt Service
Account, as described below under the subcaption "“Debr Service Account,” to be applied to pay the
principal of and interest on the Bonds other than Subordinate Bonrds or psyments under Derivatives
relating to Bonds, other than Subordinate Bonds, 1o the extent no other funds (other than the Program
Fund} are available for that purpose. Amounts held in the Reserve Fund as of any date in excess of the
Reserve Requirement, taking into account any Cash Equivalents in the Reserve Fund, shall upon an
Authority Request, be transferred to the Revenue Fund or a Series Program Account, unless otherwise
_provided in the Series Supplemental Indenture. A Series Supplemental Indenture may provide that the
Series Reserve Requirement with respect to the applicable Series of Bonds may be funded in whole or in
part through Cash Equivalents.

Deficiencies in Debt Service Account. In the event that amounts in the Debt Service Account are
insufficient on any interest payment date or principal payment date to pay the principal of and interest on
the Bonds (but only for Bonds other than Subordinate Bonds) due and unpaid on such date, whether at
the stated payment or maturity date or-by the retirement of such Bonds in satisfaction of the Sinking
Fund Instaliments, the Trustee shall withdraw amounts from the following Funds and Accounts in the
following order of priority to the extent necessary to eliminate such deficiency:

{a) Revenue Fund (not credited to any Account);
{b) Special Receipts Account;

{c) Redemption Account;

{d) Reserve Fund; and

(e) Program Fund,

No amounts on deposit in the Revenue Fund being held to pay the Redemption Price of Bonds cailed for
redemption or purchase shall be used for such purpose to the extent that such amounts have been set
aside for the payment of Bonds which have been identified for purchase or called for redemption, and no
amounts on deposit in any Series Program Account shail be used for such purpose to the extent that the
Authority is contractually obligated to finance identified Loans or Acquired Bonds or other purposes
acceptable for financing with amounts on deposit in that Series Program Account.

Acquired Development Fund. The Acquired Development Fund shall be held by the Authority.
It shall be held separate and apart from all other funds and accounts of the Authority and investments of
the Acquired Development Fund shall not be commingled with any other investments of the Authority.
All Acquired Development Receipts shall be deposited in and held in the Acquired Development Fund
and may be used to pay Acquired Development Expenses.

The Authority at any time may, and not less than two days prior to the date any interest or
principal payments or Derivative Payments are due on or with respect fo any Bonds, other than
Subordinate Bonds, shall, transfer all Acquired Development Operating Income to the Revenue Fund.

Rebate Fund, The Rebate Fund shall be used to make arbitrage rebate payments as provided by
Authority Request or, to the extent determined by the Authority not to be needed for that purpose. shall
be transferred to the Revenue Fund, upon Authority Request.
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Security for Deposits and Investment of Funds

Any and alt money held by the Trustee or the Master Paying Agent under the Indenture, except
as otherwise expressly provided in the Indenture, shall be held in trust, shall be applied only in
accordance with provisions of the Indenture and shall not be subject to any len, charge or attachment by
any creditor of the Authority.

All money deposited with the Trustee in any Account or Fund created under the Indenture shalil,
until invested in Permitted [nvestments as described below, to the extent such deposits are in excess of
the amount guaranteed by the Federal Deposit Insurance Corporation or other federal agency, be
continuously secured for the benefit of the Authority and the Owners of the Bonds either (i) by lodging
with a bank or trust company selected by the Authority as custodian, or, if then permitted by law, by
setting aside under control of the trust department of the bank holding such deposit as coliateral security,

Govermment Cbligations or, with the approval of the Trustee, other marketable securities eligible as

security for the deposit of trust funds under reguiations of the Comptroller of the Currency of the United
States of America, having a market value at all times {exclusive of accrued interest) not less than the
amount of such deposit or (ii) if the furnishing of security as provided in clause (i) of this paragraph is
not permitted by applicable law, then in such other manner as may then be required or permitted by
applicable State or federai laws and regulations regarding the security for, or granting a preference in the
case of, the deposit of trust funds. However, it shall not be necessary, except as otherwise provided in the
Indenture, for the Trustee to give security for any money which shall be represented by obligations
purchased under the provisions of the Indenture as an investment of such money,

All money deposited with the Trustee pursuant to the Indenture shall be credited to the particular
Account or Fund to which such money belongs.

Money deposited with the Trustee under the Indenture shall, as nearly as is practicable, be fully
and continuously invested or reinvested by the Trustee upon the direction of an Authorized
Representative (promptly confirmed by delivery of an Authority Request) in Permitted Investments
which shall be in such amounts and bear interest at such rates that sufficient money will be available to
pay the principal and interest due on the Bonds and to make required Derivative Payments and shall
mature, or which shall be subject to redemption by the holder at the option of the holder, such that
sufficient money will be available for the purposes intended. The Trustee may conclusively rety on such
an investment direction with respect to the suitability and 1egality of such investments, in accordance
with the terms of the Indenture, The Trustee upon receipt of an Authority Request shall sell Permitted
Investments and reinvest the proceeds in Permitted Investments meeting the requirements of the
Indenture or apply the proceeds as provided in the Indenture.

Any Permitted Investments so purchased in any Account or Fund shall be deemed at all times to
be part of such Account or Fund. Except as may be provided in a Series Supplemental [ndenture with
respect to a Series Program Account, any interest paid on the investment in any Account or Fund (except
the Rebate Fund and the Acquired Development Fund} shall be credited to the Revenue Fund and shall
be treated as Revenues. Any interest paid on the investment of the Rebate Fund shall be credited to the
Rebate Fund and interest paid on the investment of the Acquired Development Fund shall be paid to that
Fund. Any profit or loss resulting from an investment shall be credited to or charged against the
applicable Account or Fund of which it is an investment. The Trustee shall sell or present for
redemption any obligations so purchased whenever it shall be necessary so to do in order to provide
money to meet any payment ot {ransfer from any such Account or Fund. The Trustee when authorized
by an Authorized Representative may make any and all such investments through its own investment
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department or that of its affilfates or subsidiaries, and trade with itself in the purchase and sale of
securities for such investment. Neither the Trustee nor the Authority shall be liable or responsible for
any loss resulting from any such investment.

For the purposes of making any investment, the Trustee may consolidate money in any Fund or
Account with money in any other Fund or Account and may transfer an interest in an investment from
one Fund or Account to another without liquidating the investment.

Except as may be provided in a Series Supplemental Indenture with respect to the Reserve Fund,
in computing the amount on deposit to the credit of any Account or Fund, Permitted Investments in such
Account or Fund shall be valued at Amortized Value plus the amount of interest on such obligations

purchased with money in such Account or Fund.

Although the Authority recognizes that it may obtain a broker confirmation or written statement
containing comparable information at no additional cost, the Authority agrees that confirmations of
investments made by the Trustee as described above are not required to be issued by the Trustee for each
meonth in which a monthly statement is rendered pursuant to the Indenture. No such statement need be
rendered pursuant to the provisions described above if no activity occurred in the fund or account during
such preceding month.

Rating Certificates, Compliance Certificates and Cash Flow Certificates

Prior to taking any of the following actions the Authority shall file with the Trustee a Rating
Certificate:

{f) issuing any Series of Bonds {except no Rating Certificate is required for the
initial Series of Bonds); '

(ii)  making certain supplements or amendments to & Series Supplemental Indenture
including, without iimitation, the Series Reserve Requirement, the payment and security for
Derivative Payments under a Derivative Agreement, the use of Cash Equivalents in the Reserve
Fund, Supplemental Coverage, Permitted Investments or Series Program Determinations;

(i1i)  entering into any Derivative Agreement relating to any Series of Bonds after the
date of issuance of such Bonds; :

(iv}  remarketing any Bonds in connection with a change in tender period except as
required at the time of their issnznce;

{v} releasing the pledge, assignment, lien or security interest of the Indenture in
Loans or Acquired Bonds,

Prior to taking any of the following actions, the Authority shall file with the Trustee either a
Compliance Certificate or 2 Cash Flow Certificate, as appropriate:

() ' any purchase or redemption of Bonds {other than mandatory redemption
pursuant to Sinking Fund Instaliments and purchases of Bonds from amounts on deposit in the
Revenue fund as described above);
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{i1) certain withdrawals of amounts from the Revenue Fund free and clear of the
pledge and lien of the Indenture (as described in clauses (3), (5), {6} or {8) under the subcaption
“Revenue Fund” above);

(it  any amendment, encumbrance, sale or other disposition of any Loan or Acquired
Bond not in default or any restructuring or compromising of any Loan;

{iv}  any use of Acquired Bond Redemption Receipts, Prepayments or Recovery
Payments for any use other than purchase or redemption of Bonds or payment of scheduled debt

service; or

(v) any material change in any operating policies or assumptions set forth in the
“most recent Cash Flow Certificate.

A Compliance Certificate with respect to any action is a certificate of an Authorized
Representative stating that the action complies with the operating policies of the Authority as set forth in
the then current Cash Flow Certificate.

A Cash Flow Certificate is a Certificate of an Authorized Representative stating that, as shown in
the cash flow projections included in the Certificate and based upon the assumptions stated in the
Certificate, there will at all times be available sufficient amounts in the Funds and Accounts, timely to
pay all principal of and interest on the Bonds and make Derivative Payments under the assumptions
stated in the Certificate for each set of then current cash fiow scenarios. Except as provided in the Series
Supplemental Indenture, a Cash Flow Certificate for Bonds that are not Subordinate Bonds need only
show the sufficiency of amounts so as to pay debt service and to make Derivative Payments for Bonds
that are not Subordinate Bonds. The Cash Flow Certificate must include projections of the amounts
available for payment of debt service on Bonds and of Derivative Payments under the assumptions stated
in the Certificate for each then current cash flow scenario and the assumptions used in computing the

projections. .

The Cash Flow Certificate shall ser forth various cash flow scenarics, that is, sets of stated
assumptions including, without limitation, the following: '

(i) the timing and amounts of prepayments;

(ii) the timing and amounts of the receipt of payments of scheduled principal of and
interest on Loans and Acquired Bonds;

{iif) the investment return on Funds and Acconlnts;
(iv) - availability of amounts in the Reserve Fund,
{v) Expenses to be paid; and
{vi}  the form of any Supplemental Coverage.
The Cash Flow Certificate shall aiso include a set of operating policie.s setting forth rules or
{imitations to be followed with respect to discretionary activities of the Authority under the Indenture

and Series Supplemental Indentures. Cash flow projections shall take into account the financial position
of the Loans and Acquired Bonds as of the stated date of the projection, shall be consistent with the
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Indenture and the Series Supplemental indentures and shall assume compliance with the operating
policies set forth in the Cash Flow Certificate and the various Series Program Determinations.

A copy of each Cash Flow Certificate and Compliance Certificate filed with the Trustee shall
alsc be provided to each Rating Agency prior to tie Authority taking any of the actions for which a Cash
Flow Certificate or Compliance Certificate is required as described in clauses (i) — (vi) above under the
second paragrapl: of this caption and, for actions described in clause (i) and (iii) above under the second
paragraph of this caption at least ten days prior to taking such action.

Covenants Relating to Loans and Acquired Bonds

Notwithstanding any pledge, assignment or grant of a lien on or security interest in any Loan or
Acquired Bonds, the Authority shall have the right, if no Event of Default exists, and covenants to
enforce all its rights and obligations under and pursuant to the Loans and the Acquired Bonds as
necessary to obtain payment of amounts to be paid to the Trustee as due and to comply with the Act and
all covenants with regard to federal income taxation of interest on Bonds, and agrees that the Trustee, in
the name of the Authority, upon an Event of Default may enforce all rights of the Authority under and
pursuant to the Loans and the Acquired Bonds for and on behalf of the Bondowners pursuant to the
Indenture, The Trustee shall be under no obligation to service Loans itself, but shall use its best efforts
at the expense of the Authority to obtain servicing for the Loans to the extent that the Authority informs
the Trustee in writing, or the Trustee concludes upon an Event of Default, that the Authority is unable to
perform or obtain such servicing.

Certain Other Covenants

Among other covenants made by the Authority in the Indenture are those related to the following
matters:

Maintenance of Security. The Authority covenants that, except as otherwise expressly permitted
by the Indenture as supplemented by Series Supplemental Indentures, it will not sel, convey, mortgage,
encumber or otherwise dispose of the money or investments held for the credit of any Fund or Account
created under the [ndenture, or the Revenues.

Corporate Existence, The Authority shall at all times use its best efforts to maintain its
corporate existence and to maintain, preserve and renew all its rights, powers, privileges and franchises,
and it will comply with all valid acts, rules, regulations, orders and directions of any legislative,
administrative or judicial body applicable to the Indenture and any Series Supplemental Indenture.

Books and Records. The Trustee shall keep proper books of record and account in which
comptete and correct entries shall be made of all transactions relating to the receipts, disbursements,
allocations and applications of all money received by the Trustee under the Indenture, and such books
shall be available for inspection by the Authority and any Bondowner during business hours, upon
reasonable notice and under reasonable conditions. On or before the tenth business day of each month
the Trustee shall furnish to the Authority a written statement of the Funds and Accounts held pursuant to
the Indenture and any Series Supplemental Indenture. The Anthority shall keep proper books of records
and account for all its transactions, other than those recorded in the books maintained by the Trustee as
described above, and such books shall be available for inspection by the Trustee and any Bondowner
during business hours and upon reasonable notice.
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Annual Audit. The Authority shall annually, within 120 days of the end of each Fiscal Year, file
with the Trustee and each Rating Agency a copy of its audited financial statements for its previous Fiscal
Year, accompanied by the related report of an Aceountant,

Notice of an Event of Defauit. The Authority shall promptly notify the Trustee in writing of the
occurrence of an Event of Default.

Defanlts and Remedies
The Indenture dectares each of the following events an “Event of Default™

{a) payment of interest on or the principal or Redemption Price of any of the Bonds is not
made when due and payable; or

(b) defauit in the due and punctual performance of any other covenants or agreements
contained in the Bonds or in the Indenture or any Series Supplemental [ndenture and such default
continues for 90 days after written notice requiring the default to be remedied, has been given to the
Authority by the Trustee, The Trustee may give such notice in its discretion and shall give such notice at
the written request of the owners of not less than 25 percent in aggregate principal amount of Bonds then
Outstanding. However, if such default can be remedied, so long as following such notice the Authority
is diligently taking actions to remedy such default, such default shall not be an Event of Default.

An Event of Default with respect to Subordinate Bonds is not an Event of Default on Bonds
which are not Subordinate Bonds. For purposes of determining the percentages of Owners of Bonds as
provided in the Indenture, only Bonds other than Subordinate Bonds shall be taken into account uniess
the Event of Default relates only to Subordinate Bonds in which case the percentage relates only to
Subordinate Bonds. In the case of an Event of Default relating only to Subordinate Bonds any
acceleration or other remedy shall relate oaly to Subordinate Bonds.

It shall not be an Event of Default for the Authority to fail to foreclose upon or otherwise to
enforce its rights to payment under Loans to the extent the Authority applies other moneys (other than
withdrawals from the Reserve Fund) sufficient to make all required payments due from the Debt Service
Account.

Acceleration of Maturity. Upon the happening and continuance of any Event of Default under
paragraph (a) above (except as may be limited in 2 Series Supplemental Indenture, as set forth in the last
paragraph under “Enforcement of Remedies™ below), then and in every such case the Trustee may and.
subject to indemnification of the Trustee as described below, upon the written direction of the Owners of
not less than 2/3 in aggregate principal amount of the Qutstanding Bonds and receipt of indémnification
satisfactory to the Trustee shall, by notice in writing to, the Authority, declare the principal of all the
Qutstanding Bonds (if not then due and payable) to be due and payable immediately. Upon such
declaration, the principal of all Qutstanding Bonds shall become immediately due and payable, anything
contained in the Bonds or in the Indenture to the contrary notwithstanding. However, if at any time after
the principal of the Bonds shall have been so declared to be due and payable, and before the entry of final
Jjudgment or decree in any suit, action or proceeding instituted on account of such Event of Default, or
before the completion of the enforcement of any other remedy under the Indenture, money shall have
accumulated in the Debt Service Account sufficient to pay the principal of all matured Bonds and all
arrears of interest, if any, upon all the Qutstanding Bonds (except the principal and interest of any Bonds
which have become due and payable by reason of such declaration and except the principal of any Bonds
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not then due and payable by their terms and the interest accrued on such Bonds since the last interest
payment date), and the charges, compensation, expenses, disbursements, advances and liabilities of the
Trustee and the Authority and all other amounts then payable by the Authority under the Indenture have
been paid or & sum sufficient to make that payment has been deposited with the Trustee, and every other
default known to the Trustee in the observance or performance of any covenant, condition or agreement
or provision contained in the Bonds or in the Indenture {except a default in the payment of the principal
of such Bonds then due and payable only because of a declaration under this paragraph) has been
remedied to the satisfaction of the Trustee, then and in every such case the Trustee may, and upon the
written request of the Owners of not less than 2/3 in aggregate principal amount of the OQutstanding
Bonds not then due and payable by their terms shall, by written notice to the Authority, rescind and annul
such declaration and its consequences. No such rescission or annulment shall extend to or affect any
subsequent default or impair any right consequent te it. If an Event of Default applies to Bonds other
than Subordinate Bonds then any reference under this subcaption to Bonds is to Bonds that are not
Subordinate Bonds. If an Event of Default applies to Subordinate Bonds, then reference under this
subcaption to Bonds is to Subordinate Bonds.

Enforcement of Remedies. Upon the happening and continuance of any Event of Default, then
and in every such case the Trustee may, and upon the written direction of the Owners of not less than 25
percent in aggregate principal amount of the Qutstanding Bonds shall proceed, subject to indemnification
of the Trustee as described below, to protect and enforce its rights and the rights of the Bondowners
under applicable laws or under the Indenture by such suits, actions or special proceedings in equity.or at
law, or by proceedings in the office of any board or officer having jurisdiction, either for the specific
performance of any covenant or agreement contained in the Indenture or in aid or execution of any power
granted in the Indenture or for the enforcement of any proper legal or equitable remedy, as the Trustee,
being advised by counsel, shall deem most effectual to protect and enforce such rights.

In the enforcement of any remedy under the Indenture the Trustee shall be entitled (i) to sue for,
enforce payment of and recover judgment for, in its own name as Trustee of an express trust, any and all
amounts then or after any default becoming, and at any time remaining, due from the Authority for
unpaid principal, premium, if any, interest or otherwise under any of the provisions of the Indenture or
the Bonds, with, to the extent permitted by the applicable law, interest on overdue payments of principal
of and interest at the rate or rates of interest specified in the Bonds, together with any and all costs and
expenses of collection and of all proceedings under the Indenture and under the Bonds, without prejudice
to any other right or remedy of the Trustee or of the Bondowners, and (ii) to recover and enforce any
judgment or decree against the Authority, but solely as provided in the Indenture, the Series
Supplemental Indenture and the Bonds, for any portion of such amounts remaining unpaid and interest,
costs and expenses as above provided, and to collect, in any manner provided by law, the money
adjudged or decreed to be payable.

Pro Rata Application of Funds

Notwithstanding anything in the Indenture to the contrary, if at any time the money in the Funds
and Accounts (other than the Rebate Fund) maintained under the Indenture is not sufficient to pay the
principal of or interest on the Bonds as they become due and payable (either by the terms of the Bouds or
by acceleration of maturities as described above) such money, together with any money then or later
available for such purpose, whether through the exercise of the remedies provided for in the Indenture or
otherwise, shail be applied, following the satisfaction of any payments due to the Trustee under the
indemnity provisions of the Indenture and payment of such Expenses as the Trustee concludes shall
enhance the value of the Trust Estate, as follows:
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{a) If the principal of all the Bonds (other than Subordinate Bonds) has not become or has

not been declared due and payable, all such money shall be applied:

Jirst: to the payment of al installments {except interest on overdue principal) of interest
on Bonds, other than Subordinate Bonds, then accrued and unpaid in the chronological order in
which such installments of interest accrued and, if the amount available is not sufficient to pay in
full any particular instaliment, then to the payment, ratably, according to the amounts due on
such installment, on Bonds other than Subordinate Bonds, without any discrimination or
preference except as to any difference in the respective rates of interest specified in the Bonds.
other than Subordinate Bonds;

second: to the payment of the unpaid principal of any of the Bonds, other than
Subordinate Bonds, which have become due and payable (except Bonds other than Subordinate
Bonds cailed for redémption for the payment of which, money is heid pursuant to the provisions
of the Indenture} in the order of their stated payment dates, with interest on the principal amount
of such Bonds, other than Subordinate Bonds, at the respective rates specified in such Boads
from the respective dates upon which such Bonds, other than Subordinate Bonds, became due
and payable, and, if the amount available is not sufficient to pay in full the principal of the
Bonds, other than Subordinate Bonds, by their stated terms due and payable on any particufar
date together with such interest, then (1) to the payment first of such interest, ratably, according
to the amount of such interest due on such date, and (2) to the payment of such principal, ratably,
according to the amount of such principal due on such date, of Bonds, other than Subordinate
Bonds, without any discrimination or preference except as to any difference in the respective
rates of interest specified in the Bonds, other than Subordinate Bonds;

third: to the payment of the interest on and the principal of the Bonds, other than
Subordinate Bonds, to the purchase and retirement of Bonds, other than Subordinate Bonds, and
to the redemption of the Bonds, other than Subordinate Bonds, all in accordance w;th the
provisions of the Indenture regardmg redempt:on,

Jourth: to the payment of interest (except interest on overdue principal} on Subordinate
Bonds then accrued and unpaid in the chronological order in which such installments of interest
accrued and, if the amount available is not sufficient to pay in full any particular instaliment.
then to the payment, ratably, according to the amounts due on such instaliment, of Subordinate
Bonds, without any discrimination or preference except as to any difference in the respective
rates of interest specified in the Subordinate Bonds;

Jifth. to the payment of the unpaid principal of any of the Subordinate Bonds which has
become due and payable (except Subordinate Bonds called for redemption for the payment of
which, money is held pursvant to the provisions of the Indenture) in the order of their stated
payment dates, with interest on the principal amount of such Subordinate Bonds at the respective
rates specified in such Subordinate Bonds from the respective dates upon which such
Subordinate Bonds became due and payable, and, if the amount available is not sufficient o pay
in full the principal of the Subordinate Bonds by their stated terms due and payabie on any
particular date, together with such interest, then to the payment first of such interest, ratably,
according to the amount of such interest due on such date on such Subordinate Bonds, and then
to the payment of such principal, ratably, according to the amount of such principal due on such
date, of Subordinate Bonds, without any discrimination or preference except as to any difference
in the respective rates of interest specified in the Subordinate Bonds;
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sixth: 1o the payment of the interest on and the principal of the Subordinate Bonds, to
the purchase and retirement of Subordinate Bonds and to the redemption of Subotdinate Bonds.

(b} It the principal of all the Bonds has become or has been declared due and payable, all
such money shall be applied first, to the payment of the principal and premium, if any. and interest then
accrued and unpaid upon the Bonds which are not Subordinate Bonds, without preference or priority of
principal over interest or of interest over principal, or of any daily accrual of interest over any other daily
accrual of interest, or of any Bond which is not a Subordinate Bond over any other Bond which is not a
Subordinate Bond, ratably, according to the amounts due respectively for principal and interest. without
any discrimination or preference except as to the respective rates of interest specified in the Bonds which
are not subordinated Bonds, and second, to the payment of the principal and premium, if any, and interest
then accrued and unpaid upon the Subordinate Bonds, without preference or priority of principal over
interest or of interest over principal, or of any daily accrual of interest over any other daily accrual of
interest, or of any Subordinate Bond over any other Subordinate Bond, ratably, according to the amounts
due respectively for principal and interest, without any discrimination or preference except as to the
respective rates of interest specified in the Subordinate Bonds.

{c) If the principal of ail the Bonds has been declared due and payable and if such
declaration has been rescinded and annulled as described above under the subcaption “Adcceleruiion of
Muturity, ™ then, subject to the provisions of subparagraph (b) above, if the principal of all the Bonds
later becomes or is declared to be due and payable, the money remaining in and later accruing to the
Debt Service Account, any Subordinate Bond Debt Service Account of the Revenue Fund and the
Reserve Fund, together with any other money held by the Trustee under the Indenture, shall be applied in
accordance with the provisions of subparagraph (a) above.

The provisions of subparagraphs (a). (b} and (c) above are in all respects subject to the
provisions of the Indenture that provides that neither the Trustee nor the Authority shall consent or agree
directly or indirectly to extend the time for payment of the interest on any Bond. In case the time for the
payment of the interest of any Bond shali be extended. whether or not such extension be by or with the
consent of the Authority, such interest so extended shall not be entitled in case of default under the
Indenture to the benefit or security of the Indenture unless the principal of and interest on all Gutstanding
Bonds (the time for the payment of interest which has not been extended) is paid in full.

Restrictions Upon Actions by Individual Bondowner

No Owner of any of the Bonds shall have any right to institute any suit, action or proceeding in
equity or at law on any Bond or to enforce the Indenture or any Series Supplemental Indenture unless
such Owner previously has given to the Trustee written notice of the Event of Default on account of
which such suit, action or proceeding is to be instituted, and unless also the Cwners of not less than I3
percent in aggregate principal amount of the Bonds then Qutstanding (other than Subordinate Bonds)
have made written request of the Trustee after the right to exercise such powers or right of action, as the
case may be, has accrued, and have afforded the Trustee a reasonable opportunity either to proceed to
exercise the powers granted by the indenture or to institute such action, suit or proceeding in its or their
name, and unless, also, there shall have been offered to the Trustee reasonable security and indemnity
against the costs, expenses and liabilities to be incurred as a result, and the Trustee has relused or
neglected to comply with such request within a reasonable time. Such notification, request and offer of
indemnity are declared in every such case, at the option of the Trustee, to be conditions precedent to the
execution of the powers and trusts of the Indenture or to any other remedy under it. However.
notwithstanding the foregoing described provision, the Owners of not less than 25 percent in agyregate
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principal amount of the Bonds then Outstanding may institute any such suit, action or proceeding in their
own names for the benefit of all Ownrers of Bonds. Except as othérwise above provided, no one or more
Owners of the Bonds secured by the Indenture shall have any right in any manner whatever by his or
their action to affect, disturb or prejudice the security of the Indenture, or to enforce any right under it
except in the manner provided in the Indenture. All suits, actions and proceedings at law or in equity
shall be instituted and maintained in the manner provided and for the benefit of all Owners of such
Outstanding Bonds. Any individual right of action or other right given to one or more of such Owners by
law is restricted by the Indenture fo the rights and remedies provided.

Notwithstanding the foregoing described provision, nothing shall affect or impair the right of any
Bendowner to enforce the payment of the principal of and interest on that Owner's Bond, or obligation of
the Authority to pay the principal of and interest on each Bond to its Owner at the time and place expressed
in such Bond.

Limitations on Remedies for Series of Bonds

A Series Supplemental Indenture authorizing a Series of Bonds that are subject to bond insurance
may provide limitations on remedies available with respect to those Bonds including, without limitation,
acceleration of their maturity, without the consent of the bond insurer and may give the bond insurer
rights of Owners of those Bonds with respect to remedies. See “Bond Insurer Provisions” below for
certain information regarding the Authority’s covenants to the Bond Insurer with respect to the Offered
Bonds.

Trustee Entitled to Indemnity

The Trustee shall be under no obhgatlon to institute any suit, or to take any remedial proceeding

“under the Indenture, or to enter any appearance or in any way defend in any suit in which it may be

named as a defendant, or to take any steps in the execution of the trusts created cr in the enforcement of
any rights and powers, until it is indemnified to its satisfaction against any and all costs and expenses,
outiays and counsel fees and other reasonable disbursements, and against all liability, including, but not
limited to, any liability arising directly or indirectly under any federal, state or local statute, rule, law or

ordinance related to the protection of the environment or hazardous substances and except liability which

is adjudicated to have resulted from its negligence or willful default in connection with any action so
taken. The Trustee may, nevertheless, begin suit, or appear in and defend suif, or do anything else in its
Jjudgment proper to be done by it as such Trustee, without indemnity. In such case the Authority shall
reimburse the Trustee for all costs and expenses, outlays and counsel fees and other reasonable
disbursements properly incurred in connection with such action.

Limitation of Obligations and Responsibilities of Trustee

The Trustee shall be under no obligation {i) to effect or maintain insurance or to renew any
policies of insurance or te inquire as fo the sufficiency of any policies of insurance carried by the
Authority, (ii) to report, or make or file claims or proof of loss for, any loss or damage insured against or
which may occur or (iii} to keep itself informed or advised as to the payment of any taxes or assessments,
or to require any such payment to be made. The Trustee shall be under no obligation to record or file the
Indenture, or any other security instruments and financing statements, or continuation statements with
respect to it, except pursuant to directions from the Authority, in form and substance satisfactory to the
Trustee, set forth in an Authority Request. The Trustee and the Master Paying Agent shall have no
responsibility in respect of the validity, sufficiency, due execution or acknowiedgment by the Authority
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of the Indenture, or in respect of the validity of the Bonds or their due execution or issuance. The
Trustee shall be under no obligation to see that any duties imposed upon the Authority or any party other
than itself, or any covenants on the part of any party other than itself to be performed, are done or
performed, and the Trustee shall be under no obligation for failure to see that any such duties or
covenants are so done or performed. The Trustee and the Master Paying Agent may execute any of the
trusts or powers of the Indenture and perform any of its duttes by or through attorneys, agents, receivers
or employees but shall be answerable for the conduct of the same in accordance with the standard
specified above and the Trustee and the Master Paying Agent shall be entitled to advice of counsel
concerning ali matters of trusts and duties under the Indenture, and may pay reasonable compensation to
any lawyer or agent retained by it under the Indenture. The Trustee and the Master Paying Agent may
act upon the opinion or advice of an attorney, surveyor, engineer or accountant selected by it in the
exercise of reasonable care or, if selected or retained by the Authority, approved by the Trustee in the
exercise of such care. The Trustee and the Master Paying Agent shall not be responsible for any loss or
damage resulting from any action or nonaction based ot its good faith reliance upon such opinion or

advice.
Compensation and Indemnification of Trustee

Subject to the provisions of any contract between the Authority and the Trustee relating to the
compensation of the Trustee, the Authority shall pay, from the Trust Estate, to the Trustee reasonable
compensation for ali services performed by it and also all its reasonable expenses, charges and other
disbursements and those of its attorneys, agents and employees incurred in and about the administration
and execution of the trusts created and the performance of its powers and duties, and from such source
only, shall indemnify and save the Trustee harmless against any liabilities, losses, damages, costs and
expenses (including reasonable attorney’s fees and expenses of the Trustee), causes of actien, suits,
claims, demands and judgments of any kind and nature which it may incur in the exercise and
performance of its powers and duties, Payment of compensation for the Master Paying Agent shall be by

separate agreement.
Resignation and Removal of Trustee

No resignation or removal of the Trustee or the Master Paying Agent and no appointment of a
successor Trustee pursuant to the Indenture shall become effective uniil the acceptance of appointment
by the successor Trustee. Subject to the foregoing, the Trustee may resign and thereby become
discharged from the trusts, by notice in writing to be given to the Authority and mailed, first class;
postage prepaid, to all Registered Owners of Bonds at their addresses as they appear on the registration
books kept by the Trustee, not less than 60 days before such resignation is to take effect, but such
resignation shall take effect immediately upon the appointment of a new Trustes, if such new Trustee is
appointed before the time limited by such notice and then accepts the trusts. No resignation of the
Trustee shall be effective if an Event of Default, or any event which upon the passage of time would be
an Event of Default has occurred and is continving except upon the consent of Owners of 2 majority in
principal amount of the Cutstanding Bonds.

Subject to the first sentence of the prior paragraph, the Trustee may be removed at any time by
an instrament or concurrent instruments in writing executed by the Owners of not less than a majority in
principal amount of the Quistanding Bonds {other than Subordinate Bonds) and filed with the Authority.
A facsimile copy of each such instrument shall be delivered promptly by the Authority to the Trustee.
The Trustee may also be removed at any time for reasonable cause by any court of competent
jurisdiction upon the application of Owners of not less than ten percent in aggregate principal amount of
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the Cutstanding Bonds {other than Subordinate Bonds). The Trustee may be removed at any time by the
Authority 1f an Event of Default, or any event which upon the passage of time would be an Event of
Default, has not occurred and is continuing,

Appointment of Successor Trustee

If at any time the Trustee resigns, shall be removed, be dissolved or otherwise become incapable
of acting, or the bank or trust company acting as Trustee is taken over by any governmental official,
agency, department or board, the Authority shall appoint a successor and shall cause notice of such
appointment to be mailed, first class, postage prepaid, to all registered Owners of Bonds at their
addresses as they appear on the registration books kept by the Trustee. At any time within one year after
any such resignation, removal, dissolution or incapacity has occurred, the owners of a majority in
principai amount of the QOutstanding Bonds (other than Subordinate Bonds), by an instrument or
concurrent instruments in writing, executed by such Bondowners and filed with the Authority, may
appoint a successor Trustee, which shall supersede any Trustee appointed by the Authority prior to that
filing. Facsimile copies of each such instrument shall be delivered promptly by the Authority to the
predecessor Trustee and to the Trustee so appointed by the Bondowners. If no appeintment of a
successor Trustee is made as described under this subcaption within ten days after the vacancy has
occurred, the Owner of any Quistanding Bond or any retiring Trustee may apply to any court of
competent jurisdiction te appeint a successor Trustee. Such court may, after such notice, if any, as such
court may deem proper and prescribed,. appoint a successor Trustee. Any Trustee appointed under the
Indenture shall be a bank or trust company having a principal corporate trust office in the State, duly
authorized to exercise corporate trust powers and subject to examination by federal or State authority, of
good standing, and having at the time of its appointment a combined capital and surplus aggregate not
less than $45 million, as shown on its most recently published report of its financial condition,

Master Paying Agent

The Indenture provides that a Master Paying Agent may be appointed, During such time as there
shall be a Master Paying Agent (i} the Master Paying Agent shall perform all duties of the Trustee under
the Indenture with respect to the authentication, registration, transfer, exchange, and delivery of Bonds,
the disposition of Bonds upon payment and the payment to Bondowners of principal and redemption
price of and interest on Bonds, and (ii} all references in the Indenture and the Official Statement to the
Trustee with regard to any such duties shall refer instead to the Master Paying Agent and in that regard
reference to an office of the Trustee shall refer instead to the comparable office of the Master Paying
Agent. The Trustee and Master Paying Agent shall cooperate to carry out their respective duties under
the Indenture and shall provide the other with copies of all notices, reports and information necessary to

the other.
Successor Master Paying Agent

- The Master Paying Agent may at any time resign and be discharged of the duties and obligations
created by the Indenture by giving at least 120 days’ written notice to the Authority and the Trustee. The
Master Paying Agent may be removed at any time by an instrument filed with it and the Trustee and
signed by an Authorized Officer of the Authority. Any successor Master Paying Agent shall be
appointed by the Authority and shall be a bank or trust company organized under the laws of any state of
the United States or a national banking association, having a capital and surplus aggregating at least $5
million and willing and able to accept the office of Master Paying Agent on reasonable and customary
terms and authorized by law to perform all the duties imposed upon it by the Indenture.
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Modifications of Resolutions and Qutstanding Bonds

The Indenture provides procedures whereby the Authority may amend the Indenture or any

Series Supplemental Indenture by adoption of a Supplemental [ndenture.

The Authority and the Trustee may, from time to time and at any time, enter into Supplemental

Indentures:

" {a) to authorize the issuance of a Series of Bonds; or
{b) to cure any ambiguity or defect or omission in the Indenture; or

(c) to grant to or confer upon the Trustee for the benefit of the Bondowners any
additional rights, remedies, powers, authority or security that may lawfully be granted to or
conferred upon the Bondowners or the Trustee; or

{d) to include as Revenues or in the Trust Estate any additional amounts, receipts or
property; or

(e) to cure any ambiguity, to correct or supplement any provision which may be
inconsistent with any other provision, or to make any other provisions with respect to matters or
questions arising under the Indenture which are not inconsistent with the provisions of the
Indenture, provided such action shall not materially adversely affect the interest of the
Bondowners; or

H to add to the covenants and agreements of the Authority in the Indenture
additional covenants and agreements to be observed by the Authority or to surrender any right or
power reserved to or conferred upon the Authority; or

{g) to modify any of the provisions of the Indenture in any respect whatever not
otherwise set forth in clauses {a} - (1) of this paragraph, provided (i) such modification shall
apply only to Series of Bonds issued after the effective date of the Supplementai Indenture and
shall not materially adversely affect the interests of the owners of Bonds of any Series
Qutstanding on the effective date of the Supplemental Indenture or (ii} (A) such meodification
shall be, and be expressed to be, effective only after all Bonds of any Series Outstanding at the
date of the adoption of such Supplemental Indenture shall cease to be Outstanding and (B) such
Supplementa! Indenture shall be specifically referred to in the text of all Bonds of any Series
authenticated and delivered after the date of the adoption of such Supplemental Indenture and of
Bonds issued in exchange for, or in place of, such Bonds; or

(h) to modify, amend or supplement the Indenture or any Supplemental Indenture in
such manner as to permit, if presented, the qualification of the Indenture and any Supplemental
Indenture under the Trust Indenture Act of 1939 or any similar federal statute then in effect or
under any state Blue Sky Law; or

(D to surrender any right, power or privilege reserved to or conferred upon the
Authority by the terms of the Indenture, provided that the surrender of such right, power or
privilege is not contrary to or inconsistent with the covenants and agreements of the Authority
contained in the Indenture or a Series Supplemental Indenture; or
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() to add to the definition of Permitted Investments pursuant to the last proviso of
that definition; or

(k) toumodify, amend or supplement the Indenture or any Supplemental Indenture in
such manner as to permit a trustee {other than the Trustee) with respect to any Subordinate
Bonds issued under the [ndenture; or

()] to make any other change which, in the judgment of the Trustee, does not
materially adversely affect the interests of the Bondowners.

The I[ndenture and any Series Supplemental Indenture may be modified, suppiemented or
amended by a Supplemental Indenture in ways not described above, as set forth below. No such
Supplemental indenture shall be effective except upon the consent of (i) the Owner of greater than 50
percent in aggregate principal amount of Outstanding Bonds {other than Subordinate Bonds); (ii) if less
than all of the Outstanding Bonds are affected, of the Owners of greater than 50 percent in principal
amount of Bonds then Qutstanding, other than Subordinate Bonds so affected and, if Subordinate Bonds
are affected, 50 percent of the aggregate principal amount of the Subordinate Bonds so affected; and (iii)
in case the terms of any Sinking Fund Instaillments are changed, of the Owners of greater than 50 percent
in principal amount of the Outstanding Bonds of the particular Series and maturity entitled to such
Sinking Fund Installments. However, without the consent of all adversely affected Bondowners. no
Supplemental Indenture shall (a) change the terms of redemption or of the maturity of the principat of or
the interest on any Bond, or (b) reduce the principal amount of any Bond or the redemption premium or
the rate of interest on it, or (¢} create or grant a pledge, assignment, lien or security interest of the Trust
Estate, or any part of it, other than as created or permitted by the Indenture withowt the Supplemental
Indenture, or (d) create a preference or priority of any Bond or Bonds over any other Bond or Bonds,
except as may be permitied by the Indenture or (¢) reduce the apgregate principal amount or classes of
the Bonds required for consent to such Supplemental Indenture. If any such modification, supplement or
amendment will by its terns, not take effect so Jong as any Bonds of any specified Series and maturity
remain Outstanding, the consent of the Owners of those Bends shall not be required and such Bonds shall
not be deemed to be Outstanding for the purpose of any calculation of Qutstanding Bonds under this
paragraph. For the purpose of this paragraph, a Series shall be deemed to be affected by a modification
or amendment of the Indenture if it adversely affects or diminishes the rights of the Owner of Bonds of
such Series. The Trustee may in its discretion determine whether Bonds of any particular Series and
maturity would be affected by any modification, supplement or amendment of the Indenture or a
Supplemental Indenture and any such deterimination shall be binding and conclusive on the Authority
and all Owners of Bonds.

Defeasance

If the Authority pays or causes to be paid, or there is otherwise paid, to the Registered Owners of
the Bonds then Qutstanding, the principal, Redemption Price, if any, and interest to become due on them,
at the times and in the manner stipulated in the Indenture and in the Series Supplemental Indentures, then
the covenants, agreements and other obligations of the Authority to the Registered Owners of the Bonds
shall be discharged and satisfied. In such event, the Trustee shall pay over or deliver to the Authority all
money or securities held by it pursuant to the Indenture which are no longer required for the payment or
redemption of Bonds not already then surrendered for such payment or redemption and shall assign,
transfer and convey to the Authority all its interest in Acquired Bonds and Loans.,
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Bonds for the payment or redemption of which money has been set aside and held in trust by the
Trustee or the related Master Paying Agent (through deposit by the Authority of funds for such payment
or redemption or otherwise}, whether at or prior to the maturity or the redemption date of such Bonds,
shall be deemed to have been paid within the meaning of and with the effect expressed above. Al Bonds
shall, prior to their maturity or redemption date, be deemed to have been paid within the meaning of and
with the effect expressed above if: (i} there is deposited with such Trustee or Master Paying Agent either
money in an amount which is sufficient, or Governinent Obligations the principal of and interest on
which when due will provide money which, without reinvestment, when added to the money, if any,
deposited with such Trustee or Master Paying Agent at the same time, is sufficient to pay the principal of
those Bonds at maturity, or on sinking fund installment dates for Term Bonds, or the principal,
redemption premium, if any, and inferest due and to become due on those Bonds on and prior to the
redemption date or maturity date {or sinking fund instailment dates for Term Bonds) of the Bonds, as the
case may be; (ii) there is deposited with the Trustee a report of an Accountant verifying the sufficiency
of the deposit; (iii} in case any of the Bonds are to be redeemed on any date prior to their maturity, the
Authority has given to the Trustee(s) or Master Paying Agent(s) irrevocable instruction to give any
required notice of redemption, which instruction the Trustee or Master Paying Agent has accepted in
writing; and (iv) the Authority has received a Bond Counsel QOpinion to the effect that the defeasance of
the Bonds shall not cause interest on the tax-exempt Bonds to be included in “gross income™ of the
Registered Owners for federal income tax purposes if the Authority has covenanted in the Series
Supplemental Indenture not to take such action.

Upon being defeased as provided above, Bonds shall continue to be payable as to principal,
interest and redemption premium and to be subject to redemption, but shall have a claim for payment
only with respect to the money or Governmental Obligations so held by the Trustee. The Authority may
enter into an escrow agreement with the Trustee providing for funds to be so held.

Government Obligations, money deposited with the Trustee as described vnder this subcaption
and principal or interest payments of any such Government Obligations shall not be withdrawn or used
for any purpose other than, and shall be held in trust for, the payment of the principal (at maturity or
pursuant to Sinking Fund Instaliments}, Redemption Price, if any, and interest on those Bonds, provided
that any cash received from such principal or interest payments on such Government Obligations, if not
then needed for such purpose, shall, to the extent practicable, be reinvested in Government Obligations
maturing at times and in principal amounts sufficient to pay when due the principal, redemption
premium, if any, and interest to become due on those Bonds on and prior 10 such redemption date or
maturity date of the Bonds, as the case may be.

Bond Insurer Provisions
The Authority covenants to the Bond Insurer, as follows:

(i) The Authority shall provide copies of ali notices given to Bondowners and
Rating Agencies under the Indenture and related Series Supplemental Indentures.

(i) The Authority shall provide the Bond Insurer with a copy of each Cash Flow
Certificate submitted to the Trustee.

(i) The Bond Insurer shall have the same rights as Bondowners to inspect
documents and receive reports,
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(iv) The Bond Insurer shall receive written notice of the resignation or removal of
the Trustee or appointment of a successor Trustee,

{v) if any action requires Bondholders’ consent, consent of the Bond Insurer shall be
required as well with respect to any consent by Owner of Offered Bonds.

(vi)  The Bond Insurer shall be a party in interest in the Indenture and Series
Supplemental Indentures, along with the Authority, the Trustee and the Bondholider.

{vii)  No acceleration of any Offered Bonds may be made without the consent of the
Bond Insurer.

(vii) No Additional Bonds may be issued except in compliance with the Indenture,

CERTAIN TAX CONSEQUENCES
Summary of Bond Counsel Opinion — 1999 Series A Bonds

In the opinion of Schiff Hardin & Waite, Bond Counsel, interest on the 1999 Series A Bonds
under present law is excludable from the gross income of their Owners for federal income tax purposes
and thus is exempt from federal income taxes based on gross income, if there is continuing compliance
by the Authority and the owners of the Financed Developments with their respective covenants described

below.

That opinion, to be based on an examination of a certified copy of the record of proceedings
relating to the 1999 Series A Bonds and accompanying certificates of officials of the Authority, is to be
delivered at the time of the initial issuance of the 1999 Series A Bonds. The form of that opinion is

attached as Appendix H to this Official Statement.

Bond Counsel is also of the opinion that interest on the 1999 Series A Bonds is not an item of tax
preference for purposes of computation of the alternative minimum tax for individuais or corporations.
Interest on the 1999 Series A Bonds may be subject to certain federal taxes not based on gross income
and ownership of the Bonds may result in certain other federal income tax conseguences to certain
owners; Bond Counsel express no opinion as to these matters,

Bond Counsel expresses no opinions as to the exclusion from gross income for federal income
tax purposes of interest of any 1999 Series A Bond for any period during which such 1999 Series A Bond
is held by a person who is 2 “substantial user” of any Financed Development or a “related person” (as
defined in Section 103(b)}(13) of the Internal Revenue Code of 1954, as amended).

Under the Act, in its present form, interest on the 1999 Series A Bonds is exempt from Iilinois
income tax.

Continuing Legal Requirements

Federal income tax law imposes a number of continuing requirements in order for the interest on
the 1999 Series A Bonds not to be included in gross income for federal income tax purposes. Among

these are the following: :
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Rental Occupancy and Use Requirements. The Financed Developments must meet various
rental, occupancy and use requirements. These include requirements that for specified periods the
Financed Developments remain available for rental housing and that at least 20 percent of the units in
each Development be occupied by persons of low or moderate income {not in excess of 80 percent of
area median income),

Investment Limitations. Various {imitations are imposed on the yield which may be earned by
the Authority on certain investments treated as proceeds of the 1999 Series A Bonds, including the
Mortgage Loans.

Rebate. Earnings from the investment of certain amounts treated as proceeds of the 1999 Series
A Bonds in excess of the earnings that would have been realized if such investments had been made at a
yield equal to the yield on the 1999 Series A Bonds are required to be paid to the United States of
America at periodic intervals.

Covenants

The Authority has covenanted in the Series Supplemental Indenture to take all steps within its
power that are required to maintain the status of interest on the 1999 Series A Bonds as not included in
the gross income of their owners under federal income tax law existing as of the date of initial issuance
of the 1999 Series A Bonds. The Authority’s covenant does not require it to prevent interest on the 1999
Series A Bonds from becoming subject to an alternative minimum tax or any similar tax. In addition, the
Authority has covenanted in the Series Supplemental Indenture that it will: (i} impose such occupancy,
rental and use requirements with respect to the Financed Developments as may be necessary under
applicable federal income tax law to establish and maintain the exclusion of interest on the 1999 Series A
Bonds from gross income; {ii) to the extent practicable, from time to time impose such other or
additional occupancy, rental and use requirements with respect to the Financed Developments as may
subsequently become necessary for the interest on the 1999 Series A Bonds fo be and remain excludable
from gross income; and (iii) review regularly compliance with those requirements and take promptly all
necessary steps to enforce the requirements and require prompt correction of any non-compliance which
comes to its attention.

The Authority has included in certain of its documents relating to the Financed Developments
provisions restricting the occupancy, rental and use of these Developments. The Authority believes these
provisions, if complied with by the owners of these Developments, will satisfy the occupancy, rental and
use requirements of federal income tax law. However, the applicable ability of the Authority to eaforce
such requirements may be limited by laws affecting the enforcement of creditors’ rights generally or by
general principles of law or equity applicable to those remedies.

Risk of Non-Compliance

IF THE AUTHORITY OR ANY OWNER OF A FINANCED DEVELOPMENT FAILS TO
COMPLY WITH SUCH REQUIREMENTS OF THE CODE, INTEREST ON THE 199% SERIES A
BONDS MAY BECOME INCLUDIBLE IN THE GRCSS INCOME OF THEIR OWNERS FCR
FEDERAL INCOME TAX PURPOSES FRCOM THE DATE QF ISSUANCE OF THE 1999 SERIES A
BONDS. :
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Other Federal Income Tax and Illinofs Tax Consequences

Interest on the 1999 Series A Bonds may alsc be taken into account in calculating federal taxes,
including the branch profits tax, the environmental tax and the tax on certain passive income of
Subchapter S corporations, to the extent based on measures other than “gross income,” such as “earnings
and profits™ for certain corporations. Ownership of the 1999 Series A Bonds may result in other federal
income tax consequences to certain taxpayers, including, without limitation, certain financial institutions,
certain property or casualty insurance companies and health insurance organizations, individual
recipients of Social Security or Railroad Retirement benefits and taxpayers who may be deemed to have
incurred {or continued) indebtedness to purchase or carry tax-exempt obligations. Ownership of the
1999 Series A Bonds may result in other Tllinois tax consequences to certain taxpayets.

Prospective purchasers of the 1999 Series A Bonds should consult their tax advisors as to
applicability of any of those taxes or consequences. Bond counsel expresses no opinion as to those taxes
OF CONSEqUERCES.

Summary of Bond Counsel Opinion — 1999 Series C Bonds

In the opinions of Schiff Hardin & Waite, Bond Counsel, interest on the 1999 Series C Bonds
under present law is NOT excludable from the gross income of their Owners for federal income tax
purposes, Bond Counsel is also of the opinion that, under the Act, in its present form, interest on the
1999 Series C Bonds is exempt from [llinois income tax.

Those opinions, to be based on an examination of a certified copy of the record of proceedings
relating to the 1999 Series C Bonds and accompanying certificates of officers of the Authority, are to be
delivered at the time of the initial issuance of the 1999 Series C Bonds, The form of this opinion is
attached as Appendix H to this Official Statement.

LEGAL MATTERS

The approving opinions of Schiff Hardin & Waite, Chicago, Ilinois, Bond Counsel, will be
delivered with the 1999 Series A Bonds and the 1999 Series C Bonds. The proposed forms of those
opinicns are included in this Official Statement as Appendix H. The approving opinions of Bond
Counsel will also be delivered with the Acquired MFHB Bonds and the Acquired HDB Bonds. The
proposed forms of those opinions are also included in this Official Statement as Appendix H. Certain
legal matters in connection with the issuance of the Offered Bonds and the Acquired Bonds will be
passed upon for the Authority by its Acting General Counsel, Ellen F. Distelheim, Esq., and by its
counse, Hopkins & Sutter, Chicago, Hlinois, and for the Underwriters by their counsel, Bell, Boyd &

Lloyd, Chicage, Hlinois.

YEAR 2000

Computer programs written using two digits rather than four to define the applicable year may
not function properly beginning in the year 2000 (the “Year 2000 Issue”}, The Autherity maintains
computer systems and relies on suppliers and vendors who maintain computer systems which may not be
compliant with year 2000 (“Year 2000 Compliant”). The Authority is currently assessing its
technological transition needs with the coming of the year 2000. Based on its analysis to date, the
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Authority believes that its internal systems and systems supplied by third parties are Year 2000
Compliant or will be Year 2000 Compliant by no Jater than December 31, 1999 and that the costs to the
Authority of assessing the impact of the Year 2000 Issue and taking what, if any, actions are necessary to
make those information systems Year 2000 Compiiant will be approximately $2 million. The Authority
is also working with its suppliers and customers to assess the impact of the Year 2000 Issue on their
computer programs and what, if any, effect their compliance or non-compliance may have on the
Authority. There can be no assurance that the Authority’s operations will not be adversely affected by
the Year 2000 Issue. The Authority does not, however, anticipate any adverse effect on its ability to pay
principal and interest on the Offered Bonds.

Consistent with the recommendations of the Comptroller of the Currency, all financial
institutions were required to have their year 2000 conversions and unit testing associated with such
conversions completed by December 31, 1998, thereby allowing internal and external interface testing,
including testing with customers, during 1999 to ensure that all systems are working properly and
reliably. The Trustee has completed unit testing for major systems which support the services of the
Trustee being contemplated in this Official Statement related to the year 2000 century date change. This
effort is part of a vigorous and comprehensive project to inventory, assess, renovate or replace and test
affected systems. The system(s) which support the services of the Trustee described in this Official
Statement are part of that effort.

See “THE OFFERED BONDS — Book-Entry Only System” for a discussion of the Year 2000
Issue and DTC. '

LITIGATION

The Authority is not engaged in and has not been threatened with any litigation of any nature
which seeks to restrain or enjoin the issuance, sale, execution or delivery of the Offered Bonds or which
in any way contests the validity of the Offered Bonds or any proceedings of the Authority taken with
respect to their issuance, remarketing or sale or the pledge or application of any moneys or the security
provided for the payment of the Bonds, including the Offered Bonds, or which contests the existence of
the Authority.

The Authority is a party to litigation incident to the conduct of its programs. The Authority is
not engaged in and has not been threatened with any litigation with respect to its statutory powers or
otherwise which in the judgment of the Authority is material to the performance of its programs or its
obligations with respect to notes and bonds, including the Gffered Bonds, of the Authority.

LEGALITY FOR INVESTMENT

Under the Act, the Offered Bonds, in the State, are securities in which all public officers and
bodies of the State and all its municipalities and municipal subdivisions, all insurance companies and
associations, and other persons carrying on an insurance business, all banks, trust companies, savings
banks and savings associations, savings and loan associations, investment companies, ali administrators,
guardians, execntors, rustees and other fiduciaries, and all other persons authorized to invest in bonds or
other obligations of the State, may properly and legally invest funds, including capital, in their control or
belonging to them. State laws governing specific types of investors may, however, impose restrictions
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on such investors with respect to the legality of purchases of the Offered Bonds and may also contain
limitations which permit purchases of the Offered Bonds only with specified percentages of their assets.

RATINGS

The Offered Bonds have received a long term rating of “AAA” from S&P and a long term rating
of “Aaa” from Moody's, with the understanding that upon delivery of the Offered Bonds, the Bond
Insurance Policy insuring the payment when due of the principal of and interest on the Offered Bonds
will be issued by the Bond Insurer. Ratings assigned to the Offered Bonds reflect only the views of the
respective rating agencies and an explanation of the significance of such ratings may be obtained only
from the respective rating agencies. There is no assurance that the ratings which have been assigned to
the Offered Bonds will continue for any given period of time or that they will not be revised or
withdrawn entirely by such rating agencies if, in the judgment of the rating agencies, circumstances so
warrant. A downward revision or withdrawal of the ratings may have an adverse effect on the market

price of the Offered Bonds.

UNDERWRITING

The Offered Bonds (other than the 1999 Series A Bonds maturing January 1, 2031 (the “Placed
Bonds™), which are not being recffered) are being purchased by the Underwriters listed on the cover page
of this Official Statement. The Underwriters will agree to purchase the Offered Bonds {(other than the
Placed Bonds) at a purchase price {expressed as a percentage of the aggregate initial principal amount of
such Bonds) of 100 percent, plus accrued interest pursuant to the terms of one or more purchase
contracts. The obligation to make such purchases is subject to certain terms and conditions and the
approval of certain legal matters by counsel. The Underwriters will receive a fee of $424,606 in
connection with the sale of the Offered Bonds (other than the Placed Bonds), to be paid by the Authority.
In addition, the Underwriters will receive a fee of $78,138 in connection with the placement of the
Placed Bonds, to be paid by the Authority. The Underwriters may offer and sell the Offered Bonds
(other than the Placed Bonds) offered to the public to certain dealers (including dealers depositing the
such Bonds intc unit investment trusts, certain of which may be sponsored or managed by the
Underwriters) and others at prices lower than the public offering prices stated on the inside cover page
hereof.

FINANCIAL STATEMENTS

Attached as Appendix A are the audited financial statements of the Authority at, and for the year.

ended, June 30, 1998, together with the report thereon dated October 2, 1998, of Arthur Andersen LLP,
independent public accountants,

INVESTMENT POLICY

The Authority’s management of funds under its conirol is governed by the Act and the
Authority’s Investment and Cash Management Policy, as amended from time to time. The Act permits
the Authority to invest its funds in any investments as may be lawful for fiduciaries in the State of
Illinois, for Illinois or nationally chartered banks and savings banks and fiduciaries subject to the
Employment Retirement Income Security Act of 1974.
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The Authority’s Investment and Cash Management Policy {the “Investment Policy™}, contains
the following stated objectives:

. Safety of principal. Each investment transaction shall seek to ensure that capital
losses within the investment portfolio are avoided. whether they be from
securities defaults or erosion of market value,

. Liquidity. The investment portfolio shal! remain sufficiently flexibie 1o enable
the Authority to meet all operating requirements which may be reasonably
anticipated in any fund.

. Maximum rate of return. The investment portfolio shall be designed with the
purpose of regularly exceeding the average return of United States Treasury
obligations of comparable maturities. The investment program shall seek to
augment returns above this threshold, consistent with risk limitations identified
herein and prudent investment principles.

in addition, the Investment Policy contains the following provision with respect to instruments
- commonly known as derivative securities:

. Leveraging agreements such as reverse repurchase agreements and derivative
investments such as interest only strips and principal only strips of mortgage
backed securities, inverse floaters, future contracts and options on future
contracts, interest rate caps, floors, and swaps (“Derivatives™) shall be purchased
and used only in conjunction with interest rate risk management. Such
leveraging agreement or Derivatives shall be matched with an underlying
existing asset in the portfolio or employed in conjunction with a specific bond or
note financing program and shall be used to offset or hedge a specific
quantifiable risk to that underiying asset or bond or note financing program,
These securities underlying such arrangement or agreement shall be Permitted
Investments.

The preponderance of the Authority’s investments are demand repurchase agreements
concerning obligations of the United States or its agencies or direct investinents in such obligations.

For additional information regarding the Authority’s investments as of June 30. 1998, see
“FINANCIAL STATEMENTS - Note C — Cash and Investments” attached as Appendix A,

CONTINUING DISCLOSURE

In order to assist the Undersriters in complying with certain amendments to Rule 15¢2-12 of the
Securities and Exchange Commission, the Authority has agreed in the Offered Bonds Series
Supplemental Indenture to provide to certain parties certain annual financial information and operating
data and notices of certain material events. A summary of that portion of the Offered Bonds Series
Supplemental Indenture containing the Authority’s undertaking in this regard is included as Appendix |
to this Official Statement. This undertaking may be enforced by any beneficial or registered owner of
Offered Bonds, but the Authority’s failure to comply with this undertaking will not be a default under the
Indenture,
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In addition, pursuant to the Indenture, the Authority has agreed to file with the Trustee, within
120 days after the close of each Fiscal Year, 2 copy of its audited financial statements for the previous
Fiscal Year, accompanied by the related report of its independent public accountants.

MISCELLANEQUS

All quotations from, and summaries and explanations of, the Constitution of the State, the Act
and the Indenture contained in this Official Statement do not purport to be complete and reference is
made to the Constitution of the State, the Act and the Indenture for full and complete statements of their
provisions. Copies, in reasonable guantity, of the Indenture may be obtained upon request directed to the
Authority at 40] North Michigan Avenue, Suite 800, Chicago, [Hinols 6061 1.

Any statements in this Official Statement involving matters of opinion, whether or not expressly
so stated, are intended as such and not as representations of facts. This Official Statement is not to be
construed as a contract or agreement between the Authority and the purchasers or owners of any of the
Offered Bonds. The execution and distribution of this Official Statement have been duly authorized by

_the Authority.

Dated: March 29, 1999

TLLINOIS HOUSING DEVELOPMENT AUTHORITY

/3! Michael P. Rose
Acting Executive Director
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ARTHUR ANDERSEN LLP

INDEPENDENT AUDITORS® REPORT

Honorable William G. Holland, Auditor General State of Hlinois and
The Members of the Hlinois Housing Development Authority:

As Special Assistant Auditors ol the Auditor Generall we have audited the accompanying general-purpose
financial statements ol the Dlinois Housing Development Authority (the “Authority™), & component unit of
the State of Hlinois. as o and for the year ended June 30, 1998, These seneral-purpose financial stutements
are the responsibility of the Authority’s management. OQur respensibility is to express an opinion on these
general-purpose financial statements based on our audit. :

We conducted our audit in accordance with genevally accepted anditing standards and the standards
applicable 1o hnancial audits in Govermment Anditing Stundurds (1994 Revision) issued by the Compuroller
General of the United States, Those standards require that we plan and perfarm the audit to obiain
reasonable assurance about whether the general-purpose financial statements are free of material
misstatement. An audit includes examining, on a test basis. evidence supporting the amounts and
disclosures in the gencral-purpose financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall generat-
purpose financial statement presentation. We believe that our andit provides a reasonable basis for our
opinion.

In our opinien, the yeneral-purpose financial statements referred to above present fairly. in all material
respects, the financial position of the Authority as of June 30, 1998, and the results of its operations and the
cash flows of its proprietary funds for the year then ended. in conformity with gencrally accepted
accounting prineiples,

in accordance with Goversment Awditing Standards, we have also issued a report daled October 2, 1998 on
our consideration of tre Authority™s internal control over financisl reporting and on our tests of its
compliance with certain provisions of Jaws, regulations. comracts and grants.

As explained in Note B in The Notes to Financial Stalements. the Autherity, elfective July 1. 1997 has
adopted Statemeni No. 51 of the Governmentai Accounting Standards Board, “Accounling and Finaneial
Reporting for Certatin Investinenis and for External invesiment Pools™ and has restated the beginning lund
balance/retained carnings as of June 30, 1996.

The combining financial statements listed in the wble of contents are presented for purposes of additional
analysis and are not a required part of the general-purpose financial statements of the Audhority. Such
information has been subjected to the auditing procedures applied in the audit of the gencral- -purpose
financial statements and, i our opinion, is fairly presented in all material cespects in refation (o the general-
purpose financial statements taken as a whaole,

[l Ctmeasn 277

ARTHUR ANDERSEN LLP

Chicago. illinois
October 2, 1998
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ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of Illinois}
COMBINED BALANCE SHEET—ALL FUND TYPES

As of June 30, 1998
{with comparative totals as of June 30, 1997)

Governmental Proprietary Total
%";‘:?;I" Ei]::f;ﬁs_ s (Memorandum Oaly)
M Revenue Fuads Funds 1998 1997
Current assets:
Cash and cash equivalemts.. .. ..o v v e anny $ 2,518,609 - 6,904,132 G,422,741 2,452,082
Funds held by State Treaswrer . . ..o v cvvnnvrannrens 34,840,218 34,840,218 25,389,575
Tnvestments:
Obligations of U.S. government and other
governmental entities . .. ... ... 15459238 398,823,984 414,283.222 370,524,636
Demand repurchase greememts .. ..o vv o env et 531,984,735 531,984,735 426,892,967
Total INVEStMERIS . o v v e v e v er e aranrvrnns 15459238 930,808,719 946,267,957 797417,623
Investment income teceivable . ... .. Lo i ] 96,776 13,803,620 13,180,396 14,840,391
Program loans receivable .. ... ..oty 4,374,000 31,568,000 35,942 000 33,519,008
Interest receivable on pro%am [0 17 - PP 8,834,033 8,834,033 10,731,932
Interfund accounts receivable (payable) .. ....... .. ... (1,184,398) 1,184,398
Total CUTreni 8SSELS v v v v v e v rnrnirrareenn 56,104,443 992,302,902 1,048,407,345 884,350,603
Noncurrent assets:
Program loans receivable, net of current porticn ..., ... 107,901,806 1,492,142,204 1,600,044,01¢ 1,621,233,248
Less allowance for estimated 108888 . .. ..o i e et {6,500,000) (18,100,000) (24,600,000) (22,490,000%
- ‘Net program loans receivable ............ ... 101,401,806 1,474,042,.204 1,575444,010 1,598,743,248
Unamottized bond 1SSuance Cosis ..o v vvvninrarosaann 29,259,343 29,259,343 29,791,052
Realestate held forsale, net . .. ... vvivrrvicneraans 40,152,441 40,152,441 38,459,072
Equipment and leasehotd improvements, net ........... 1,386,712 1,386,712 1,319,409
BT v v v et e e st it bt it 443,369 5,484 484 5,927,853 4.431,196
Total NONCUITENTASSEIS . o . v v v vu v s e r oo ann 101,845,175 1,550,325,184 1,652,170,359 1,672,743,9%7
TOtal 855818 < v vt v et et i $157.949,618 2,542,628,086 2,700,577,704 2,557,094,580
LIABILITIES AND FUND EQUITY
Current liabilities:
RBondsand notespayable, .. ... oo 8 141,040,000 141,040,000 84,560,000
Accrued interest payable . .. ... e 47,993,195 47,993,185 52,365,091
Deposits held in @SCrow . ... 129,248,587 129,248,587 126,741,692
Accred liabilidesand other ... ... v 45,142,029 45,142,029 31,169,074
Armnounts due brokers for securities purchased . ... ... ... 43,825,805 43,825.805
Total current liabilities . .. ... oo ian 407,249,616  407,249.616 294 8353857
Noncurrent liabilities: )
Bonds and notes payable, net of current portion .. ... .. .. 1,919,206,297 1,919,206,297 1,942,543,025
Total liabilHtes. ... o e v e c e 2,326.455,913 2,326455,913 2.237.778.882
Fund equity: _ .
Fund balance:
Reserved for loans receivable ... ..... .. ... 161,401,806 101,401,806 79,833,795
UNreserved ... oo i e 56,547,812 56,547,812 49,275,884
Total fund balance . ... v ovievreni v 157,949,618 157,949,618 129,109,679
Retained eamings:
Restricted by bond resolutions . ... ... .o illt 121,659,917 121,659,917 101,850,409
Reserved by bond resolution ....... feeeaaea 8,499,480 8,499,480 7,545,955
Designated E:(?r resolution of the Authority ......... 67,500,000 67,500,000 67,500,600
Undesignated ...... ... 000 e 18,512,776 18,512,776 13,309,655
Total retained eamings . .. .. ..o e 216,172,173 216,172,173 190,206,019
Total fund 8guity « oo oo v e i i 157,949,618 216,172,173 374,121,781  319.315,698
Total liabilities and fund equity ............. $157,949,618 2,542,628,086 2,700,577,704 2,557,094,580

The accompanying notes are an integral part of these financial statements.
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ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of Ilinois)

COMBINED STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCES
ALL GOVERNMENTAL FUNDS—SPECIAL REVENUE FUNDS

For the Year Ended June 30, 1998
(with comparative totals for the year ended June 30, 1997}

Total
1998 1957
Revenues: '
Real eslate (anS eI tAXES . . o v it v i v rt s e $ 23,450,608 19471247
Federal HOME fufids . . .0 ittt iieei i vervatenenn oo inann 17,566,764 11,355,729
Interest and INVESITRENE NCOMIE L . ..t ittt et e te e rr s cnnnnns 2,964,062 2,560,080
Private QONAHION + ot v s et et ottt it e 500,000 500,000
ADDLCAtON fBES ...\ o\ ver i e 56,250 63,795
Tl TEVEIUES . . . v ot i vttt ittt e s as e ran st aaanan 44.531,684 33,950,851
Expenditures:
717 15: TP ARSI 5,695,023 7,975,873
General and administative . ... . . i i e 2,186,722 2,218,243
Provision for estimated losses on program loans receivable. . ........... 1,500,000 2,405,520
Total expenditires . .. ... v e 10,391,745 12,599,636
Excess of revenues over expenditiles ... ... vttt 34,139,939 21,351,215
Operating transfer OUE .. u v ientinarn s s caraaaeaans {5,300,000) (5,500,000}
Fund balance at beginnfng of year ... ... . . i i 129,109,679 113258464
Fund balance at end 0f ¥8ar . ... i it i ittt e £157.949,618 129,109,679

The accompanying notes are an integral pari of these financial statements.
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ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of Iilinois)

COMBINED STATEMENT OF INCOME, EXPENSES AND CHANGES IN RETAINED EARNINGS

ALL PROPRIETARY FUNDS—ENTERPRISE FUNDS

For the Year Ended June 30, 1998
{with comparative totals for the year ended June 30, 1997

Total
1998 1997
Interest and investment income:
Interesteaned On program 0ans . .. .. .o v i it i e $117,148,668 117,139,258
INVESITNEIE HICOMTIE |\ 0t et e e rvn s ma s cancaasannnoooraransonnn 43,261,938 19,765,662
Total interest and nvesEment NCOME . .o i e i e e it i et i i aannn 160,410,606 156,904,920
TRIETESE EXPEIISE + o 4\ e v v eevnson v aaes e ra e bana e aa e 142,236,137 141,907,726
Interest and investment income Over INtGrest €XpPense .. .. .....vvvvnne. 18,174,469 14997194
Other income! .
Federal assiStance DIOZTAINS ..o vvvvrvnvr oo ot raasoraransans 158,314,158 158,188,550
BBIVICE fEBS o . ittt et m i i bt s 7,182,201 7,020,162
Development eS8 . .. .o v v it it i e 149,336
HUD SAVINZE © v vver s vr et isisansivviatoaaaasnserorsansnnss 1,088,751 1,361,228
Other ..o i e i i raanns B T PR 10,556,730 4,820,229
Total Other INCOMIE + ot v it et et eerarnranantnrnsasresnen 177,291,176 171,395,609
Operating expenses:
Federal assiStance PrOZTamMS . . uv o v v vnroriororantanasans 158,314,158 158,188,990
Salaries and BeRE S . . .o v i i i e e e 6,996,604 7,025,123
PTOMESSIONAL JEBS . . 1t ottt ettt it e n e et e 1,360,009 1,185,682
Other general and adminisirative . ............ ... ... IPPUNE 3,956,606 4,134,245
FINANCINE COSIS . v v v v ee s v tmas i o st r s nrasaanrarrosts 1,649,983 1,158,646
Writedown of real estate held forsale. .. ... iv it ineininn e, 1,960,856 - 549,650
Provision for estimated losses on program loans receivable. .. .......... 561,275 496,161
Total Cperating eXpenses . .. ... vuvv it 174,799,491 172,738,197
OperalinZ INCOME + vttt ire et a e ce e ta e iaa e anaans 20,666,154 13,649,006
Operating ransfer i . ... .o v e e e 5300600 5,500,000
B L AR Yo e o = R A 25,966,154 19,149,006
Retained earnings at beginning of year ..., 194,206,019 171,057,013
Retained eamings at end 0f YEAI . . ... ittt i e $216,172.173 190,206,019

The accompanying notes are an integral pant of these financial statements.
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ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of Hiinois)

COMBINED STATEMENT OF CASH FLOWS
ALL PROPRIETARY FUNDS—ENTERPRISE FUNDS

For the Year Ended June 30, 1998
(with comparative totals for the year ended June 30, 1997)

Total
1998 1997
Cash flows from operating activities:
Cash received from interest, service fees, and principal on program
JOAMS v v ve et an e s oo r e s enaremaran e iiasssaian s § 325,212,529 229,373,571
Cash payments for loaned amounts ......... cvevurenrneenns (153,666,380) (173,412,131}
Cash received from federal assistance programs .. ......vvvve e 158,314,158 158,188,990
Cash payments for federal assistance programs ................. (159,923,391) {158,902,847)
Cash payments for operaling expenses ... ... .o v ivinncns (15,275,553} (15,782,621)
¢ S 12,373,083 12,273 875
" Net cash provided by operating activities ... ...... .. 167,034,446 51,738,837
Cash flows from noncapital financing activities:
Proceeds from sale of revenue bondsand notes .......... ... ... 386,305,000 197,865,600
Principal paid on revenne bonds and potes . .. ... ..l e (357,935,011) {194,067.49%)
Interest paid on revenue bonds and notes . . ... ... ..o i (137,246,577 (132,540,937)
Operating transferS N ... vvevini e ce i 5,300,000 5,500,000
(181 V- R O PR (4,095,955} {2,584,305)
Net cash used in noncapital financing activities ... ... {107,672,543)° {125,827,732)
Cash flows from investing activities:
Purchase of investment SeCUTities. . vt e v e i inraararanas (2,204,286,012) (1,724,489,452}
Proceeds from sales and maturities of investment securities ........ 2,100,134 857  1,752,427,694
Inferest On IMVESHTIGHES . v vt vt cr ce et ee e intaasnnnnaa st anssn 42,842 540 37,880,205
Developer escrow and other interest ...........civeiirrnnen.. 8,234,902 7,590,724
Net cash provided by (used in) investing activities .. .. {53.074,613) 73,409,171
Net increase {decrease) in cash and cash equivalents. .. 6,287,290 (679,724)
Cash and cash equivalents at beginning of year ...... 616,842 1,296,566
Cash and cash equivalents atend of year ..., ....... s 6,904,132 616,842
Reconciliation of operating income to net cash provided by operating
activities:
Operating iNCOMB + v v v v v ia et vs s eranrarane s tasaraonanans § 28,666,154 13,649,006
Adjustiments to reconcile operating income to nst cash:
INVeSTRERL INCOME ot v v e irna v s in i iaiiasnararnns {43,261,938) (39,765,662}
INtErest eXPNSE . 1 v v v v et e arrnrarionranssrnannanents 142,236,137 141,907,726
Depreciation .. voviiienie i i e 1,265,454 1,162,915
Provision for estimated losses or program loans receivable .. ... 561,275 496,161
Changes.in asseis and liabilities:
Decrease {increase) in program loan and interest
receivable, . .., i e et e 45,074,148 {67,470,081)
Change in interfund aCCOUNIS .. .o v v v eannierennnns (162,069) {364,115)
Increase in other Habilities ,.......... ... .. ... it 16,479,999 9,947,653
Decrease {increase) in other assets .....ovvvenerinnn {3,453,707) 051,252
11T {12,461,007) (8,776,018)
Total adjustments .......ovevnivnr e os 146,368,292 38,089,831
Net cash provided by operating activities ........... $ 167,034,446 51,738,837

The accompanying notes are an integral part of these financial staternents,

A-5




ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of Hlinois)

NOTES TO FINANCIAL STATEMENTS
For the Year Ended June 30, 1998

NOTE A—AUTHORIZING LEGISLATION

The Illinois Housing Development Authority (the ' Authority™’) is a body politic and corporate of the Stale
of Illinois (the **State™) created by the Illinois Housing Development Act, as amended {the “‘Act’’), for the
purposes of assisting in the financing of decent, safe and sanitary housing for persons and families of low and
moderate income in the State and assisting in the financing of residential morigages in the State. To accomplish
its purposes, the Authority is authorized by the Act 10 make morigage or other loans 10 nonprofit corporations
and limited-profit entities for the acquisition, construction or rehabilitation of dwelling accommodations and 1o
acquire, and 10 contract and enter info advance commiuments to acquire, residential mortgage loans from lending
instiutions. The Act also authorizes the Authority io issue its bonds and notes to fulfill corporate purposes.
inciuding the financing of mortgage and construction loans, the acquisition of residential mortgage loans and the
making of loans for housing refated commnercial facilities. The Authority has issued various bonds and noies to
finance mortgage loans and construction loans, to purchase residential mortgage loans from lending institutions
and to make loans to private lending institutions for making new residential mortgage loans.

The bonds and notes cutstanding as of June 30, 1998 as shown on the Authority’s financial statements, are
general obligations of the Authority with the exception of Homeowner Mortgage Revenue Bonds, Affordable
Housing Program Trust Fund Bonds, Multi-Family Variable Rate Demand Bonds, and certain Multii-Family
Housing and Multi-Family Program Bonds, which are special limited obligations of the Authority (see Note E}.
The fuil faith and credit of the Authority are pledged for payment of general cbligation bonds and notes. The
Authority has the power under the Act to have up to $3,600,000,000 of general and special limited obligation
bonds and notes outstanding, excluding those issued to refund ocutsianding bonds and notes. At June 30, 1998,
amounts cuistanding against this limitation were approximately $2,301,080,000.

NOTE B—SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The following summarizes the significant accounting policies of the Authority.

Reporting Entity

As defined by generally accepted accounting principles established by the Governmental Accounting
Standards Board (““GASB™), the financial reporting entity consisis of the primary government, as well as its
component units, which are legally separate organizations for which the elected officials of the primary
government are financially accountable. Financial accountability is defined as:

(1) Appointment of a voting majority of the component unit’s board, and either a) the ability 10
impose will by the primary government, or b} the possibility that the component unit will provide a financial
benefit to or impose a financial burden on the primary government; or '

{2} Fiscal dependency on the primary government.

For financial reporting purposes, the Authority is a component unit of the State of lllincis. The Authority
has no component units. Except for a portion of the Affordable Housing Trust Fund and HOME Program Funds,
all funds are held outside of the State Treasury in various banks and financial institutions,




NOTES TO FINANCIAL STATEMENTS—{Continued)
For the Year Ended June 30, 1998

Fund Siructure
The following financial activities of the Anthority are classified as proprietary funds:

Administrative and Other Funds

Development fee and financing fee income related to multi-family mortgage loans, service fee income and
operating expenses of the Authority are accounied for in the Administrative Funds. In addition. the
Administrative Funds have provided for supplementai financing of certain developments through residual income
loans and below market financing for various developments through its Housing Partnership Program (see Note
D), and its lending program in conjunction with a debt service savings sharing agreement (the FAF Savings
Program) with the United States Department of Housing and Urban Development (“HUD"") (see Note J).

The designations of the Authority’s Admimistrative Funds’ retained earnings are as follows:

Housing Partnership PIOGIAIN . ..o v vvvcnvanrvrrroenanererrrorrrnss $14,000,000
To pay expenses for programs under COmMMItment OF COMIACT. v v v v m v ianv e 3,500,000
Multi-Family development taxable financing PrOgram .. ...oovoecvr e oo e 6,000,000
To pay possible losses arising in the Multi-Family Bond Fund Program attribuiable,
but not limited to, delinguencies of defaults on uninsured or unsubsidized loans . 24,000,000
Provide reserves to support the Authority’s Multi-Family Housing Risk-Sharing
10,000,000

T R
Provide funds to support future taxable bond financing programs .. ......over- - 10,000,000

$67,500,000

The designation of the Administrative Funds’ reiained camings may be amended or rescinded by the
Members of the Authority.

Other Funds account for advances (generally non-interest bearing) made to qualified non-profit entities 10
defray preconstruction cosis of proposed developments.

Morigage Loan Program Funds

gram Funds account for the financing of low and moderate incomne housing
Development Bonds, Multi-Famity Housing Bonds, Fixed Rare
Housing Bonds, Muiti-Family Program Bonds, Housing Development Revenue Bonds, Multi-Family Variable
Rate Dermand Bonds, and Multi-Family Housing Revenue Bonds, and for the retirement of such obligations. First

mortgage liens are held by the Authority on such developinents.

The Morigage Loan Pro
developments from the proceeds of Housing

Single Family Morigage Revenue FProgram Funds

enue Funds account for 1) the proceeds of Residential and
de funds for the purchase from lending institutions of
morigage loans on owner-occupied, one to four unit dwellings acquired by eligible buyers and 2) the proceeds of
the Authority's taxable Owner Occupied Housing Revenue Bonds, which were issued to refund on a replacement
basis certain bonds issued under the Authority’s Residential Mortgage Revenue Bond General Resolution which

were redeermed from prepayments of mortgage lpans,

The Single Family Mortgage Program Rev
Homeowner Mortgage Revenue Bonds issued to provi
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NOTES TO FINANCIAL STATEMENTS—(Continued)
For the Year Ended June 3¢, 1998

The use of the tax exempt financing to provide eligible borowers with below market-raie morngage loans
involves federal restrictions on expenses chargeable 1o the Program, Any expenses incurred in the Program in
excess of such maximum amounts are absorbed by the Administrative Funds.

Affordable Housing Program Trust Fund Bond Funds

The Affordable Housing Program Trust Fund Bond Funds account for the financing of muli-family
construction or rehabilitation from the proceeds of Affordable Housing Trust Fund Bonds, together with certain

 other available moneys, including a transfer of funds from the Affordable Housing Trust Fund. First morigage

fiens are held by the Authority on such developments,

The following are classified as special revenue funds:

Hliinois dffordable Housing Trust Fund

The Authority is designated the administrator of the Tlinois Affordable Housing Program. The program is
funded by the Illinois Affordable Housing Trust Fund with funds generated from a poriion of the State real egiale
transfer 1ax collected by the Illinois Depariment of Revenue and held within the State Treasury. The funds are
appropriated to the illinois Deparument of Revenue by the General Assembly. In accordance with State staiate,
the Authority directs funds to make grants, low or no interest mortgages or other loans. some with deferred
repayment Lerms, to acquire, construct, rehabilitate, develop, operate, insure and retain affordable single faimnily
and multi-family housing for low and very low income households.

HOME Program

The Authority is designated as the statewide administrator of the HOME Program, the funds of which are
appropriated to the Department of Revenue by the General Assembly. Under this program, the Authority seeks
applicants and approves funding commitments for federal affordabie housing funds made available under the
HOME Program provisions of the 1993 National Affordable Housing Act. :

Restrictions of Assets and Fund Equity

The use of assets of each of the program funds is restricted by the related bond and note resolutions of the
Aathority. Certain amounts in the above program funds are considered subject to the restriction that they be
applied to the financing of housing for the respective prograrn purposes or to the retirement of obligations issued
for such purposes; these amounts may include certain investrnent earnings atuributable (0 the respective fund
equity. Siate statute restricts the use of the Ilinois Affordable Housing Trust Fund and the HOME Program as
noted above. Fund balances in the Trust Fund and the HOME Program are reserved for loans not due within one

yegr. :

Basis of Accounting

The Authority maintains its accounting records and prepares its financial staternents for its proprietary funds
using the accrual basis of accounting and for its special revenue funds using the modified accrual basis.

The Authority applies all GASB pronouncements for the Authority’s proprietary funds, as well as the
foliowing pronouncements issued on or before Novermber 30, 1989, unless those pronouncements conflict with
or contradict GASB proncuncements; Statements and Interpretations of the Financial Accounting Standards
Board (FASB), Accounting Principles Board (APB) Opinions, and Accounting Rescarch Bulletins (ARBs) of
the Committee on Accounting Procedure,
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NOTES TO FINANCIAL STATEMENTS—Continued)
For the Year Ended June 34, 1998

Investments

The Authority, effective July 1, 1997, has adopted Statement No. 31 {Statement) of the Governmentsa!
Accounting Standards Board (GASB), Accounting and Financial Reporting for Certain Investments and jor
Exiernal Investment Pools, and has restated prior year financial staternents 1o retroactively refiect the changes
required by the Statement. The Statement requires govemmental entities to report investments at fair value in the
balance sheet, with certain exceptions as noted below, and that all investment income, including changes in the
fair value of investments, be reported as revenue in the operating staternent.

Investments of the Authority, which are generally held to maturity, are cartied at fair value, with the
exceptions of nonparticipating investment contracts {(demand repurchase agreements), which are reported at cost,
and money market investments that have a remaining maturity at time of purchase of one year or less, which are

reported at amortized cost.

The investment of funds is restricted by various bong and note resolutions of the Authority and the Act,
generally, to direct obligations of the U.S. government; specific bank obligations, certain of which are fully
secured as required by the bond and note resolutions; and obligations of other governmental entities which meet
defined standards. The type of collateral instruments that secure the demand repurchase agreements held by the
Authority is subject to the same restrictions described above. Generally, collateral instruments are held by third

party institutions.

Program loans receivable

Program loans receivable include mortgage loans receivable, advances receivable and residual income loans
receivable. Mortgage loans receivable include initial development fees and certain amounts of interest and
service fees which have been charged by the Authority and added to the loan balance.The due dates for advances
and residual incorrie loans receivable are dependent upon future events as specified in the related loan or advance

agreements,

Real estate held for sale

Real estate held for sale arises from foreclosures or other mortgage default related actions on properties
pledged as collateral on mortgage loans and is carried at the lower of cost or fair market value. Real estate held
for sale of the Single Family Mortgage Revenue Program Funds is recorded at the unpaid principal balance of
the loans. Since substantially all such loans are within pool insurance coverage, based on the Authority’s past
experience, it is anticipated that the Authority will recover substantially 2ll of the unpaid principal balances of
the loans through proceeds arising from the sale of such property and certain insurance proceeds,

Real estate held for sale of the Multi-Family Housing Bond Funds represents the Authority’s net carrying
value of Lakeshore Plaza (*ML-181""), for which the Authority acquired a deed in lieu of foreclosure on
April 27, 1990, and Cametot Apartments, formerly known as Ivanhoe Apartments, {**ML-226""). The Authority
assumed managemnent control of ML-226 on July 1, 1996 and, on Janvary 8, 1997, received from the former
owners of ML-226 all of their rights, title and interest in the property. '

The real estate held for sale is carried at the lower of cost or fair markef value. The Authority records
depreciation against ML-181 on a straight-line basis over forty years as past market conditions did not allow for
a sale of the property. As of June 30, 1998, the net carrying values of ML-181 and ML-226 were $31,654,717
and $7,711,794 respectively, and accumulated depreciation of ML-181 was $3 ,811,000. The Authority does not
record depreciation against ML-226 as it does not intend to hold the property over a long term.
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NOTES TO FINANCIAL STATEMENTS-(Continued}
For the Year Ended June 30, 1998

The determination of fair market value is based upon periodic valuations that consider changes in market

conditions, development and disposition costs, and the estimated holding period. Operating income of ML-181
and ML-226, which are applied primarily toward the Authority’s debt service obligations of the bonds issued to
refinance the developments, are recorded as other income of the Multi-Family Housing Bond Funds and Muli-
Family Housing Revenue Bond Funds, respectively,

It is the intent of the Authority to continue to own and operate ML-181 and ML-226 until the Authority
determines that a sale or other disposition of these developments would be in the best interests of the Authority,
No prediction can be made at this time as to the dates on which, or the circumstances pursuant 1 which, such
determninations might be made.

Bond discount

Discount on bonds is deferred and amortized using a method approximating the interest method,

Operations

Development fee and financing fee income are deferred and amortized over the contractual life of the loan
as & yield adjustment using the interest method. Such amortized fees are recognized as interest income. Fees
eamed on leans which the Authority does not originate are recognized as income in the Administrative Funds
generally at the time of initial closing.

- Annual service fees charged by the Authority io loan recipients, which are deposited in the respeciive
program funds or added to program loans receivable, are recorded as income in the Administrative Funds through
interfund accounts.

Operating expenses include general and administrative expenses of the Authority; salaries and benefits; costs
and expenses incurred in connection with the amortization, issuance and sale of certain bonds and notes; fees
and expenses of trustees and depository and paying agents; and costs related to analyses, surveys, appraisals and
other matters pertaining to maintenance and evafuation of program loans receivable, Operating costs and
expenses are charged to expense as incurred. except those direcily related 10 loan or program originations, which
are deferred, netied against fee incomne for loans originated, and amortized over the coniractual life of the related
loan or program. A portion of the Authority’s operating expenses of adminisiering the Affordable Housing Trust
Fund and the HOME program are absorbed by these programs. Similarly, related resolutions of bonds issued in
varofus Program Funds aliow for the funds to absorb a certain level of operating expenses, Expenses of the funds
in excess of the allowable ceilings set forth in the resolutions are charged to the Administrative Funds.

The Authority grants vacation and sick leave to all employees and accrues for unused compensated
absences. Vacations are allotted on a calender year basis and are intended to be taken during that year. Unused
sick leave allowance is camried forward and accumulated. In the event of termination, employees are paid for all
earned but unused vacation time and, within a maximum time limit, for one half of accumulated sick leave

earned.

Debt issuance costs are deferred in the corresponding program funds and amortized over the life of the
related bonds using & method approximating the interest method. When these costs exceed the designated
amounts per the bond agreements, the excess bond issuance costs are expensed to the Administrative Funds.

Provision for estimated losses on program loans

The Authority provides for estimated losses on program loans in its proprietary funds and its governmental
funds based upon the periodic review and evaluation of the loan portfolio on an individual loen basis and
provides additional amounts, if it deems necessary, for estimated losses for all other loans in such funds. In
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NOTES TO FINANCIAL STATEMENTS—(Continued)
" For the Year Ended June 30, 1958

making such review and evaluation, the Authority considers current economic conditions, occupancy and rental
level projections, financial statement analyses, on-site inspections, independent appraisals of certam
developments, insurance coverages and such other factors as it deems necessary.

Fund Transfers
The Authority records transfers between program funds for various purposes including fund closings,
earnings {ransfers, program subsidies, and equity contributions for the initial financing of the Authority's
programs,
The Authority records all transfers, other than equity coniributions and fund closings, between program
funds as operating transfers in the accompanying combined staternent of income, expenses and changes in
retained earnings. Equily contributions and fund closings are recorded as equity fund transfers.

Pursuant to the Ilinois Affordable Housing Act, amounts up to $10,000,000 in any fiscal year may be
transferred, following an annual Authority certification to the Illinois Department of Revenue of the amounts
required to be withdrawn, from the Illinois Affordable Housing Trust Fund to the Affordable Housing Program
Trust Fund Bond Funds. Such transfers are recorded as operating transfers. The amounts transferred during the
year ended June 30, 1998 totalled $5,300,000.

During fiscal year 1998, the Authority used a portion of the proceeds of the issuance of the Homeowner
1997 Series C Bonds to redeem various bonds outsianding in the Residential Mortgage Revenue Bond Funds.
Upon the redemption of these bonds, cettain mortgage loans criginally purchased with the proceeds of the
refunded bonds, along with certain excess reserves, were transferred to the Homeowner Mortgage Revenue Bond
Funds and resulted in a net operating transfer of $3,645,297 to these funds,

Cash and Cash equivalents

For purposes of the statement of cash flows, the Authority considers all cash, certificates of deposits, time
deposits and repurchase agreements to be cash equivalents,

‘Memorandum Only'’ Tora! columns

““Memorandum Only" captions on combined statement total columns indicate that totals are presented for
overview information purposes only. They do not purport to present financial position or results of operations
for the Authority as a whole. Neither are such data comparable 10 a consolidation, Interfund eliminations have

not been made in the aggregation of these data.

Reclassifications
Certain amounts in the 1997 financial statemments have been reclassified to conformm with the 1998
presentation,

NOTE C—CASH AND INVESTMENTS

Stawtes of the State and resolutions of the Authority authorize the Authority to invest in cbligations of the
U.S. Government, agencies and instrumentalities of the Federal Government, repurchase agreements and other
banking arrangements. The Authority may also invest its funds in such investments as may be lawful for
fiduciaries in the State.

The Authority’s cash deposits are categorized into three levels t¢ provide an indication of risk assumed.
These categories are as follows:

Category I—includes deposits that are insured or collateralized for which the securities are held by the
Authority or its agents in the Authority’s name.
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NOTES TO FINANCIAL STATEMENTS—{ Continied)
For the Year Ended June 30, 1998
Category 2—includes deposits that are collateralized with securities which are held by the financial
institution’s trust depariment or agent in the Authority’s name, .
Category 3—includes deposits that are uncollateralized or collateralized, but for which the securities
are heid by the financial institution, or by its trust department or agent but not in the Authority’s name.

Category

Bank Carrying
Ty_pe 1 2 3 Balance Amount
Cash and Cash Equivalents . .............. $1,144,682 $— 56,070,971 § 7215653 S 6,504,132
Funds Held by State Treasurer. .. .......... 33,871,115 34,840,218
Trust Funds Held in Escrow . ............. 2,518,609 2,518,609

$43,605,377 $44,262,959

The Authority’s investments are categorized into three levels 1o provide an indication of risk assumed.
These categories are as follows:

Category I—includes investrnents that are insured, registered, or collateralized, or for which the
securities are held by the Authority or its agent in the Authority’s name,

Category 2—includes investments that are uninsured, unregistered, or uncollateralized for which the
securities are held by the broker’s or dealer’s trust department or agent in the Authority’s name.

Category 3—includes investments that are uninsured, unregistered, or uncollateralized for which the
securities are held by the broker or dealer, or by its trust department or agent but nat in the Authority’s name.

Category

Carrying

Ty_pe_ i 2 3 Amount
Demand Repurchase AgIeements . ... ... oo evvn e $530,143,159 §1,841,576 $—  $531,984,735
11.5. Government Obligations ......... ... coovviun., 130,671,920 —_ = 130,671,520
Federal National Mortgage Associafion .. ............ 131,379,206 — — 131,379,206
Federal Home Loan Mortgage Association .......... .. 79,056,615 — — 79,056,615
FederaiHome Loan Bank .............cvinvnan. 42 389 879 — — 42,089 879
Federal Farm Credit Bank . .. .. ..o iin e enan 29,118,108 — —_ 26,119,108
1,966,494 — —_ 1,966,494

Municipal Oblgations . .. ... vvvvie i
' $944 426,381 $1,841576 $—~ $946,267,957

The preponderance of the Authority’s investments are fixed rate demend repurchase agreements
collateralized by obligations of the United States or its agencies, or direct investments of such obligations. The
demand repurchase agreements have one-day demand of funds provisions exercisable at the Authority’s option.
The market value of securities subject to such agreements must be maintained at least equal 10 100 percent of
the principal of and accrued interest on the invested funds by marking 10 market at least weekly and using an
immediate under vaiue cure provision. The Authority invests in demand repurchase agreemenis for both short-
termm, generally program funds, and long-term (generally reserve) invesiments. At June 30, 1998, approximately
$286 million was invested in such short-term agreements having various maturity dates out to July 1, 2001,
primarily at rates ranging from 5.29% to 5.75% and approximately $246 million was invested in such long-term
agreements having maturity dates ranging from January 31, 2015 to September 1, 2031, primarily at rates ranging
from 5.0% to 8.0%.
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NOTES TO FINANCIAL STATEMENTS—{Continued)
For the Year Ended June 30, 1998

The counlerparties to the demand repurchase agreements are institutions whose unsecured debt securities
are rated at least equal to the rtatings on the Authority’s debt, or in the case of short-term program fund

investments, the highest shori-term rating category.

The above carrying amounis are stated at fair valve. The net impacts from the adoption of GASB
Statement No. 31 and the resulting restaternent of prior year combined financial slatements were to increase
retained earnings by 85,096,395 as of July 1, 1996, to increase investrnents and deposits held in escrow by
$5,786,819 and $149, respectively as of June 30, 1997, and to increase investment income by $690,275 for the
year ended June 30, 1997, The net impacts on investments presented above include Authority investments hetd
as deposits from developers, the income or losses from which are reported as changes to deposits held in escrow
and which are not income of the Authority. The Authority’s funds primarily impacted by the restatements were
the Multi-Famity Housing Bond Funds and Residential Morigage Revenue Bond Funds.

NOTE D—PROGRAM LOANS RECEIVABLE

The Authority has loans throughout the State of which approximately two-thirds are in the Chicago
metropotitan area. Loans receivable in the Morigage Loan Program Funds and the Affordable Housing Program
Trust Fund Bond Funds are secured by first morigage liens on the related developments. Each development is
subject to a regulatory agreement under which the Authority has certain powers relating to rents, profits,
occupancy, management and operations. Monies are required 1o be deposited in reserve accounts monthly by all
mortgagors for real estate tax reserves and by substantially all morigagors for insurance and replacement
reserves. See Note F reparding these reserves and other deposits held in escrow.

The ability of the mortgagors to make required payments on the mortgage icans receivable depends
principally upon the related developments achieving and sustaining sufficient occupancy and rental levels to
suppart such payments. With respect to most developments financed from proceeds of Multi-Family Housing
Bonds and Mulii-Family Program Bonds, agreements have been entered into among the Authority, HUD and the
owners of the developments, whereby HUD will make, under its Section 8 Program, housing assistance payments
for the developments. With respect to Housing Development Bonds and Fixed Rate Housing Bonds, the
Authority has made loans to finance developments entitled to interest reduction payments by HUD under Section
236 of the National Housing Act for 2l or a portion of the dwelling units in the developments. Such federal
subsidies, together with the rents to be paid by the tenants, are estimated by the Authority, prior to its issuing an
initial mortgage loan commitment, to provide sufficient funds to pay the costs of operation, maintenance,
administration, mortgage payments, and Authorily fees with respect to each of the developments.

During the year ended June 30, 1998, HUD subsidy payments were received and disbursed as follows:

Program Recelved Dishursed
Secton B s BI51,131,043 $£152,740,276
SECHOM 230 . .ottt i e e e e e 7,183,115 7,183,115

The Authority records HUD Section § housing assistance transactions in its Adminisirative and Other
Funds. HUD Section 236 transactions are recorded in the Housing Development and Fixed Rate Housing Bond

Funds.

At June 30, 1998, for loans financed under the Mortgage Loan Program Funds, there were no amounis in
arrears equal to more than two months debt service payments, required deposits (o tax and insurance and/or
replacement reserves. At June 30, 1998, for loans financed under the Affordable Housing Program Trust Fund
Bond Funds, amounts in arrears equal to more than two months debt service payments and required deposits to

replacement reserves were $152,018 and $13,833, respectively,
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For certain past delinquencies, the related developments have not been able to generaie net rental income
sufficient to pay scheduled debt service and reserve deposits in full. In the opinion of the Authority, these
deficiencies of net rental income have arisen for various reasons including (i) the existence of physical defects in
the development which have caused operational problems, (ii) higher than anticipaied operating expenses of the
development and (iii) depressed rental market conditions in the development’s local area.

In certain cases, cash deficiencies of developments, including certain developments as to which the related
morigage loans are not delinquent as to scheduled debt service payments or required reserve deposits, have been
funded in part by advances from the owners of the respective developmenis. However, there generally can be no
assurance that the owners will make additional advances for this purpose. For certain mortgage loans, the
Authority holds reserve deposits and letters of credit which may be applied toward delinquencies.

The Authority has pursued actions available under the morigage and regulatory agreements {0 cure
certain delinquencies. With respect to some developments, the need for capital improvements, repairs,
marketing campaigns and other expenditures may be indicated. Where necessary and appropriate, the
Authority has committed and/or advanced residual income loans from the Administrative Funds or morigage
loan increases from the related program funds to finance theses expenditures. In certain instances the
Authority has initiated actions to effect necessary changes in the management of the developments. In
addition, the Authority has, in some cases, filed suit against the applicable general contractors and/or bording
companies seeking comrection of the developments’ physical defects and has instituted foreclosure

proceedings for certain developments.

On Sepiember 21, 1990, pursuant to & workout agreement, the Authority authorized commitments for
additional loans not 10 exceed $2,750,000 for Kensington Place, ML-16. The funds were used to bring the debt
service current, make repairs and capital improvements (0 the Development and 10 ensure the payment of
operating deficits during the repair and capital improvement time period. Payments of prineipal and accrued
interest are made from surplus earnings of the development.

The Authority has a second mortgage agreement refating 1o a $7.6 million firsi mortgage for Innsbruck
Apartments, ML-19. Under this agresment, upon the development’s payment of a debt service amount as set
forth in the agreement, the Autherity, from its Admunisirative Funds, 15 obligated to subsidize debr service
payments related to the first mortgage to a maximum of $6.2 million, The developiment i obligated to reimburse
the Administrative Funds from a portion of residual receipts generated from the development. These payments
are applied to receivables of the Housing Development Bond Funds, Fixed Rate Housing Bond Funds ard the
Administrative Funds in that order of priority. Through June 30, 1998, approximately $5.8 million of such
advances had been made.

The accruat of interest and service fee income has been suspended on approximawely 57.4 million of
mortgage loans at June 30, 1998 for which allowances for estimated losses have been provided, and such income
is being recognized only as received. Interest and service fee income dus bul not accrued was 515,014 at
Tune 30, 1998. In addition, the Authority does not acerue interest income on $12.3 million of lpans recorded in
its Administrative and Other Funds. Payments made on such loans, which generally are payable from residual
receipts, if any, of the affected development, are recognized only as received. The annual amount of interest on

these loans is approximately $790,600.

Tn November, 1997, the Authority received prepayments of all mortgage and debt service obligations of
Arbor Trails, ML-8 and Shadowood Village, ML-18. These developments, in addition t© first morigage
obligations financed under the Housing Development Bond Funds and Fixed Rate Bond Funds, had additional
obligations primarily due to the Authority’s Administrative Funds payable from surplus cash generated from
development operations, These obligations arose from the transfer ot ownership of these properties to the current
owners in 1986 and 1988, respectively. Interest on these obligations, which has been paid in full, was not
previously accrued by the Authority due to uncertainty of their collection.
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Due to the payment of the above obligations, the Authority has recorded interest earned on program loans
amounts of $1,322,224, 81,801,185 and $256,738 in the Administrative and Other Funds, Housing Devetopment
Bond Funds, and Fixed Rate Housing Bond Funds, respectively, and has recorded 53,619,282 of other income in

its Administrative and Other Fuads.

The Authority, through its Housing Partnership Program, provides loans to not-for-profit organizations,
community groups and cities to finance the rehabilitation of existing housing and for the construction of new
housing for low and moderate income persons and families. The program’s activities are recorded in the
Administrative and Other Funds of the Authority. At June 30, 1998 loans receivable under this program were

approximately $8,979,000,

In June, 1994, the Authority entered into a Risk Sharing Agreement {**Agreement’’) with HUD which
permits the Authority 1o participate in HUD's Pilot Risk Sharing Program. Under this program, HUD will
partially insure certain morigage loans on mulli-family housing developments (*‘Risk Sharing Loans™). HUD
has authorized the Authority to make Risk Sharing Loans for such developments with, in the aggregate, up to
1,170 units. Under the Agreement, the Authority will underwrite Risk Sharing Loans following its underwriting
guidelines. HUD will insure the Risk Sharing Loans and will bear ten to 50 percent of the loss, as elected by the
Authority, in the event of a foreclosure. The Authority will bear the remainder of the nsk.

The Authority, as of June 30, 1998, has entered into six Risk Sharing Loans totalling $25,657,205 and
elected that HUD assurne 50 percent of the loss. The Authority sold 100 percent participation interests in the
loans to outside parties. The program’s activities are recorded in the Administrative and Other Funds of the

Authority.

With respect to the Residential Morigage Revenue Bond Funds, substantially all delinquent mortgage loans
receivable at June 30, 1998 were within poo! insurance coverage, which provides for loss coverage {0 an
aggregate limit equal 10 at least ten percent of the aggregate original principal amount of the mortgage loans so
covered. With respect to the Homeowner Morigage Revenue Bord Funds, substantially all delinquent mortgage
loans receivable at June 30, 1998 were within pool insurance coverage, which provides for an aggregate limit
equal to 3.5% of the aggregate original principal amount of rnortgage loans so covered, less & deductible equal
to one percent of the aggregate of the original amount of all morigage loans covered,

Loans made through the Iflinois Affordable Housing Program are to acquire, construct, rehabilitate, develop,
operate, insure and retain affordable single family and muki-family housing for low and very low income
households. Interest rates on these loans are set at below markel and have ranged from 0% to 7.5%, with most
rates set at 2.0% or below. Loan maturities are up to 40 years, with some loans carrying deferred payment terms,
The approximate aging of these receivables as of June 30, 1998, is as follows:

Prncipal Due By

Interest . After

Rate - % 53009 G304 6730714 6/30/14 Total
{3 1n thousands)

0-590 . $2,181 $5505 35,802 $1521% $28707

1-109 e 1,345 2,860 7.028 14914 26,147

2-399 e 582 757 2467 4,698 8,504

4-350 L. e 27 144 44] 144 756

$4,135 $9,266 515738 3534975 364,114
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NOTES TO FINANCIAL STATEMENTS—Contitued)
For the Year Ended June 30, 1998

The approximate aging of the receivables of the HOME program as of June 30, 1998, is as follows:
Principal Due By

Interest After

Rate - % 6730/99  £/30/04 6730114 33714 Total
{8 in thousands)

0-09 . e $43 § 214 $ 701 $17,109 3$18,067

TR Y | R 196 1,196 3,120 25583 30,095

$23¢ $1410 $3,821 342,692 $48,162

The Aunthority has reviewed each program loan- receivable, including those for developments in the
construction or rent-up phases, for the purpose of determining ultimate collectibility. The Authority believes that
the allowances for estimated losses at June 30, 1998 in the accompanying combined statements of assets,
liabilities and fund equity are adequate to cover estimated losses of the various funds.

Scheduled receipts of principal on proprietary fund program loans receivable in the five years subsequent 10
June 30, 1998 are as follows:

Year Ending
o June 30,
L0090 it e e e aar et st $31,568,000
2000 ot e er s sratar e i i i 33,511,000
.13 g P 35479,000
D TR 38,222,000
2003 ..... e et raraaeate e s 41,201,000

NOTE E—BONDS AND NOTES PAYABLE

Bond and notes outstanding are general obligations of the Authority with the exception of Homeowner
Morigage Revenue Bonds, Affordable Housing Program Trust Bonds, Multi-Family Variable Rate Demand
Bonds, Multi-Family Housing Bonds, 1995 Series A and Multi-Family Program Bonds, Series 7 and 8, which
are special limited obligations of the Authority, payable from pledged property as defined in their respective
general resohuions. The Authority has also pledged its general obligation to the payment of the Affordabie
Housing Prograrm Trust Fund Bonds 1o a limited extent and amounts.

Bonds and notes outstanding at June 30, 1998 are as follows:

Mortgage Loan Program Funds

Ouistanding Housing Development, Muiti-Family Housing, Fixed Rate Housing, Multi-Family Program,
Housing Development Revenue, Mulii-Family Variable Rate Demand and Multi-Family Housing Revenue

Bonds are as follows:

Effective
Interest
rate Amount
Housing Deveiopment Bonds:

1972 Series A, 1998 to 2015, interest at 540%1t0 5.60% ....... .o oo us vee. 553% § 27,455,000
1993 Series A, 1998 to 2018, interest at 4.60%106.00% . ......... .. .0 6.04 89,060,000
116,515,000
Less unamortized discount thereon . . ... v v ir i ir oo 235,322
$116,279,678

A-16




Effective
interest
Rate Amount
Multi-Family Housing Bonds:
1976 Series A, 1998 t0 2018, interest at 740% ... . ... oo ii it ieen 7.61% $ 9,570,000
1976 Series B, 1998 t0 2012, interest at 7.00% ... ..o ohiv et 7.11 4,100,000
" 1978 Series A, 1998 to 2016, interest at 6.00% 106.75% . ... oo ii s 6.73 9,645,000
1979 Series B, 2019 to 2023, interest at 6,00% ... ... 8.53 275,000
1082 Series B, 2011 to 2017, interestat 7.00% . ... ... 13.27 18,840,000
1982 Series C, 2015 10 2025, interest at 5.00% .. ... oo 10.78 29,705,000
1983 Series A, 2006 to 2025, interest at 10.75% ... .o es 10.37 13,278,213}
1987 Series A, 1998 to 2028, interest at 6.40% t0 7.30% .. ......cvivnn 7.34 16,220,000
1990 Series A, 1998 to 2027, interest at 6.60% to 7.80% .. ... ... .ot 7.69 60,366,475t
1991 Series A, 1998 to 2016, interest at 7.80% t08.25% .. ... v n s 8.43 72,505,000
1991 Series C, 1998 10 2023, interest at 6.35% 10 740% ....... ... .0 v v e 7.40 23,160,000
1991 Series D, {Taxable), 1998 to 2000, interest at $.35% ...........ovnv s 9.54 1,440,000
1992 Series A, 1998 to 2026, interest at 6.00% 10 7.10% .. .. ... e 6.92 46,360,000
1993 Series A, 2004 to 2005, interest at 6.05% t0 6.125% ... ....oohien 6.31 42,935,000
1993 Series B {Taxable), 1998 to 2003, interest at 5.625%t0685% .. ... ... 7.08 4 535,000
1993 Series C, 2003 to 2028, interest at 5.80% 0 6.10% ... .. ......ovvnn s 641 12,010.000
1991 Series D {Taxable), 1998 to 2003, interest at 6.80% ...........ocvvn 7.78 990,000
1994 Series A and B, 1998 to 2020, interest at 5.80% 10 7.60% ............. 7.45 22,030,000
1995 Series A, 1998 to0 2021, interest at 4.15% 10 5.95% . ... ..o oot 3.98 3(;,860,000
418,824 688
Less vnamortized discount thereon .. ... viviv v oo rssarrirnaaass 17,265,319
$401,559,369

1t

NOTES TO FINANCIAL STATEMENTS—Continued)
For the Year Ended June 30, 1998

Capital appreciation term bonds which were originaily issued in the amount of $2,900,000, and which are

scheduled for redemption in part, on a serni-annual basts from July 1, 2006 through July 1, 2025, at accreted

values aggregating $59,509,500.
Includes capital appreciation bonds at their accreted value of $4,976,475 at June 30, 1998 which were
originally issued in the amount of $2.731,852, and which are scheduled for redemption in part, on an annual

basis from July 1, 2021 through July 1, 2027, at accreted values aggregating 535,964,220,
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Effective
Interest Amount
rate 1998

Fixed Rate Housing Bonds:

1984 Series A, 1998t0 2021, interest at 7.25% . ... oo oo 741% & 9495000

1984 Series B, 199810 2015, interest al 7.25% ... .. . i i 7.43 4,315,000

1984 Series D, 199810 2015, interest 2t 7.25% . .o ov v e v ievn e cnv e nas 743 3,595,000

$ 17,405,000

Multi-Family Program Bonds:

Series 1, 2005 10 2021, interest a1 6.625% 10 6.75% ... ... .. oo 6.92% $ 45,715,000

Series 2, {Taxable), 1998 fo 2005, interest at 785% .. ... ..ot R.28 15,820,000

Series 3, 2009 to 2023, interest a1 6.05%10620% ... ... .l 641 98,135,000

Series 4, (Taxable), 1998 to 2008, interest 2t 5.80%107.80% .. ............ 1.57 42,430,000

Series 5, 2007 to 2023, interest at 665% 06T v s 6.95 74,725,000

Series 6, (Taxable), 1998 to 2006, interest at 7.36% w0 8.28% .............. 8.11 25,840,000

Series 7, 201910 2029, interest 2t 6.25%. . ..o o i i e 5.40 18,415,000

Series 8, (Taxable), 1998 10 2031, interest at 7.19% 10 8.52% . ............. 8.43 27,085,000

$347,365,000

Houvsing Development Revenue Bonds:

1990 Series A, 1998 to 2026, interest at 6.90% 10 8.00% . ... ... ... ... ... 8.15% 5 12,515,000
Multi-Family Variable Rate Dernand Bonds:

Series 1996A (Taxable), due 2026, {1H2) ... ... . g 21,535,000
Multi-Family Housing Revenue Bends:

Series 1997 (13) vr et e S 14,170,000

D

(2}

)

NOTES TO FINANCIAL STATEMENTS——(Continued)
For the Year Ended Junse 30, 1998

Interest rates on the bonds are determined weekly at a rate established by the Remarketing Agents on each
Rate Determination Date. The Authority has agreememis with liquidity providers to purchase any bonds
tendered for purchase in accordance with the indentures with respect to which the Trustee does not, on the
date any such tendered bonds are required to be purchased, have sufficient funds to make such purchase,
Payment of the principal of and interest on the bonds when due are insured by a financial guaraniee
insurance poticy. The Authority has a general obligation to reimburse (e insurer for any such payments
made.

The Authority has entered into three interest rate swap agreements totaling $18,335.000 in connection with
these bonds. The swap agreements, which are in an amount equal tv the real estate mortgages securing the
Bond Funds, have maturities in the years 2001, 2003 and 2005. The weighted fixed rate of the swap
agreements is 6.70%. In retum, the counterparty pays interest based on a variable rate index. Only the net
difference in interest payments is actuatly exchanged with the counterparty. No bond principal is exchanged.
The Authority continues to pay interest to the bondholders at the variable rate of the bonds. However, during
the termn of the swap agreements, the Authority effectively pays a fixed rate on the debt, as do the holder’s
of the underlying mortgages. The Authority will be exposed to variable rates if a counterparty to the swap
defaults or if the swap is terminated.

With respect to these bonds, the Authorily has entered into an interest rale cap agreement with a rate cap
provider. The agreement effectively limits the Authority’s cost of borrowing 1 5.75% but does not affect

the rates paid to bondholders.
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NOTES TO FINANCIAL STATEMENTS—{Contizued)
For the Year Ended June 30, 1998

Single Family Mortgage Revenue Program Funds
Qutistanding Residential Morigage Revenue and Homeowner Mortgage Revenue Bonds are as follows:

Effective
Interest
Rate Amount
Residential Morigage Revenue Bonds:
1983 Series A, 2015, interest at 10.872% ... v i 1021% § 864
1983 Series B, 2015, interest at 10,746 . . .. .. .. . o i i 10.56 81
1984 Series A, 2001, inferest at 10.872% .. ... oot i 10.77 3.804
1984 Series B, 2016, interest al 11.275% .. ... oo i e 10.64 129
1985 Series A, 2017, interest at 10.75% ... .. .... P 9.30 715
1987 Series A, 199810 2017, interest at 6.30% 10 7.00%. .. ... oo 6.79 23,875,000
1987 Series B, 2014, imterest at 8.125% . ... it i 8.29 100,000
1987 Series C, 2014, interest a1 7.50% . . .. L ittt i 7.49 100,000
1987 Series D, 2017, interest at 8B.65% . ... ... i e e 894 100,000
1988 Series A and B, 1999 t0 2002, interest at 7.20% 10 7.70% . . .. ..o oo nh, 7.77 3,985,000
1988 Series C, 1998102022, interest at 7.125% to 8.10% . ... .. .. .. vl 7.98 15,295,000
1989 Series A and B, 1998 10 2022, interest at 6.90% w0 7.40% . ... ........... 7.50 27,135,000
1989 Series C and D, 1998 to 2018, interest at 6,70% 10 7.65% .. .... ... ... ... 7.76 37,782,850
1990 Series B and C. 1998 to 2017, interest at 6.60% t0 7.50% . ... ...... .. ... 1.77 19,466,391
1990 Series E, 201510 2019, interest at 7.75% .. vv i v i i i i e e 7.99 20,615,000
1991 Series A and B, 1998 102024, interest at 6.40% t0 7.45% . . .. .. .o oo ih 1.32 35195000
1991 Series C and D, 1998 to 2018, interest at 5.80% to 6.10% .. ............. 7.22 45,185,060
1992 Series A, 2024102025, interest at 5.95% . . ..o v i i 6.11 2,320,000
1993 Series A and B, 1998 to 2024, interest at 4.30% t0 5.90%. ... ...... .. ... 5.5% 34,390,000

£265,551.234

The cumulative accretion in value from the date of issuance of the capital appreciation bonds included in
the above amounts is summarized as follows:

Redemption Original Aggregate

Basis and Issue Value to be

Series Period Amount{l’ Accreted Value Redeemed
1083 Serles A L. i e s Maturity 2/1/15 8 180 § Bs4 & 5,000
1983 Series B . ... vn it Maturity 2/1/15 193 881 5,000
1984 SErief A ..ot ii it e Maturity 2/1/01 884 - 3,804 5,000
1984 Series B ... viiin vttt Maturity 2/1/16 166 729 5,000
198BS Series A ...t it Maturity 2/1/17 199 715 5,000
1989 Serles Cand D . .. ..o ii e ot Semi-Anmual 6,244,453 11,572,850 16,430,000

2/1/00-8/1/06

1990 SeriesBandC .. ... .o i Semi-Annual 3,468,870 6,151,391 9,185,000

2/1/01-8/1/06

{1} Amounts reflect original issue amounts of capital appreciation bonds outstanding as of June 30, 1998,
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NOTES TO FINANCIAL STATEMENTS—{Continued)
For the Year Ended June 30, 1598

Effective
interest .
rate Amount
Homeowner Mortgage Revenue Bonds:

1994 Series A, 1998 to 2026, interest at 490% w0 6.70% ... ... ... i oo 6.58% $ 352,450,000
1994 Series B, 1998 ta 2026, interest at 5.60% to 7.15% .. . ... ool 7.0 24,050,600
1994 Series C, 2026, interest at 6.625% .. ... .. 6.77 2,200,000
1995 Series A, 1998 1o 2026, interest 2t 5.40% t0 7.125% ... ... o o o .M 34,350,000
1995 Series B, 1998 to 2026, interest at 500% t06.625% .. ... ... ..ol 6.52 38,160,000
1995 Series B-3 (Taxable), 1999 10 2026, interest at 7.85% 10 835% .. ........... .. R.49 R,570.000
1995 Series C, 1998 to 2018, interest at 4.15% 0 6.20% . ... ... ... ... ..o 6.05 18,110,000
1995 Series D, 199810 2027, interest at 4.40% 10 6.623% .. ... . ... ... 6.52 47,940,000
1995 Series E, 2023 t0 2028, interest at 6.17% . ... i 6.32 7,565,000
1996 Series A, 1998 to 2027, interest 21 4.10% 10 6,15% . ............. e 5.99 46,785,000
1994 Series B, 2006 10 2028, interest at 8.30% 10 645% ... ... ... o 6.41 39,086,000
1996 Seres C, 1998 to 2028, interest at 5.625% 10 7.58% . .. ...... ...t 6.63 25,280,000
1996 Series E, 1998 to 2027, interest a1 4.00% 10 6.125% ... ...l 6.13 25,710,000
1996 Series E-3 (Taxable), 2001 to 2027, interest at 7.43% . ... ... ...t 7.94 10,845 600
1996 Series F, 1999 ta 2028, interest 2t 3.95% 10 5.65% .. ... .. .. ... 5.55 31,040,000
1997 Series A, 1990 10 2028, interestat 4.25% 0 6.15% . .. ... .. .o 5.7G 39,555,000
1997 Series A-3 {Taxable), 1999 to 2028, interestat 7.35% . .. ... ... ... ... uvh 1, 7.60 4 820,000
1997 Series B (remarketed April 30, 1998}, 1999 10 2028, interest at 3.70% to 5.50% . . . 5.31 29,000,000
1997 Series B (remarketed June 29, 1998), 1999 10 2028, interest at 3.90% t0 5.40% ... 5.39 31,500,000
1997 Series C, 1998 to 2028, interest at 3.90% w0 6.00% ... 5.59 52,105,000
1997 Series C-5 (Taxable), 1999 t0 2029, interest al 6.72% 10 7.74% .. ... ..o o 7.49 22,460,000
1997 Series D, 1999 to 2028, interest at 3.95% 10 5.65% ... ... .o v 5.53 20,500,000
1997 Series D-3 {Taxable), 1999 to 2028, interest at 6.60% . ...............00 0o 705 | 5,000.000
1997 Series E, 1998, interest at 3.80%103.85% ... ... ... oo 24,855,000
1998 Series A (Taxable), 1999 to 2028, interest at 6.45% to 7.16% .. ........ ... ... 6.97 20,600,000
1998 Series B {1 . vttt e 11,215.000
1998 Series C (Taxable), 2000 to 2029, interest a1 6.28% to 7.00% ... ........ ... .. 7.53 16,500,000
1998 Series D (2. . ot it e e e e i 70,320,000
760,765,000

646016

Plus

n

@

unamortized premitm thErBON . 1« it e e
£761,411.016

These bonds were issued at an interest rate of 3.85% subject to periodic adjustments. The bond proceeds
were deposited into an escrow subject (o mandatory tender for purchase in connection with conversion o a
fixed rate from October 29, 1998 through April 28, 1999. The final maturity date for these bonds will not
extend beyond August 1, 2026.

These bonds were issued at interest rates of 3.65% 10 3.70% subject to periodic adjustments. The bond
proceeds were deposited into an escrow subject 1o mandatory tender for purchase in connection with
conversion to a fixed rate from September 30, 1998 through June 26, 1999. The final maturity date [or these

ponds will not extend beyond February 1, 2029.




NOTES TO FINANCIAL STATEMENTS—{Continued)
For tite Year Ended June 30, 1998

Affordable Housing Program Trust Fund Bond Funds

Qutstanding Affordable Housing Program Trust Furd Bonds are as follows:

Effective
interest
rate Ampunt
Series 19944, 1998 to 2021, interest at 7.28% t0 8.64% ............ eeena. BIT% % 59,865,000
Series 19934, 1998 to 2022, interest at 6.40% 10 7.82% ... . i 7.89 42,590,600

$102,455,000

The following surnmarizes the debt activity for the Authority’s proprietary funds for fiscal year 1998.

Funds 06/30/97 Issuance Accredon  Relirement 06/30/98
Housing DevelopmentBond ... vunvienesnns 5 131445006 {8 14,930,000) § 116,515,000
Multi-Family Housing Bond . .......... ... ... 450,703,016 1,686,612 (33,655,000} 418,824,688
Fixed Rate Housing Bond ... .. .o uuvnen vt 24,685,000 {7,280,000) 17,405,000
Multi-Family Program Bond . ... ... o 354,025,000 {6,660,000) 347,265,000
Housing Development Revenue Bond ... .. ..., 12,625,000 ) (110,000) 12,515,000
Multi-Family Variable Rate Demand Bord ........ 21,535,006 21,535,000
Mulg-Family Housing RevenveBond ............ — 14,176,000 14,170,000
Residentiat Mortgage Revenve Bond . ............ 446,045,143 1,806,102 (182,300,011} 265,551,234
Homeowner Morigage Revenue Bond ............ 560,075,000 372,135,000 {111,445,000) 760,765,000
Owrer Oceupied Housing Revenue Bond. ......... —_ 27,825,000 (27,825,004 -
Affordable Housing Program Trust Fund Bond . .. ... 104,010,000 (1,555.000) 102,455,080
Total Propretary Funds. . .. oo vu i e ous $2,045,238,219 $414,130,000 $3.492,714 {S385.760,011) $2.077,1006,922
Other Financings

From time to time the Authority has issued special lirnited obligations with a claim for repayment solely
from payments received with respect to the mortgage loans, The bonds are not general obligations of the
Authority, and they are not a debt of the State of [llincis; neither is liable for the bonds. The bonds do, however,
apply toward the Authority’s authorized debt limitation.

As of June 30, 1998, there were eleven series of such bonds outstanding, with an aggregate principal amount
payable of $224,255,000,

Assets Restrictéd for Capital and Debt Service Reserves

Pursuant o the Act and various resolutions of the Authority, certain assets (principally investrnents) are
maintained in capital and debt service reserve funds and may be used only for the payment of principal and
interest on certain bonds, The reserve funds must be maintained at an amount at least equal to the following:

Fund . Requirement
Housing Development Bonds, Maximum amount of principal and interest dve in any succeeding year

Fixed Rate Housing Bonds,
Affordable Housing Program Trust
- Fund Bonds
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Fund
Multi-Family Housing Bonds

Multi-Farnily Programn Bonds

Multi-Farnily Variable Rate
Demand Bonds,

Multi-Family Housing
Revenue Bonds

Housing Development Revenue
Bonds

Homeowner Mortgage Revenue
Bonds

Residential Mortgage Revenue
Bonds :

The amounts of such reserves are valued at par, or, if purchased at less than par, at their cost to the

For the Year Ended Jun'e 30, 1998

Requirement

7.5% t0 13.45%, as defined for each series, of the principal amounis of
bonds outstanding provided that the debt service reserve funds tor the
1978 Series B Bonds (none of which are ouistanding) and subsequent
series of bonds cannot be less than a specified percentage (100% except
for the 1979 Series A and 1979 Series B Bonds, for which the percentage
is 120%) of the maximum annual debt service on such bonds tor the
current or any succeeding year until July 1 ol the year preceding the final
maturity of the bonds of such series

Maximum amounts of principal, sinking fund installments and interest due
in the then current or any future bond year for all bonds then owstanding

Three months of adjusted debt service requirements

66% % of the maximum annual debt service on the bonds in the current or
any future bond year

The sum of all amounts established by each series resolution, but such
amount cannot be less than 2% for the Homeowner Morigage Revenue
Bonds, and 4% for the Residentiat Mortgage Revenue Bonds, of the sum
of (i} the outstanding principal batance or related mortgage loans and (if)
the amounts on deposit to the credit of series program accounts on the
program fund

Authority. At June 30, 1998, these amounts, which were not less than the amounts required, are as follows:

Housing Development Bond Funds ........o.ovoiiin e $ 10,448,350
Muiti-Family Housing Bond Funds ..ot iniiiininrii i ne 55,503,070
Fixed Rate HousingBend Funds . ... .o viui i 1,693,155
Multi-Family Program Bond Funds ... ... onn e 31,385,000
Housing Development Revenue Bond Funds ... .o 876,196
Multi-Family Variable Rate Demand Bond Funds. ... ........ ... ot ioiiaatt. 361,060
Multi-Family Housing Revenue Bond Funds ........... ... .. ..o 203,694
Residential Mortgage Revenue Bond Funds .. ... ..o 26,648,275
Homeowner Mortgage Revenue Bond Funds ... ... ... ... il 21,846,946
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Other Maturity Information

Bonds maturing on or after the following dates are redeemable at the option of the Authority at prescribed
redernption prices greater than 100%, decreasing periodicaily, expressed as a percentage of the principal amount,
as follows:

Maturity Redemption
Issue or o after price
Housing Development Bonds:
1972 BaHES A L o v it e e s i e e July 1, 1998 102 % 10 100%
L B 5T July 1, 2004 102 10 100
Multi-Farnity Housing Bonds: : :
1976 8eries Aand B ..o i n e e i e July 1, 1998 101 to 100
TO87 SBTIEE A o o v vt e e e i e July 1,1998 102 10100
1900 BeIIES A . ..ot ittt i i e July 1,2000 102 10100
199t Series A and € .o v ot it it i i i July 1,2001 162 w0 100
1992 SariEs A L L. . i s July 1,2002 102 to 100
1993 Serfes A and C .. . oot e s July 1,2003 102 to 100
1994 Series A and B ... ... . i e e Jan 1,2005 102 o 100
1905 SeriES A v vt ot et e it ey July 1,2005 102 0 100
Fixed Rate Housing Bonds, 1984 Series, A, B,Cand D ... ... ... ... .. July 1, 1998 102.5 10 100
Multi-Family Program Bonds:
R+ PO CMar L2003 102 w100
151 2 U Sept. 1,2003 102 w100
Ry Tt e Sept. 1, 2004 102 10100
Housing Development Revenue Bonds, 1990 Series A .......... ..., -. Dec. 1,2000 102 w100
Residential Mortgage Revenue Bonds:
1987 Series A, B,Cand D ... e July 1, 1698 103 o 100
1988 Berfes Aand B ..yt e i e e Aug. 1, 1998 103 w0100
1988 Series C ... ... ..., AP Aug 1,1998 102 to 100
1989 Series Aand B ... .. .. e Aug. 1, 1999 102 to 100
1989 8eriesCand D ... ..ot i Feb, I,2000 102  to 100
1990 Series B, Cand E . ... irini it Aug. 1,2000 102 10 100
1991 Serfes A and B ...ttt nii i it Aug. 1, 2001 102  to 100
1991 Series C .. .... e et e s Feb, 1,2002 104 10100
FR el TS 313 5 2 Feb. 1,2002 103 to 100
1992 SeriesS A . o ivvr i n i s e Aug, 1,2002 102 o100
1993 SeriesAandB............ e Feb. 1, 2004 102 to 100
Homeowner Mortgage Revenue Bonds: '
JE I T N P Aug. 1,2004 102 10100
1994 Series Band 1995 Series A .. ... oo v it ii it s Feb. 1,2005 102 o100
1994 Series C ... .. e e e e e Aug. 1,2005 102 1o 100
1005 SBHES B ..t i i it May 1,2005 102 10100
1995 8eriesC ... ..o e e Oct. 1, 2006 102 10100
1005 Series D .t it i it Aug. 1,2005 102 to 100
1098 QeriES E o vttt i ir e i i ittt e Jan. 1, 2007 102 w0 100
1996 Series Aand B .. .. iit it i s Feb. , 2006 102  to 100
1996 Series Cand E .. ..ottt ine i ria i e Ang. 1,2006 102 w0100




NOTES TO FINANCIAL STATEMENTS—{Continued)
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Maturing Redemption
EEI.E on or after price
1007 SBTIES A it ittt i e Feb. 1, 2007 102 % to 160%
1997 Series B (remarketed April 30, 1998) ... .. ... ...l oL May 1, 2008 102 10 100
1997 Series B (remarketed June 29, 1998) ... .. ... .t July 1,2008 102 10100
1997 8emES € ot i ve ittt e .. Aug 1,2007 102 10100
1997 Series Dand 1996 Serfes F L. .ot Jan. 1, 2008 102 o 100
1998 QTS A ...t v it ittt e e e April 1,2008 101 w0180
J R ST K A June }, 2008 101 o 100
Affordable Housing Program Trust Fund Boads:
Saries 1004A . .ttt Aug. 1,2004 102 10100
s 1005 A . ittt et e June 1, 2005 102 to0 100
Bonds maturing in the five years subsequent to June 30, 1998 are as follows:
Year Ending
June M,
T000 e e e e e e 141,040,000(13
. 142 38,722,720
4 03 A P 44,198,658
2002 et e et e L., 41,964,448
.4 T OO 43,626,483

{1y $81,535,000 of this amount is expected to be refinanced as long-term debt.

NOTE F—DEPQOSITS HELD IN ESCROW

Deposits from developers, which are held in escrow in the Administrative Funds, may be used when
necessary 1o pay principal and interest payments and fund construction cost overruns, change orders, tax and
insurance payments and capital improvements (see Note D). In addition, on certain developments, letters of credit
and assignments of syndication proceeds are held by the Authority for similar purposes and to fund potential
operating deficiis of the related developments. Investment income earned on deposited funds is credited to the
respective developer’s escrow accounts.

NOTE G—LEASES

The Authority leases office facilities under a lease which extends through July 31, 2006, and which provides
the Authority an option to extend the lease five years beyond that date and, during certain time periods, 10 lease
additional office facilitics.

The office lease provides for annual rent of $530,656 beginning August 1, 1996 and escalates by $23.072
annually throughout the lease period, plus estimated paymenis {otaling $640,000 anpually for the Authority’s
6.66% share of ownership taxes and operating expenses which also are subject to adjustment, based on-the actual

costs incurred by the Lessor.
NOTE B—OTHER LIABILITIES
Included in Other Liabilities at June 38, 1998 is 518,991,726 held for Housing Assistance Payments.

. The bonds issued by the Authority after 1980 are subject to 2 variety of Iniernal Revenue Service (*'IRS™)
regulations which limit the amount of income which may be eamed with non-mortgage investments (0 an amount
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NOTES TO FINANCIAL STATEMENTS—{Continued)
For the Year Ended June 390, 1998

not greater than the amount which would have been earned had the funds been invested at the yield on the bonds
as defined by the IRS. Excess earnings must be rebated annually, or every five years, depending on the date and
type of bond issue. Included in Other Liabilities at June 30, 1998 is an estimated rebate Hability of $4,470,295.

NOTE I—RETIREMENT PLAN

The Authority provides a defined contribution retirement plan for the benefit of its employees. In a defined
contribution plan, benefits depend solely on amounts contributed to the plan plus investrment eamnings. Full time
employees are eligible to participate in and are fully vested in the plan from the date of employment. All plan
assets and investments are administered by a trustee, which maintains an individual account for each participant.
The Authority contributes 6% of its employees’ salaries and employees, at their option, may contribute up to
15% (within a maximum dollar limit) of their salaries to the plan. The plan may be amended or terminated by
the Authority at any time and for any reason in the future, but no such action can deprive employees of their

vested interests.

The Authority's total payroll in fiscal year 1998 was $7,063,930. The Authority’s contributions were
calculated using the base salary amount of $6,988,900. The Authority contributed $419,334, or 6% of the base
salary amount, in fiscal year 1998, Employee contributions amounted to $494,611 in fiscal year 1998, or 7.1% of

the base salary amount.

NOTE J—COMMITMENTS

At June 30, 1998, unexpended bond proceeds held by the Authority in the form of cash and invesuments
amounting to $278,199,234 in the Homeowner Mortgage Revenue Bond Funds were identified for the purpose
of purchasing various morigage loans and $1,260,967 in the Affordable Housing Program Trust Fund Bond
Funds were identified for the purpose of making various morigage loans,

At June 20, 1998, the Members of the Authority had authorized commitments for loans and grants totaling
$12,700,099, and $2,066,251, respectively, of the Illinois Affordable Housing Trust Fund.

Under the HOME program, $109.8 million and $20.8 million for federal fiscal years 1992 through 1997
and 1998, respectively, have been ailocated to the State, to be administered by the Authority, under the HOME
provisions of the 1990 National Affordable Housing Act. In fiscal year 1994, the Authority was allocated $18.2
million of additional HOME funds to be used for flood disaster relief. At June 30, 1998, the Members of the
Authority had authorized commitments for loans and grants of 88,373,692 and $4,181,035, respectively, for this

prograrm,

In accordance with an agreement entered into by the Authority and HUD at the time of delivery of the
Authority’s Multi-Family Housing Bonds, 1982 Series A, 1982 Series B and 1983 Series A, annual Section 8
contributions payable by HUD with respect to the developments financed by these bonds would be reduced to
the extent of the debt service savings resulting from the early redemptions of these Bonds. These redemptions
were accomplished through the issuance of the Authority’s Multi-Family Housing Bonds, 1991 Series A and B,
1992 Series A and B and 1993 Series A and B. Pursuant to federal legislation and 2 written agreement with the
Authority, HUD has agreed to share a portion of such savings (the FAF Savings Program} with the Authority in
order to create and maintain affordable housing opportunities for individuals of “‘very low income’ {as such
term is defined in the 1937 Housing Act) in the State. These savings, which are to be used solely for the purpose
stated above, became available beginning in fiscal year 1992 for the 1991 Series A and B Bonds and in fiscal
year 1994 for the 1993 Series A and B Bonds, and are recorded as other income of the Administrative and Other
Funds. At June 30, 1998, loans receivable under this program were approximately $5.0 miilion.

o
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NOTE K--SUBSEQUENT EVENTS

On July 9, 1998, the Anthority issued its Homeowner Mortgage Revenue Bonds, 1998 Series D-3, in the
aggregate principal amount of $28,120,000, at an initial interest rate of 3.70%. These bonds are convertible option
bonds subject to mandatory redemption no later than June 29, 1999.

On August 27, 1998, the Authority issued its Section 8 Elderly Housing Refunding Revenue Bonds, Series
1998 (Morningside North Development), in the agpregate principel amount of $21,350,000. These bonds are special
limited obligations of the Authority and do not constitute an indebtedness or an obligation of the Authority or the State
of [llinois. They do, however, apply toward the Authority's authorized debt limitation.

On October 7, 1998, the Authority issued its Homeowner Mortgage Revenue Bonds, 1998 Series E, in the
aggregate principal amount of $20,000,000, maturing in 2000 through 2029, at initial interest rates of 5.66% to 6.31%,
and 1998 Series F-1 and F-2, in the aggregate principal amount of $20,305,000, at initial interest rates of 3.40% to
3.45%. The Series F bonds are convertible option bonds subjectio mandatory redemption no later than October 6, 1999,

On December 17, 1998, the Authority issued its Homeowner Mortgage Revenue Bonds, 1998 Series G-1 and
G-2, in the aggregate principal amount of $31,500,000, maturing in 2000 through 2029, at initial inferest rates of 3.65%
to 5.25%. i

On January 20, 1999, the Authority issued its Homeowner Mortgage Revenue Bonds, 1999 Series A-1 and

A-2, in the aggregate principal amount of $25,740,000, at initial interest rates of 3.00% to 3.10%, These bonds are
convertible option bonds subject to mandatory redemption no later than January 20, 2000.
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ILLINOIS HOUSING DEVELOPMENT AUTHORITY
{A Component Unit of the State of Ilinois)

SPECIAL REVENUE FUNDS
COMBINING BALANCE SHEET

As of June 30, 1998

Dlinels
Affordable
Houslng Trust HEOME
% Fund Program Total
Current assets:
(-1 1 S R RS RPR $ 2,518,609 2,518,609
Funds hedd by State Treasurer . .. ... .covvinvennnrns 34,833,917 6,301 34,840,218
Obligations of U.S. govermment and other governmental
L rex b x-S AN 15,459,238 15,459,238
Investment income receivable .. ... .......... P 96,776 96,776
Program loansreceivable ... ... coiviiiiinans 4,135,060 239,600 4,374,600
Interfund accounts payable ........coviviiiiiii s {741,029) (443,369 (1,184,398)
Total cUrTent AsSeIS ... ooiit i i e 56,302,511 (198,068) 56,104,443
Noncurrent assets: :
Program loans receivable, net of current portion. ... ....... 59,976,027 47.922,779 107,901,806
- Loss allowance for estimated losses .. ... ...cuvvus (5,500,000) (1,000,000} (6,500,000)
. Net program loans receivable ................. 54479,027 46,922,779 101,401,806
L1 1= NP 443,369 443,369
Total BONCUITENt ASSBI8 o, v vy o vnvrmnn e cnnnnn 54,479,027 47,366,148 101,845,175
Total 888815 . . . i i it $116,781,538 47,168,080 157,949,618
LIABILITIES AND FUND EQUITY
Fund equity:
Fund balance:
Reserved for loans receivable. . ............... wev. $54479027 46922779 101,401,806
Unreserved ... ov ot r it e 56,302,511 245,301  56,547.812
" Total fund balance . ..... ... ... .. ... ... Fi10,781,538 47,168,080 157,949,618
Total liabilities and fund equity . .............. $110,781,538 47,168,080 157949518

The accompanying notes are an integral part of these financial statetnenss.
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ILLINOIS BOUSING DEVELOPMENT AUTHORITY
¢A Component Unit of the State of Illinois)

SPECIAL REVENUE FUNDS
COMBINING STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES

For the Year Ended June 30, 1998

Illinois
Affordable
Housing HOME
Trust Fund Program Total

Revenues:

Real estate Tansfer takES . . . v v e v vnnnvacnsnacrsnnns $ 23,450,608 23,450,608

Federal HOME fUnds ..o v vt i o iieinninnniaannns 17,560,764 17,560,764

- Interest and investrent INCOME . . .. vvv it evarsnnnes 2,821,115 142947 2,964,062
Private dONALHOM o v vt vt v i r e i 500,000 500,000
Application fE88 . .. ..ot ii e 56,250 56,250
TOtAl FEVEIUES . v v v e v e vt aenenneareraonnan 26,827,973 17,703,711 44,531,684

Expenditures: .

117 T PP 3,718,731 2,976,292 6,695,023

General and adiminRisiTalvVe . v s i i e 1,276,114 923,608 2,196,722

Provision for estimated losses on program loans receivable, . . 500,000 1,000,000 1,500,000

Total expenditires . . . v.ovvrn e 5,494,845 4896900 10,391,745

Excess of revenues over expenditures . ... .. oiai i i 21,333,128 12,806,811 34,139,939
Operating ransfer Gut v..vovvvrvrvreenn i s {5,300,000) {5,300,008)
Fund balance at beginningof year ........ ..ot 94,748,410 34,361,269 129,109,675
Fund balance at end 6f Y8aF o .o oo vivr i n i e $110,781,538 47,168,080 157,946,618

The accompanying notes are an integral part of these financial statements.
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ILLINGIS HOUSING DEVELOPMENT AUTHORITY
A Component Uit of the State of Illinois)

The accompanying noles are an integral part of these financial statemenis.

ENTERPRISE FUNDS
COMBINING BALANCE SHEET
As of June 30, 1998
. Mortgage Loan Program Funds
. Housing
Adminisirative Housing Multi-Family Fixed Rate Multi-Family Development
and Other Development Housing Housing Program Revenue
M Funds Bond Funds Bond Funds Bond Funds Bond Furds  Bond Funds
Current assets:
Cash and Cash Equivalents ................. $ 4308995 57,800 117,146 48,473 5,206
Investments:
Obligations of U.S. government and other
povernmenia entities .. ... oo 236,337,555 16,118,397 111,258,185 6,899,332 3090973
Demand repurchase agreements .. ........ 1,133,105 16,673,852 52,648,157 44,904,220 2,166,609
Total invesmmenis . .« - cvsvruenrn. .o 737,490,660 32,792,249 163,906,382 6,899,132 47,995,598 2,166,609
{nvestnent income receivable ... ... .. .. 2839868 290,721 2,448,503 119,638 BRI 61 13,545
Program loans receivable . ... o0 1,055,000 3,169,000 5,702.000 341.000 7. 168,060 103,600
interest receivable on program loans . . ........ 360,630 1,763,951 658,910 615,748 185,640 86,154
Interfund accounls receivable (payable) ... ... (11,263,861) 2,824,164 (1,338,136} 545831 8.491 800 176,773
Total currant @558 - .. . ov oot e an 234,991,192 40,897,885 171,454 8G3 L.570,035 54,731,208 754608 0
Noncuent assets!
Program loans teceivable, net of current portion. . 22,157,221 104,692,873 278,300,378 16,160,384  20B.0R5.041 i1 1.821.4%3
Less aflowance for estimated losses ... .. .. (8,483,000 {3,815,000) {3.500,000)  {1,160,000)
Net program loans receivable ........ 13,673,221 100,877,873 274800378 {5060884  198.085.G4] F1.821.483
Unamortized bongd isuance osts . ... .......5 1,267,765 9,251,354 365,405
Real estate held forsale, net .. ........ .0 0vv, 31,854,717
Equipment and leasehold improvements, net . ... 1,386,712
19117 PP R 765,675 581618
Total noncument 25s€1S, . . .. ... uevus 19,825,608 102,145,638 316,288,067 15425989  298.0854541 11,821,483
ToBL ASSBIS + oo vv v vr e e b i an e $254,816,800 143,043,523 487,782,872  21,996014 362,816,346 14,367,564
LIABILITIES AND FUND EQUITY
Currem Liabilities:
Bonds and notes payable . . ... ... ..l s 3,480,000 9,050,000 385,000 7.225.000 120,000
Accrued inlerest payable . ... ...l 3,331,551 13,820,912 425204 %,045.899 §2,150
Depasits held inescrow ...oovveenoiinns 129,248,587
Accrued liabiliies and other . ..., . ... ol 20,926,465 4,923 504 2,037,650 91,645
Arnounts due brokers for securities purchased . .. 1,129,492 42,696,313
Touz) current liabilities ... ........ 160,304,544 6,811,551 70,490,725 8i0,204 17,208,549 293,795
Noncurent iabilities:
Bonds and notes paysble, net of corment portion ., 112,799,678 392,508,369 17,020,000 340,140,000 12,395,000
Total liabilities. .. ..vuvenueroon .. 160,304,544 119,611,229 463,000,098 17830204 3574383540 12,688,795
Fund eqoity:
Retained sarnings {deficit}:
Restricted by bond resoiutions ........... 23,432,254 24,782,774 6,165,810 3.378.297 1,678,765
Resecved by bond resolution ... ... ... .. 8,499,480 )
Designated by mesolution of the Authonity . . . 67,500,000
Dndesignated ... 0voonin it 18,512,776
Total retained earnings (deficit}. . ... .. ©4,512,256 - 23,432,294 24,782,714 6,165,810 5,378,297 1,678,769
Total liabilities and fund equity ...... $254,816,800 143,043,523 487,782,872 23996014 362816348 14,367,564
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Mortgage Loan Program
Funds

Stngle Family Mortgage Revenue
Program Funds

Owner Aftardable
Multi-Family Multi-Family Residential H wner  Occupled Housing
Yariable Rate Housing Mortgage Mortgage Housing Program
Demand Revenue Revenue Revenue Revenus Trust Fund
Bonrd Funds Bond Fueds Bond Funds Bond Funds Bond Funds Bond Funds Total
1,222,031 278,309 366,063 365,357 134,752 6,504,132
3,662,167 526,676 12,606,732 7,063,842 1,260,120 398,823,984
1,040,425 59,552,448 340,119,853 13,717,025 531,984,735
3,662,167 1,576,102 72,159,180 347,183,695 14,977 145 930,808,719
22218 16,543 1,604,447 4,697,948 64,828 13,003,620
5,873,000 5,512,000 2,945,000 31,568,000
143,160 1,734,692 2,742,569 342,578 8,834,033
(286,164) 4,339,953 (521,702) (913988) {178,351) (691,823} 1,184,198
4,763,412 6,211,907 80,915,680 359,587,581 (178,351} 17,772,430 992,302,902
17,747,294 226,878,064 419129677 97,168,680 1.492,142,204
{200,000 {1,000,000) (18,100,000}
17,547,294 226,878,064 419,129,677 06,168,680  1,474,042,304
80,175 477,135 3,297,838 12,186,444 2,033,527 29,259,343
7.711,794 541,287 244 643 40,152 441
1,386,712
136,191 5,484,484
17,927,469 8,325,120 230,717,189 431,560,764 98,202,216  1,550,325,184
22,690,881 14,536,027 311,632,869 791,148,245 {178,351y 115,974,606 2,542,628,086
5900000 113,210,000 1,670,600 141,040,000
101,053 43,054 5577357 15,475,524 690,491 47993195
129,248,587
289,220 322,973 1 B09 410 3,514,942 33,188 203.060 45,142,029
41,825,805
380,273 366,027 15,686,767 132,200,465 33,160 2,563,551 407240616
21,535,000 14,170,000 259651,234 648,201,015 100785000 1919206397
21,925,273 14,536,027 275,338,001 780,401,482 33,160 103,348,551 2326455913
765,608 36,204 868 10,746,863 {211,511} 12,626,145 121,659,917
8,495,480
67,500,000
18,512,776
765,608 36,254,868 10,746,863  (211,511) 12,626,145 206,172,173
22,680,881 14,536,027 311,632,869 791,148,345  (178351) 115,974,696 2542,628,086
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ILLINOIS HOUSING DEVELOPMENT AUTHORITY
{A Component Unit of the State of Hlinois)

ENTERPRISE FUNDS
COMBINING STATEMENT OF INCOME, EXPENSES AND
CHANGES IN RETAINED EARNINGS (DEFICIT)

For the Year Ended June 30, 1998

Mortgage Loan Program Fupds

T [ R $ 94,512,256 23,432,294 24,782,774 6,165,810 5.378,297

Multi- Muld- Housing
Adrministrative Houstng Family Fixed Rate Family Development
and Other Development  Housing Housing Program Revenue
Funds Bopd Funds Bond Funds Bond Funds Bornd Funds  Bond Funds
Interes and investment incomae:
inkerest camed on program )
IORRS . o v v ermsccrnnaron $ 2,062,587 9,522,903 25,830,742 1,774,037 22,392,408 1,007,704
Investment income ... ... ... 4,870,518 1,717,148 8,345,502 21,491 3,126,448 182,926
Tolal interest and invesiment
INCOME . v v v e vvrneanns 6,833,105 11,240,051 34,176,244 2,495,528 25518856 1,190,630
Interest SXPeMSE . .« ocvurira i ns 7,327,322 31,200,526 1,703,213 24,060,738 996,440
fnterest and imvestment incoms .
over (under) interest expense . . 6,933,105 4012729 2,575,718 792,315 1458,117 194,190
Other inwurpe:
Federal assistance programs. .. . . 151,131,043 6,150,692 1,032,433
Bepvice fees .. oiieni e 7482201
Developmentfees oo oo ovns 149,336
HUD saviRgs o vuvvnvnros s 1.088,751
[0 /7= PP 6877874 1,136,088
Total olther income . .. ... - 166,429,205 6,150,692 3.136,088 1,032,423
Operating expenses:
: Federal assisiance programs . . . . . 151,131,043 6,150,692 1.032,423
Sa)aries and benefits ... ... 5,862,586
Professional fees .. .00 i 1,360,009
Ohher general and
adminisirative .. ..o 3,157,930
Financing €osls ... ..ovvrn-nes 584,694 18,582 43519 2189 3,168
Write down of real estate held for
BAlE. i e
Provision for {reversal of}
estimated fosses on program
loans recetvable . ... ... .. .. 361,275 {1,006,000)
Total operating expenses . . . 162,457,537 6,169,274 (954,481) 1,032,423 22,189 3,168
COperating income (loss) .. .. - 10,904,773 3,994,147 7,066,287 792,315 1,435,928 191,022
Cperating traasfers infoul). ........ (4,748,127) 3,085920
Netincome (1055} o cvveevenrronen 6,156,646 3,994,147 10,152,267 192,315 1,435,928 161,022
Reieined eamings (deficit} at beginning
OfYear vu v 88,355,610 19,438,147 14,630,567 5,373,495 3,942,369 1,487,747
Retined eamings (deficid) al end of
1,678,765

The accompanying notes are an integral part of these financial statements,
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Mortgage Loan Single Family Mortgage

Program Funds Revenue Program Funds
Multi-
Family Muld- Owner Affordable
Yarizhle Family Residentia] Homeowner  Ogcupied Housing
Rate Housing Mortgage Mortgage Housing Program
Demand Revertue Revenue Revemue Revenue Trust Fund
Bond Fund Bond Funds Bond Funds Bond Fund  Boad Funds Boad Funds Total
1,705,695 22,584,382 26,704,680 2,163,530 i !IT, 148,658
118,961 96,532 4,388,011 18,588,761 127,035 985,665 43,261,938
1,816,596 96,532 27,372,393 45,293,441 127,035, 4,150,195 160,410,606
1,528,788 337,035 26,045,532 40,524,768 119,139 8,480,635 142,236,137
295,308 {240,503} 1,326,861 4,768,673 . (13,104) (4,330,440 18,174,469
158,314,158
7,182,261
149,338
. £,088,75]
542,768 10,556,730
542,768 177,291,176
158,314,158
86,239 1,047,779 6,996,604
1,360,009
711,941 86,735 3,956,606
73,918 307,957 325,271 2724873 1,649,983
1,960,856 1,960,856
200,003 ) 1,000,000 561,275
273,918 1,960,856 1,106,147 1,455,787 1,272,673 174,799,491
21,800 {1,658,591) 220,714 3,312,886 {12,104) (5,603,113) 20,666,154
1,658,591 {4,726,413) 4,730,029 5,300,000 5.300,000
20,880 4,505,699 8,042,915 (12,104} {303,113 25,966,154
743718 40,800,567 2,703,948 {199,407} 12,936 258 190,206,019
765,608 36,294,368 10,746,863 (211,511} 12,626,145 . 216,172,173
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ILLINOIS HOUSING DEVELOPMENT AUTHORITY
(A Component Unit of the State of Illinois}

ENTERPRISE FUNDS
COMBINING STATEMENT OF CASH FLOWS

For the Year Ended June 30, 1998

Cash flows from operziing activities:

Cash received from interest, service fees, and

principal on prograr toans
‘Cash payments for loaned amounis
Cash received from federal assistance programs . .
Cash payments for federal assistance programs . . .
Cash payments for operating expenses
Cther

Net cash provided by (used in}
operaling activities
Cash flows from noncapital financing activities:

Proceeds from sale of revenue bonds and notes ..
Principal paid on revenve bonds and notes
Interest paid on revenue bonds and notes
Operating transfers in (out)
Cther

Net cash provided by (used in}
nencapital financing activities. . .

Cash flows from invesiing activittes:
Purchase of invesoment securities
Proceeds from sates and maturities of investment

securilies
{merest on investments
Duveloper escrow and other interest
Nei cash provided by (used in)
investing activities
Net increase {dectease) in cash and
cash equivalens
Cash and cash equivalents at
beginning of year. . ... ...t
Cash and cash equivalents at end of
year

Reconciliation of operating income to net cash
provided by operating activities:
Operating income (loss)
Adjustments 10 reconcile operating income to net
cash:
Investment income
Interest expense
Drepreciation
Provision for {reversal of) estimated losses on
program loans receivable
Changes in assets and liabilides:
Precrease (incresse) in program loan and
interest receivable
Changes in interfund accounts
increase in other liabilities ..........
Drecrease (increase) in other assets
Lo T

Toia! adjusiments

Net cash provided by (used in)
operaling activitics

Mortgage Loan Program Funds

Multi-
Muld- Fized Rate  Family Housing
Administrative  Housing Family Housing  Program Developrent
and Other  Development  Housing Bond Bend Revenue
Funds Bond Funds Bond Funds  Funds Funds Bond Funds
§ 1L116,231 24,244,837 52,730,632 8,235,956 129,141,773 1,101,690
{1,016,644) {309,180}
151,131,043 6,150,692 1,032,423
152,740,276y (6,150,692} (1,032,423)
(12,958,529) (7,082
18,020,919 562 9,531,860 130 (3,417)
13,552,744 23,929,137 62,262,492 8,236,956 29,141,903 1,098,373
(14,930,000) (33,655,000) (7,280,000) (6,660,000}  (110,000)
(7,467,741} (29,676,516} (1,691,624} (24213,001)  (397.065)
{4,748,127) 3.085920
{116,700)

(4,748,127y (22,514,441 (60,245,596} (8,971,624) (30,873,801} {1,107 065)
(739,427969) (128.305017) (231,976,264) (30,972,343} {29337.177 (1,131,743}
722,401,054 125,810,377 223,542,626 3 1,722,580 28320161 960,463

4,059,985 1,592,288 6,344,213 452,150 274510 180,417
8.234,902
(4,642,028  {1,402,352) (2,089,425} 702,427 1,728,004 3.792
4,162,589 12,344 (72,529) {32,241} (3,004)
146,406 45,456 189,675 80,714 8.210
$ 4,308,995 57800 117,146 48473 5,206
$ 10,904,773 3,994,147 7,066,287 792,315 1,435938 191,022
4,870,518)  (1,717,148) (8,345,502  (721,491) (3,126,448) (182,926}
7227322 31,200,526 1703213 24,060,739 996,440
495,454 0,000
361,275 {1,000,000)
1,356,580 14,665,384 26,527,820 6,517,767 6,333,306 94,120
4,011,466 (381,154 {561,375} (67,131) 436,378 {383}
11,893,100 2,870
{2,251,798} 6,550,882
{8,847,588) 140,586 20,984 12,283
2,647,971 19534990 55,196,205 7444.641 27,705,975 907,251
$ 13,552,744 23:929,87 62,262,492 872356956 29,141,503 1,098,273

The accompanying notes are an integral part of these financial statements.
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Morigage Loan Program
Funds

Single Family Mortgage Revenue
Program Funds

Mult-Family — Multi-
Variable Family

Residential Owner Affordable
Mortgage Homeowrer Occupled Housing

Rate Housiug Revenue Mortgage Housing Program
Demand Revenue Program Revenue Revenue  Trust Fund
Bond Funds Bond Funds Funds Bond Funds Bond Funds Bond Funds Total
4,918,418 116,580936 71,001,772 6,139,284 325,212,529
{146,615,451) (5,725,165)  (153,666,180)

158,314,158
(159923391}

(1,102,658; (1,207,284 {15.275.553)
(13,770,157)  (1092989%  (310,476) 12,104 (15,453) 12373083
4918418  (13,776,157) 114285280 (77,131,439 12,104 398726 167,034,446
14,176,000 372,135,000 386,305,000

(182,360,01 13 {111,445.000} (1,555,000) (357.935011)

(1,226,573 (284,012) (25736,409) (37.455.083) (139,139) (8.359,414) (137.246.577)
1658501 (4,726,413} 4,730,020 5,300,000 5,300,000

{174.926) (3,806,664) 2,335 (4,095.955)
{(1,401499) 15,544,579 (212,762,833) 224,158,282 _ (139,139) (4,612,079) (107,672,543)

(3,276,703)  {16,527,399) (206,54%,254) (774,897,295} (27,824,965) {13,560,779) (2,204,286,912}

859,718 14,952,486 297,302,187 609,941,179 727,824965 16,907,061 2,106,134,857
77414 78,800 7,924,890 (8261810  127.035 098724  42.842.540
8,234,902

(2339571 (1496,113) 98,677,832 (146,694310) 127,035 4345006  (53,074,613)
1,177,348 278,306 300,288 332,533 131,653 6,287,290
44,683 65,775 32,824 1,099 16,842
1,222,031 278,309 366,063 365,357 134,752 6,904,132
21850 (1,658,591) 220,714 332,886 {12,104} (5,603,113) 30,666,154
(110,901} (96,537) (4388011} (I8,588,761) (127,025  (986,665)  (43,261938)
1.520.788 337,035 26045532 40,524,768 139,139 8480635  [42236137
1,205,454

200,000 1,000,000 561,275
3,126,553 93,341,823 (104,376,643) (3014,662) 45,074,148
160,088  (4339.951) 26,532 278,353 12,104 262306 {162,069)
322973 1308973 1352083 16,475,999

(7,847.985) (61911} (102,920} 260025 (3.453,707)

{487,104) (3,108:463) (131,705} (12,401,007}

4896528 (12,111,566) 114,164,575 (80.444,325) 24,208 6,001,830  146,368.292
4918418  (13,770,157) 114385289 (77,131439) 12106 398726 167,034,446
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APPENDIX B

CERTAIN INFORMATION REGARDING
THE MFHB PROGRAM

General

As of December 31, 1998, $410,682,481 of Multi-Family Housing Bonds were outstanding
under the MFHB Resolution which financed a total of 52 developments (“MFHB Development(s)”)
located throughout the State, and the aggregate outstanding balance of the corresponding mortgage loans
("MFHB Mortgage Loan(s)”) was $312,988,395. A schedule of these MFHB Developments is set forth
below. With the exception of two MFHB Mortgage Loans aggregating $17,010,095 in unpaid principal
amount (as of December 31, 1998), each MFHB Development financed from the proceeds of previousty
issued and outstanding Multi-Family Housing Bonds under the MFHB Resolution is subject fo full or
partial project-based subsidies by the United States Department of Housing and Urban Development
 (“HUD") under Section 8 (“Section 87) of the United States Housing Act of 1937, as amended {the
“1937 Housing Act™), or is subject of mortgage insurance issued by the Federal Housing Administration
(“FHA™) under Section 221(d)(4) of the National Housing Act of 1934, as amended (the “National
Housing Act”), or the subject of both such subsidy and insurance. See Appendices F and G for
descriptions of these programs. The programs are material to the Authority’s ability to pay debt service
on the Multi-Family Housing Bonds.

Description of Developments Financed by the MFHB Bonds

Of the 52 MFHB Developments currently financed under the Multi-Family Housing Bonds
Program (the “MFHB Program™), 41 are 100 percent assisted under the provisions of Section 8, Under
the provisions of Section 8, HUD subsidizes the rents payable by qualifited low and very low income
tenants of eligible rental projects. For a description of the Section § program, see Appendix F. These 48
MFHB Developments generally operate at or near full occupancy. The following chart sets forth the
total number of 100 percent Section 8 assisted MFHB Developments financed under the MFHB
Program, the total number of units in those MFHB Developments and the term of the applicable Section
8 contracts.

100% Assisted Section 8 Developments
Financed under the MFHB Program
as of December 31, 1998

No. of Term of

Section 8 “No, of Section 8 Section §
MFHB Program MFHB Developments Units Coniracis
New Construction/

Substantial Rehabilitation 38 5.288 20 - 40 years
Moderate I35 years:
Rehabilitation 3 233 non-renewable

Total 41 3,521
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OFf the 52 MFHB Developments financed under the MFHB Program, 7 are partially assisted
under the provisions of Section 8. The following chart sets forth the total number of partially assisted
Section 8 MFHB Developments financed under the MFHB Program, the total number of units in those
MFHB Developments, the number of Section 8 units and the term of the applicable Section 8 contracts.

Partially Assisted Section § Developments
Financed under the MFHB Program
as of December 31, 1998

Totat No. of Y% Term of
Section 8 No. of Ne. of Section 8 Section 8 Section 8
MFHB Program MFHB Developments  Units Units Units Contracts
New Construction/
Substantial Rehabilitation 7 1,984 471 23.74% 20 - 40 years
Moderate 15 years;
Rehabilitation _0 _0 8 nfa non-renewable
Total 1 1,584 471 23.74%

Four of the 52 MFHB Developments financed under the MFHB Program, containing
approximately 559 units, are not assisted under Section 8. The MFHB Mortgage Loans for two of these
four MFHB Developments are insured by FHA under the provisions of the National Housing Act. See

Appendix G for a description of the FHA mortgage insurance program. The remaining two MFHB
Developments receive no Section 8 assistance and are not insured by FHA. See the table below for

further descriptions of these MFHB Developments.

MFHB Mortgage Loan Portfolio

MFHB Mortgage Loans financed under the MFHB Program are not required to be subsidized or
insured by the Federal government or the State. However, since the adoption of the General Resotution
by the Authority in 1975, with the exception of three MFHB Mortgage Loasns, gach of the MFHB
Mortgage Loans financed by the Authority under the General Resolution has the benefit of Federal
assistance pursuant to either Section 8 or FHA mortgage insurance, or both. :

The following chart summarizes the MFHB Mor{gage Loans financed by the Authority under the
MFHB Program:
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Summary of Mortgage Loans
Financed under the MFHB Program
as of December 31, 1998

No. of Original Unpaid % of the Total

MFHB Mortgage Principal Principal Unpaid Principal
. Loans Amount Balance  Balance of MFHR Mortgage

FHA Insured

100% Assisted :

Section § MFHB Developments 3 $39,655,100 £9,281,541 3.00%
Partially Assisted

Section 8 MFHB Developments 0 6 g 0.00
Unassisted MFHB Developments 2 15,470,100 14,636,126 4.70
Total FHA Insured 5 $25,125200 $ 23,917,667 7.70%
Non-FHA Insured

100% Assisted

Section § MFHB Developments 38 $225,859,692 $196,457,649 62.80%
Partially Assisted

Section 8 MFHB Developments 6 51,818,000 44,167,489 14,10
Acquired MFHB Development’

(Partially Assisted) _ ! 44 010,600 31,395,499 2 10.00
Unassisted MFHB Developments 2 17,760,240 17,010,095 5.40
Total Non-FHA Insured 47 $339.477,932 $28%.070,732 92.30%

Total 22 $364.603,132 $312.988,399 100.06%

L. The only acquired MFHB Development is Lakeshore Plaza. See *Acquired MFHB Development”
below.

2. This amount reflects the carrying value of Lakeshore Plaza as of December 3 [, 1998.

MFHB Program Financial Information

The Multi-Family Housing Bond Funds recorded operatihg income of $7,066,287 and
$6,298,899 for the fiscal years ended June 30, 1998 and 1597, respectively.

As of June 30, 1998, the Multi-Family Housing Bond Funds contained total assets of
$487,782,872 and retained earnings of $24,782,774. For additional information, see the Financial
Statements contained in Appendix A.

As of December 31, 1998, no MFHB Mortgage Loan was delinquent in excess of 60 days.




Acquired MFHB Development

Lakeshore Plaza. The Authority acquired title to Lakeshore Plaza on April 27, 1990, pursuant to
a settlement agreement with the then-current owners, which agreement was made to settle foreclosure
proceedings initiated by the Authority on the $44 million MFHB Mortgage Loan for this MFHB
Development, Prior to its acquisition by the Authority, this MFHB Development experienced substantial
operating deficits resulting in a failure to make scheduled debt service payments or required escrow

deposits.

The Authority anticipates issuing in July 2000 an independent series of variable rate demand
revenue bonds, the proceeds of which wiil be used to refund the Multi-Family Housing Bonds associated
with Lakeshore Plaza. The Authority has entered into a swap agreement pursuant to which a swap
provider will pay the Authority an amount based upon the variable rate of interest payable on the bonds
in exchange for the Authority’s payment to the swap provider an amount based upon a fixed rate of
interest. Until these bonds are issued, Lakeshore Plaza wilt remain subject to the MFHB Resolution.

The Lakeshore Development is a mixed-use complex consisting of 567 residential apartment
units, a four-story parking garage for 255 cars, laundry facilities, an exercise room, 40,631 square feet of
office space and 13,427 square feet of retail space. The Lakeshore Development consists of a 38-story
tower constructed of reinforced concrete finished in aluminum and glass. Retail space is located on the
ground floor of the facility and office space is Jocated on the second, third and fourth floors. The parking

garage is connected to the building,

The Lakeshore Development is located on a 1.25 acre site between East Chio Street and East
Grand Avenue in the area of the City of Chicago known as Stresterville, which is bordered generally by
Michigan Avenue, Oak Street Beach and East Lake Shore Drive, Lake Michigan and the Chicago River.

The unit breakdown and rent schedule for Lakeshore Plaza (as of December 31, 1998) are as

follows:

Monthly Monthly
Unit No. & Secticn B Market Square Section Market
Type Percentage -~ Lnits Units Feet 8 Rent Rent
Eff. 23 4% 0 23 550-590 NYA $811-954
Cony. 136 24 0 136 660 N/A 8s55-1,112
] Bed 324 57 . 68 256 690-720 $826 923-1,195
2 Bed 78 14 40 38 950 972 1,409-1.588
3 Bed & 1 _6 0 1260 986 -0-

Total 367 1006% 114 453

A total of 114 of the units in the Lakeshore Development are subsidized under the Section 8
program and 453 of the units are leased at market rate rentals. Residential occupancy has been stable,

and as of December 31, 1998, was 94 percent.

The Lakeshore Development has 13,427 square feet of ground-level retail space which was fully
occupied as of December 31, 1998. The Lakeshore Development also has 40,631 square feet of office
space, of which 6,384 square feet {15 percent) was vacant as of December 31, 1998, As of December 3,

1998, combined retail and office occupancy was 88 percent.




The Authority has received a full exemption from property taxes for Lakeshore Plaza effective as
of the date the Authority acquired it. The debt service on the Authority’s Multi-Family Housing Bonds,
1990 Series A attributable to the Lakeshore Development is approximately $3,600,000 per year. The
Authority’s 1999 operating budget for Lakeshore Plaza projscts revenues of $7,689,108, and a cash
surplus of $30,613 after payment of debt service, operating expenses and capital expenditures. To the
extent net operating income from the Lakeshore Development is insufficient to pay attributable debt
service on the 1990 Series A Bonds, the Authority will remedy such insufficiency with funds otherwise
available under the MFHB Resolution or, if necessary, with transfers from the Authority Administrative

Funds.

It is the intent of the Authority to continue to own and operate Lakeshore Plaza until the
Authority determines that a safe or other disposition of the MFHB Development would be in the best
interest of the Authority. The Authority has implemented a comprehensive management plan for the
management of Lakeshore Plaza. In addition, the Authority continues to aggressively monitor both the
commercial and residential marketing programs to increase current occupancy levets,

Certain MFHB Mortgage Loan Terms

The following is a description of the underwriting procedures generally followed by the
Authority with respect to the initial underwriting of MFHB Mortgage Loans for the MFHB
Developments. Certain MFHB Mortgage Loans may have been, and in the future may be, underwritten
on a different basis. :

General. The Authority makes multi-family housing MFHB Mortgage Loans only to nonprofit
or limited-profit entities. The Authority makes multi-family housing MFHB Mortgage Loans to limited-
profit entities for the lesser of the maximum supportable mortgage as determined by the Authority’s
underwriting or 90 percent of total development costs (which costs are computed by including an

“allowance for builder or sponsor profitrisk of up to ten percent of total development costs). The
Authority makes muiti-family housing MFHB Mortgage Loans to nonprofit developers for up to 100
percent of total development costs. The Authority’s multi-family housing MFHB Mortgage Loans
generally include, as part of total development costs, an amount to pay interest, taxes, the Authority’s
loan origination and service fees, and, in the case of FHA-insured MFHB Mortgage Loans, morigage
insurance premiums during the period of construction of the MFHB Development. Under the General
Resolution, MFHB Mortgage Loans may not exceed total development costs. Certain covenants and
provisions refating to the making of MFHB Mortgage Loans by the Authority and the enforcement and
foreclosure of mortgages securing such MFHB Mortgage Loans are set forth in “THE MFHB BONDS
AND SECURITY AND SOURCES OF PAYMENT FOR THE MFHB BONDS” in Appendix C.

The Authority’s projections in making estimates of the feasibility of a MFHB Development are
based upon, among other things, its experience with similar MFHB Developments, generally accepted
underwriting standards and certain assumptions. Although the Authority believes that these assumptions
are reasonable, it cannot be certain that these assumptions will prove to be correct. The Authority does
not determine feasibility for MFHB Developments which are the subject of FHA mortgage insurance.
FHA performs and controls the loan processing and has determined maximum insurable mortgage
amounts for such MFHB Developments.
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Te provide funds to pay its expenses, the Authority generally charges each mortgagor a loan
origination fee of two percent of the original principal amount of the MFHB Mortgage Loan {(payable
upon the initial disbursement of MFHB Mortgage Loan proceeds) and an annual service fee of 1/4 to 3/4
percent of the original principal amount of the MFHB Mortgage Loan. In connection with the MFHB
Mortgage Loans which are the subject of FHA mortgage insurance, the Authority charges an annual
service fee of 1/4 percent of the unpaid principal amount of the MFHB Mortgage Loan. The loan
origination fee is deposited in the Authority Administrative Funds and is not part of the revenues pledged
to the payment of its bonds and notes. The service fee is included in the revenues pledged for bonds and
notes of the Authority and is recorded as income in the Authority Administrative Funds as earned. In
order to increase the feasibility of MFHB Developments, the Authority may initially charge less than its

~ normal loan origination fee and service fee, if it concludes that doing so will not adversely affect the

Authority,

Under the Authority’s MFHB Mortgage Loan processing procedures, each MFHB Development
financed by Outstanding MFHB Bonds is required, prior to initial disbursement of the MFHB Mortgage
Loans, to be the subject of a regulatory agreement with the Authority regulating the rents, distributions,
use, occupancy, management and operations of the MFHB Development. Under the Act and such
regulatory agreement, a limited-profit entity which has received a MFHB Mortgage Loan from the
Authority may not make distributions in any year with respect to a MFHB Development financed by the
Authority in excess of six percent of its equity (as determined by the Authority pursuant to the Act) in
such MFHB Development, unless otherwise authorized by the Authority, except that the right to make
such distributions is cumulative. The Authority has previously authorized annual distributions in excess
of six percent for certain MFHB Developments. With respect to MFHB Developments subject to a
cenditional commitment issued by the Authority on or after August 9, 1984, the Authority permits
annual distributions in an amount not to exceed 200 percent of the yield paid on 30-ysar Government
National Mortgage Association mortgage certificates as of the date of such conditional commitment.
Effective January 1, 1992, the Act was amended to provide that upon certain determinations made by the
Authority, the six percent distribution limitation and the amount of MFHB Development equity may be
increased by the Authority during the life of the MFHB Mortgage Loan. No such determination has been
made with regard to the Financed MFHB Developments. For FHA-insured MFHB Mortgage Loans, the
owner of the MFHB Development also enters into a regulatory agreement with FHA which sets forth
certain of the owner’s cbligations with respect to the operation and management of the MFHB
Development. See Appendix C for a description of the FHA mortgage insurance program.

MFHB Development Reserves. In an attempt to minimize the risks in making permanent MFHB
Mortgage Loans, the Authority has established requirements for development reserves. Such reserves
are not pledged to the payment of the MFHB Bonds and may be changed, deferred or waived from time
to time by the Authority. Such reserves generally inciude those described below. In addition, other
development reserves which are not described below may be required by FHA on MFHB Developments
subject to FHA meortgage insurance. These reserves will be applied as an offset against FHA mortgage
insurance benefits in the event of a claim for FHA mortgage insurance benefits. See Appendix C for a
description of the FHA mortgage insurance program.
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Working Capital Escrow. Except with respect to MFHB Mortgage Loans which are the subject
of FHA mortgage insurance, limited-profit developers and, in some cases, nonprofit developers are
required at the time of initial closing of multi-family housing MFHB Mortgage Loans to establish and
maintain a working capital escrow account funded by the developer with cash or an irrevocable
unconditional letter of credit in an amount equal to three percent or more of the MFHB Mortgage Loan
amount. This amount may be reduced to two percent when the MFHB Development achieves final
closing. The letter of credit is usually for a one year term and must be renewed or replaced by the
developer during the required period. To the extent that interim income and rents of the MFHB
Development are not available, the escrow can be used by the Authority to cover contingencies during
construction and subsequent operating deficits. Funds or letters of credit which have not been used are
generally returned to the developer three years after the final closing,

Tax and Insurance Escrows and Replacement Reserves. Developers are required to pay monthly
to the Authority or to an escrow account controlled by the Authority the amounts required for payment of
estimated real estate taxes and hazard insurance. In addition, the operating budget for each MFHLB
Development that is not the subject of FHA morigage insurance generally provides for the funding of a
replacement reserve for major components of the MFHB Development in an annual amount of
approximately 2.3 percent to 4.3 percent of the estimated revenues of the MFHB Development, provided
that the amount to be paid into such reserve in the first year from the date of initial approval of
occupancy is not less than 0.6 percent of the construction cost. The funding of these escrow accounts

and replacement reserves generally begins at the time of the final closing of the MFHB Mortgage Loan
for the MFHB Development.
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APPENDIX C )

THE MFHB BONDS AND
SECURITY AND SOURCES OF PAYMENT
FOR THE MFHB BONDS

The following is a summary of the Acquired MFRB Bonds, the security and sources of payment
for the Acquired MFHB Bonds and certain provisions of the MFHB Resolution. This summary does not
purport to be comprehensive or definitive and is subject to all of the terms and provisions of the MFHB
Resolution, to which reference is hereby made and copies of which are availabie from the Trustee or the
Authority, Other than the terms “Acquired MFHB Bonds,” “MFHB Resolution,” “MFHB Mortgage
Loans,” “MFHB Program,” and “MFHB Developments,” which are defined in the forepart to this
Official Statement, alf initially capitalized terms used and not otherwise defined in this Appendix have
the meanings set forth below.

* Acquired MFHB Bonds

General. The Acquired MFHB Bonds will be issued under the MFHB Indenture in the aggregate
principal amount of $10,135,000. The MFHB will be designated as “Multi-Family Housing Bonds, 1999
Series A.” Proceeds of the Acquired MFHB Bonds, together with other available moneys, will be used
to redeem a portion of the Refunded MFHB Bonds. The Authority wiil fund the Debt Service Reserve
Fund Requirement attributable to the Acquired MFHB Bonds and pay the costs of issuing the Acquired
MFHB Bonds and a portion of the costs of issuing the Acquired MFHB Bonds from amounts available to
it from Funds established by the MFHB Resolution. :

Subject to the limitations contained in this MFHB Resolution, the Acquired MFHB Bonds shall
be issued and delivered to the Trustee for the Offered Bonds, upon the issuance and delivery of the
Offered Bonds, and the payment to the Trustee for the Acquired MFHB Bonds of an amount equal to
their principal amount. The Acquired MFHB Bonds shall be registered in the name of the Trustee of the
Offered Bonds. :

The Acquired MFHB Bonds shall be initially dated the date of issuance of the Offered Bonds.
The Acquired MFHB Bonds authenticated and delivered on or after that initial date, shall be dated the
later of the January 1 or July 1 on or preceding the date of authentication and delivery to which interest
has been paid, or if no interest has been paid, that initial date. The Acquired MFHB Bonds shall be
issued only in fully registered form without coupons in denominations of $5,000 or any integral multiple
of $5,000. The Acquired MFHB Bonds will bear interest from their date payable semiannually on each
January 1 and July [, with the first interest payment date being July 1, 1999. Interest shall be calculated
on the basis of a 360 day year of twelve 30-day months.




The Acquired MFHB Bonds will bear interest at the rates per annum, and will mature on the
dates and in the amounts, set forth below.

1999 Series A {non-AMT)

Interest
Maturity Amount Rate
July 1, 2000 $ 170,000 3.360%
July 1, 2001 175,000 3.760
July 1,2002 185,600 © 3935
- July 1, 2003 195,000 4,060
July 1, 2004 200,000 4,185
July 1, 2005 205,000 4310
July 1,2006 220,000 4410
July §,2007 225,000 4.460.
July 1,2008 240,000 4.560
July 1, 2009 245,000 4610
July 1, 2010 260,000 4,710
July 1,2011 270,000 4810

$2,340,000 — 5.185% Term Bonds due July 1, 201 & Price - 100%
$5,205,000 — 5.310% Term Bonds due July 1, 2028 Price - 100%
' {Accrued Interest to be added)

The Acquired MFHB Bonds shall be direct and general obligations of the Authority and the full
faith and credit of the Authority, subject to the provisions of resolutions or indentures pledging particular
moneys, assets or revenues to the payment of notes, bonds or other obligations other than the Acquired
MFHB Bonds, is pledged for payment of the principal and redemption price, if any. of and interest and
sinking fund requirements on the Acquired MFHB Bonds. The State shall not be liable on the Acquired
MFHB Bonds, and the Acquired MFHB Bonds shall not be a debt of the State. Section 26.] of the Act

shall not apply to the Acquired MFHB Bonds.

The Principal and Redemption Price of and interest on Acquired MFHB Boends shall be payable
at the principal corporate trust office of The First Nationa} Bank of Chicago, Chicago, iilinois. as Master
Paying Agent. Interest on Acquired MFHEB Bonds shall be payabie by check or draft mailed to the
registered owners, as shown on the registry books of the Authority on the fifteenth day of the month next
preceding the applicable interest payment date, at their addresses appearing on the registry books of the
Authority or by other method of payment acceptable to the Authority. The Acquired MFHB Bonds shali
be transferable at the principal corporate trust offices of the Master Paying Agent in the manner provided

in the Resolution.
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The Authority covenants and agrees to take all steps within its power with respect to the
Acquired MFHB Bonds that are required to maintain the status of interest on the Offered Ronds as not
includable in gross income of their owners under existing federal law; provided, however, that this
covenant and agreement shall not require the Authority to prevent interest on the Offered Bonds from
becoming subject to an alternative minimum tax or similar tax.

Redemption

The Acquired MFHB Bonds are subject to redemption at the option of the Authority, on any date
on or after March 1, 2009, in whole or in part, in any order of maturity, and by lot within a maturity,
from any money available for that purpose, at the applicable redemption prices {expressed as percentages
of the principal amount so to be redeemed) set forth in the table below, plus accrued interest, if any, to
the date fixed for redemption:

Redemption Period ' Redemption
(both dates inclusive) Price
March 1, 2009 through February 28, 2010 ...ovvvvvovvovveeioooo, [01.00%
March I, 2010 through February 28, 2011 ooooveeeeeeeeeeceooeeo, 100.50
March 1, 2011 and thereafter . oumuuiurireerieree oo ee oo 100.00

The Acquired MFHB Bonds maturing on July 1, 2018, are subject to mandatory redemption in '
part by lot, pursuant to Sinking Fund Installménts, on the dates and in the amounts shown below, at a
Redemption Price equal to their principal amount plus accrued interest to date of redemption:

Sinking Fund Sinking Fund
Redemption Date Instatiment Redemption Date Installment
January [, 2012 $ 145,000 July I, 2015 F 165,000
July 1, 2012 14¢,000 January 1, 2016 175,000
January 1, 2013 150,000 July 1, 2016 175,000
July 1, 2013 - 155,600 January 1, 2017 180,000
January 1, 2014 155,600 July 1, 2017 180,000
July 1, 2014 160,000 January 1, 2018 190,000
Janvary 1,2015 | 165,600 July 1, 2018 : 195,000

+ Final maturity

The Acquired MFHB Bonds maturing on July 1, 2028, are subject to mandatory redemption in
part by lot, pursuant to Sinking Fund Instaliments, on the dates and in the amounts shown below, at a
Redemption Price equal to their principal amount plas accrued interest to date of redem ption:
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Sinking Fund Sinking Fund

Redemption Date [nstallment Redemption Date Installment
January 1, 2019 $ 200,000 January 1, 2024 $ 260,000
July 1, 2019 210,000 July 1, 2024 270,000
January 1, 2020 210,000 January 1, 2025 275,000
July 1,2020 215,000 July 1, 2025 : 280,000
January 1, 2021 225,000 January 1, 2026 290,000
July 1, 2021 230,000 July 1, 2026 295,000
January 1, 2022 235,000 January I, 2027 305,000
July 1, 2022 240,600 July 1, 2027 315.000
January 1, 2023 250,000 January 1, 2028 320,600
July 1,2023 250,060 July 1,2028 330,000

+ Final maturity

The Sinking Fund [nstallments of Acquired MFHB Bonds maturing on any date shall be reduced
by the amount of these Bonds of that maturity which have been redeemed, othar than by Sinking Fund
Installments (or purchased from money otherwise to be used for such a redemption not pursuant to
Sinking Fund Installments), as specified by the Authority. The Authority, at the time of giving notice to
the Trustee of an election or direction to redeemn Acquired MFHB Bonds of a maturity other than from
Sinking Fund Installments, shall so specify the dates and amounts of Sinking Fund Installments of
Acquired MFHB Bonds of a maturity to be reduced, so that the total reduction shall equal the principal of
Acquired MFHB Bonds of that maturity to be redeemed. The notice of redemption shall refiect that
information. The Authority shall determine the amounts and dates of Sinking Fund [nstaliments so to be
reduced in a manner so that there shall be no material adverse effect on the ability of the Authority to
continue to pay the principal of and Sinking Fund lustallments and interest on the remaining Acquired

MFHB Bonds.

The Acquired MFHB Bonds are also subject to redemption at the option of the Authority. in any
order of maturity as determined by the Authority, and within a maturity by lot, at any time, in whole or in
part, at their principal amount plus accrued interest, if any, to the Redemption Date, from the following

sources:

(i) Prepayments — (which may include voluntary prepayments financed by proceeds of new
loans from the Authority, including as may be financed by Bonds or other obligations of
the Authority and which may also include a voluntary sale by the Authority of an MFHB
Mortgage Loan not in default including to secure obligations of the Authority, other
than, directly or indirectly, the Offered Bonds), or Recovery Payments, in each case with
respect to MFHB Mortgage Loans to the extent those MFHB Mortgage Loans are
financed by Acquired MFHB Bonds, together with any payments which may be made by
the Authority to the extent a Prepayment or Recovery Payment, with respect to an
MFHB Mortgage Loan, together with amounts described in the following subparagraph
{ii) below, shall be less than the redemption price of the Acquired MFHB Bonds which
financed the MFHB Mortgage Loan or portions of an MFHB Mortgage Loan so prepaid
or with respect to which a Recovery Payment was received;

C-4




(i) money available from a reduction in the Debt Service Reserve Fund Reguirement as a
result of payment or redemption of any Acquired MFHB Bonds; and

{iii)  any money provided by the Authority, if, while all the Acquired MFHB Bonds are
registered in the name of the Trustee for the Offered Bonds, in the opinion of nationally
recognized bond counsel selected by the Authority, the redemption of the Offered bonds
is required to prevent interest on the Offered Bonds from being included in £ross income
of their owners for federal income tax purposes or if there occurs a final decree or
judgment of a federal court, a determination of the Internal Revenue Service or an
opinion of such bond counsel, that interest on the Offered Bonds is or was ineluded in
gross income of their owners within the meaning of the Code (except for such bonds
held by a “substantial user” or “related person” within the meaning of the Code).

Notice of redemption of any Acquired MFHB Bonds shall be given as provided in the
Resolution, except that notice need be given only by mail and need not be given by publication. The
mailing of such notice shall be a condition precedent to redemption, provided that any notice which is
mailed in accordance with the Resolution shall be conclusively presumed to have been duly given
whether or not the Holders received such notice, and failure to give notice by mail, or any defect in such
notice, to the Holder of any Acquired MFHB Bond designated for redemption in whole or in part shal}
not affect the validity of the redemption of any Acquired MFHB Bond.

Use of Proceeds. The proceeds received by the Authority from the sale of the Acquired MFHB
Bonds to the Indenture, together with other available moneys, will be used to (i} redeem (or pay at
maturity) on or before July 1, 1999 $9,980,000 principal amount of the Autherity’s Multi-Family
Housing Bonds, 1987 Secries A (the “Refunded MFHB Bonds™), and (if) pay other costs of the
redemption of the Refunded MFHB Bonds, including any redemption premium on the Refunded MFHB
Bonds and accrued interest on the Refunded MFHB Bonds to the redemption date from the date of
delivery of the Acquired MFHB Bonds.

There shali be transferred from the Debt Service Reserve Fund under the MFHB Resolution to
the Revenue Fund under the MFHB Resolution all amounts by which the Debt Service Reserve
Requirement under the MFHB Resolution is reduced as a result of the redemption of the Refunded
MFHB Bonds, net of any Debt Service Reserve Requirement for the Acquired MFHB Bonds. These
amounts may be withdrawn by the Authority to reimburse itself for costs incurred in the redemption of
the Refunded MFHB Bonds or costs of issuance of the Offered Bonds.

All amounts received upon the sale of the Acquired MFHB Bonds and to be used to redeem the
Refunded MFHB Bonds, together with the other funds, shail be paid to the trustee under the MFHB
Resolution, to be held in trust by such trustee for the payment of the redemption price of the Refunded
MFHB Bonds and the interest on them to the redemption date. Amounts in the Interest Account of the
Debt Service Fund under the MFHB Resolution equal to the accrued interest on the Refunded MFHB
Bonds to the date of delivery of the Acquired MFHB Bonds shall also be held in trust for and be used to
pay interest on the Refunded MFHB Bonds on their redemption date. Amounts so held in trust may be
invested by the trustee under the MFHB Resolution, upon the direction of the Authority in Permiited
Obligations within the meaning of the MFHRB Resolution, payable in full not later than June 30, 1999,
Interest and other investment earnings on those amounts so held in trust, if not required for paying the
redemption price, and accrued interest to the redemption date, on the Refunded MFHB Bonds shall be
paid to the Debt Service Fund under the MFHB Resolution and applied to the first interest payment on
the Acquired MFHB Bonds. '




Debr Service Reserve Fund Requirement. The Debt Service Reserve Fund Requirement for the
Acquired MFHB Bonds is established as that percentage of the principal amount of the Acquired MFHB
Bonds so that the product of that percentage and the original amount of the Acquired MFHB Bonds
equals 100 percent of the maximum Anoual Debt Service Requirements for any Fiscal Year on the

Acquired MFHB Bonds.

Certain Covenants. The Authority covenants with the Holders of the Acquired MFHB Bonds
that {a) it will take all action reasonably necessary to maintain (and refrain from taking any action
inconsistent with maintaining) during the period in which it is the mortgagee, any FHA Mortgage
Insurance for any MFHB Mortgage Loan which is financed by the Acquired MFHB Bonds and which is
the subject of FHA Mortgage Insurance, including, if necessary, paying the insurance premiums and
providing ail notices of defaults to FHA so that the ability to file a claim in a timely manner shall not be
Tost, (b) upon settlement of any claim against FHA under FHA mortgage Insurance for any such MFHB
Mortgage Loan it will request settlement in cash, (c) upon becoming eligible to receive FHA mortgage
Insurance benefits from FHA for any Development financed with the proceeds of the Acquired MFHB
Bonds it will promptly elect to assign and wilt assign the MFHB Mortgage to the FHA under 24 C.F.R. §
207.258(b), or, in the event the Authority receives title to such a Development, to convey fitle 10 the
FHA as soon as practical in settlement of its claim on the FHA Mortgage Insurasce.

Authorization of MFHB Bonds

The MFHB Resolution creates an issue of bonds of the Authority to be designated as “Multi-
Family Housing Bonds” {the “MFHB Bonds™), and creates a continning pledge and tien to secure the full

* and final payment of the principal and Redemption Price of and interest and Sinking Fund Instathments

on all the MFHB Bonds issued pursuant to the MFHB Resolution. Except as described below, the
MFHR Bonds shall be direct and general obligations of the Authority and the full faith and credit of the
Authority, subject to the provisions of resolutions or indentures pledging particular moneys, assets or
revenues to the payment of notes, bonds or other obligations other than the MFHB Bonds, are pledged
for the payment of the principal and Redemption Price of and interest and Sinking Fund Instaliments on
the MFHB Bonds. The State is not liable on the MFHB Bends, and the MFHB Bonds are not a debt of
the State. However, the MFHB Resolution provides that for series of MFHB Bonds authorized by Series
Resolutions adopted after November i, 1995, the MFHB Bonds of those series shall not be general
obligations of the Authority and the full faith and credit of the Authority shall not be pledged for the
payment of the principal of and redemption price of and interest and Sinking Fund Instailments on such
series of MFHB Bonds, except as specifically provided in the related Series Resolution. MFHB Bonds
that are not general obligations shall be special and {imited obligations of the Authority, with a claim for
payment solely from Revenues, Prepayments, Recovery Payments, Acquired Development Receipts,
Mortgage Loans and moneys and securities held in the Funds and Accounts established by the MFHB

Resolution.




Certain Definitions

“Acquired Development” shall mean a Development which the Authority has acquired title to, or
taken possession of, through protection and enforcement of its rights conferred by law or the Mortgage
upon such Development, but only during the period of ownership or possession.

“Aequired Development Expense Requirement” shall mean such amount of inoney as may from
time to time be determined by resolution of the Authority to be necessary for the payment of Acquired
Development Expenses for an Acquired Development.

“dequired Development Expenses” shall mean the costs and expenses incurred by the Authority
in connection with the acquisition, ownership or operation of an Acquired Development, including the
Mortgage Repayments required to be paid pursuant to the Mortgage on such Acquired Development.

“dcquired Development Operating Income” shall mean the amount by which Acquired
Development Receipts from an Acquired Development exceed Acquired Development Expenses for such
Acquired Development.

“Acquired Development Receipts” shall mean all moneys received by the Authority in
connection with its acquisition, ownership or operation of an Acquired Development,

“Administrative Expenses” shall mean the Authority’s expenses of carrying out and
administering its powers, duties and functions in connection with the Mortgages and Developments as
authorized by the Act, and shall include, without limiting the generality of the foregoing: administrative
expenses, fegal, accounting and consultant’s services and expenses, payments to pension, retirement,
health and hospitalization funds, and any other expenses required or permitted to be paid by the
Authority under the provisions of the Act or the Resolution or otherwise with respect to the Mortgages
and Developments. Administrative Expenses shail not include Acquired Development Expenses,

“Annual Debt Service Requirement” for any Fiscal Year, as applied to the MFHB Bonds or any
series of MFHB Bouds, shall mean the interest on such MFHB Bonds which shall be due and payable in
such Fiscal Year and the principal of the serial MFHB Bonds and the Sinking Fund lnstallments on the
term MFHB Bonds which shall be due and payable in such Fiscal Year.

' “Authority Administrative Fund or Funds™ shall mean the fund or funds established by resolution
of the Authority and referred to in the MFHB Resolution.

“Authorized Newspaper” shall mean a financial paper, or a newspaper of genera! circulation in
the Borough of Manhattan, City and State of New York, and a newspaper of general circulation in the
City of Chicago, llinois, customarily published at least once a day for at Jeast five days {other than legal
holidays) in each calendar week, printed in the English language.

“Bond Fund or Funds” shall mean the fund or funds established in the MFHB Resolution and
described under the heading “Bond Fund” below.

“Cost of Development” shall mean, (i) upon final determination of Cost of Development, the
total of all costs authorized by law incurred by a Mortgagor with respect to a Development and approved
by the Authority, and (i) prior to the final determination of Cost of Development, the total of all costs
authorized by law incurred or to be incurred by the Morigagor with respect to a Development as
estimated and approved by the Authority.
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“Pebt Service” shall mean, with respect to any particular Fiscal Year and any series of MFHB
Bonds, an amount equal to the surn of (a) all interest payable on such MFHB Bonds during such Fiscal
Year, plus {b) the principal of the seriai MFHB Bonds and Sinking Fund Instaliments of the ferm MFHB

Bonds payable during such Fiscal Year.

“Debt Service Reserve Fund”® shall mean the fund established in the MFHB Resolution and
described under the heading “Debt Service Reserve Fund” below.

“Debt Service Reserve Fund Requirement” shall mean, as of any date of calculation, an amount
of money equal to the sum of amounts computed for all series of Outstanding MFHB Bonds, each in
accordance with the applicable Series Resolution, which amounts shaii be computed as a percentage of
MFHB Bonds Outstanding with respect to each such series of MFHB Bonds and such percentage shalt be
not less than the percentage that the maximum amount of principal, Sinking Fund Instaliment and
interest due in any Fiscal Year with respect to ail MFHB Bonds of such series is of the principal amount
of all MFHB Bonds of such series Qutstanding immediately after the issuance of such series of MFHB
Bonds. For series of MFHB Bonds issued on or after December 7, 1978, the Debt Service Reserve Fund
Requirement may not, at any date of calculation on or prior to the next to the last date on which there is
gither a Sinking Fund Installment on any term MFHB Bonds of the series or a principal payment on
serial MFHB Bonds of the series, be less than a percentage specified by the Series Resolution for such
series (not less than 100 percent) of the maximum Annual Debt Service Requirement for the then current
or any subsequent Fiscal Year on the MFHB Bonds of that series; and after such date of calculation may
ot be less than an amount equal to the remaining principal amount of the MFHB Bonds of that series

Qutstanding.

“Development” shall mean a development as such term is defined in Section 2{f) of the Act, as
amended from time to time, in respect of which the Authority is authorized by law to make a Mortgage

Loan to an eligible Mortgagor.

«Fiscal Year” shall mean any 12 consecutive calendar months commencing with the first day of
July and ending on the last day of the following June.

. “A{FHB Bond” shall mean a bond issued under the MFHB Resolution, including the Acquired
MFHB Bonds.

“Mortgage” shall mean the documents evidencing the mortgage lien securing a Mortgage Loan
to a Mortgagor made by the Authority.

“Mortgage Loan™ shall mean a loan made by the Authority from the proceeds of MFHB Bonds
to a Mortgagor with respect to a Development and secured by a first mortgage lien on the real property
or on the interest in the real property of which the Development may now or hereafter consist and 2 lien
on all personal property acquired with the proceeds of such foan and attached to or used or to be used in
connection with the construction or operation of the Development. Mortgage Loan shall also mean any
lawful participation by the Authority with another party or parties in a loan made to a Mortgagor with
respect to a Development and similarly secured so leng as the interest of the Authority shall have at least
equal priority as to lien in proportion to the amount of the loan secured, but need not be equal as to

interest rate, time or rate of amortization or otherwise.

“Mortgage Loan Commitment” shall mean the obligation of the Authority to make a Mortgage

Loan to a Mortgagor.




“Morigage Repayment” shall mean the amounts paid or required to be paid from time to time for
principal and interest and any other payments or charges by a Mortgagor or on behalf of a Mortgagor to
the Authority on a Mortgage Loan pursuant to a Mortgage, but not including Escrow Payments,
Prepayments, Recovery Payments and any development loan fee received by the Authority at the time of
initial issuance of funds to a Mortgagor.

“Morigagor” shall mean a nonprofit corporation, limited profit entity or other entity to which the
Authority is now or hereafter authorized by law to make a Mortgage Loan.

“Notes” shall mean any debt obligations issued by the Authority other than MFHB Bonds.

“Qutstanding” when used with reference to MFHB Bonds, shall mean, as of any date, MFHB
Bonds theretofore or then being delivered under the provisions of the MFHB Resolution, except: (i) any
MFHB Bonds cancelled by the Trustee or any Paying Agent at or prior to such date; {ii) MFHB Bonds
for the payment or redemption of which moneys equal to the principal amount or Redemption Price
thereof, as the case may be, with interest to the date of maturity or redemption date, shall be held by the
Trustee or the Paying Agents in trust (whether at or prior to the maturity or redemption date), provided
that if such MFHB Bonds are to be redeemed, notice of such redemption shall have been given as
provided in the MFHB Resolution or provision satisfactory to the Trustee shall have been made for the
giving of such notice; (iii) MFHB Bonds in tieu of or in substitution for which other MFHB Bonds shall
have been delivered pursuant to the MFHB Resolution; and (iv) MFHB Bonds deemed to have been paid
as provided in the MFHB Resolution, :

“Permanently Financed Development” shall mean a Development with respect to which the
Authority shall have issued MFHB Bonds for the purpose of obtaining moneys to make a Mortgage Loan
or for the purpose of funding Notes or refunding MFHB Bonds issued to obtain such moneys,

“Permitted Investments” shall mean any of the following which at the time are legal investments
under the laws of the State for the moneys held under the MFHB Resolution then proposed to be invested
therein: (i) direct general obligations of, or obligations the payment of the principal of and interest on
which are unconditionally guaranteed by, the United States of America or the State; (ii) bonds or notes of
any state within the United States or any agency or authority thereof, or of any political subdivision of
the State, provided that at the time of purchase such obligations are rated in either of the two highest
rating categories by a nationally recognized bond rating agency; (iii) bonds, debentures, participation
certificates or notes issued by any of the following: Bank for Cooperatives, Federal Land Banks, Federa!
Home Loan Banks, Federal Intermediate Credit Banks, Export-Import Bank of the United States, Federal
Financing Bank, Student Loan Marketing Association, Farmers Home Administration, Federal National
Mortgage Association or Government National Mortgage Association, or any other agency or
corporation which is created by or pursuant to an Act of the Congress of the United States as an agency
or instrumentality thereof; (iv) obligations issued by public agencies or municipalities and fully secured
as to the payment of both principal and interest by a pledge of annual contributions under an Annual
Contributions Contract or Contracts with the United States of America; or Temporary Notes, Preliminary
Loan Notes or Project Notes issued by public agencies or municipalities, in each case, fully secured as to
the payment of both principal and interest by a requisition or payment agreement with the United States
of America, Under the Act and [llinols law, investments are lawfui for the Authority, with certain
limitations, if they meet the “prudent man” test for fiduciaries.
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“Prepayment” shall mean any moneys received from any voluntary payment of principal or
interest, including any prepayment penalties or other charges, on any Mortgage Loan more than 60 days
prior to the scheduled payments of principal and interest called for thereby, or from the sale of a
Mortgage Loan pursuant o the provisions described below in this Appendix in paragraph (1} under
“Covenants Relating to Mortgages — Prepayment,” other than moneys constituting a Recovery Payment.

“Recovery Payment” shall mean any moneys received or recovered by the Authority, in excess of
the expenses necessarily incurred by the Autherity in collection thereof, from {i} the sale or other
disposition of an Acquired Development; (i) condemnation of 2 Development or part thereof (iii) other
proceedings taken in the event of default by the Mortgagor; (iv) the sale or other disposition of a
Mortgage Loan in default for the purpose of realizing on the Authority’s interest therein, pursuant to the
provisions described below in this Appendix in this Appendix in paragraph (2) under “Covenants
Relating to Mortgages - Sale of Morigages by the Authority,” or (v) mortgage insurance or guaranty or
hazard insurance. :

“Redemption Price” shall mean, with respect to any MFHB Bend, the principal amount thereof,
plus the applicable premium, if any, payabie upon redemption thereof pursuant to the MFHB Resclution
and the Series Resolution pursuant to which the same was issued.

“Revenues” shall mean all income to the Authority in its capacity as mortgagee derived from
Permanently Financed Developments including, but not limited to, Acquired Development Operating
Income, Mortgage Repayments (including the portion of any government assistance or subsidy payments
received by or pledged to the Authority in its capacity as mortgagee or received by or pledged to the
Trustee in its capacity as Trustee) and investment earnings on Funds and Accounts established by the
MFHB Resolution and transferred to the Bond Fund pursuant to the MFHB Resolution, but excluding
Prepayments, Recovery Payments, Acquired Development Receipts, Escrow Payments and any
development loan fee received by the Authority at the time of initial issuance of funds to a Mortgagor.

“Sinking Fund Installment” shall mean the installment established for a series of MFHB Bonds
pursuant to a Series Resolution.

(General

The Acquired MFHB Bonds are general obligations of the Authority. The full faith and credit of
the Authority, subject to the provisions of resolutions pledging particular moneys, assels or revenues to
the payment of notes, bonds or other obligations other than the Acquired MFHB Bonds, is pledged for
payment of the principal and redemption price, if any, of and interest and sinking fund requirements on
the Acquired MFHB Bonds. None of the MFHB Bonds are a debt of or guaranteed by the State or by the
United States or any agency or instrumentality of the United States. The Authority has no taxing
power. The State is not liable on the MFHB Bonds and the MFHB Bonds are not a debt of the

State.

Together with the previously issued and Outstanding MFHB Bonds and MFHB Bonds which
may be issued in the future under the MFHB Resolution, the Acquired MFHB Bonds are secured on a
parity basis by a pledge of Revenues of the Authority derived from Developments to be financed by the
MFHB Bonds and by 2 pledge of Mortgage Loans relating to the Developments. The Act provides that
any pledge, assignment, lien or security interest made pursuant to the Act is valid and binding and
immediately effective upon its being made or granted, without any physical delivery, filing, recording or
further act. and is valid and binding as against, and superior to any claims of, all others having claims of
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any kind against the Authority or any other person, irrespective of whether such other parties have notice
of the pledge, assignment, lien or security interest. The pledge of Mortgages is subject to the right of the
Authority to assign, sell or fransfer the Mortgages or property acguired upen the enforcement or
foreclosure of the Mortgages, the pledge then attaching to the proceeds of the assignment, sale or
transfer,

For a description of the Mortgage Loans financed by the Authority from the proceeds of the
Qutstanding MFHB Bonds, see Appendix B.

“Revenues” is defined by the MFHB Resclution to include all income to the Authority in its
capacity as mortgagee derived from Permanently Financed Developments including, but not limited to,
Acquired Development Operating Income, Morigage Repayments (inciuding the portion of any
government assistance or subsidy payments received by or pledged to the Authority in its capacity as
mortgagee or received by or pledged to the Trustee in its capacity as Trustee) and investment earnings on
Funds and Accounts established by the MFHB Resclution and transferred to the Bond Fund pursuant to
the MFHB Resolution, but excluding Prepayments, Recovery Payments, Acquired Development
Receipts, Escrow Payments and any development loan fee received by the Authority at the time of initial
issuance of funds to a Mortgagor.

The MFHB Resolution provides for use of Prepayments and Recovery Payments for payment or
redemption of MFHB Bonds of the series which was issued to finance or refinance the Development with
respect to which such amounts are derived, or for the financing of one or more Mortgage Loans.
Although not required by the MFHB Resolution, the Authority has required the owner of each
Development which is the subject of Section 8 housing assistance payments to enter into an agreement to
pledge the Section & housing assistance payments as security for the Mortgage Loan on the
Development. Each series of MFHB Bonds is further secured, subject to disbursement for making the
related Mortgage Loans, by any meney and investments in the Mortgage Loan Fund established by the
Series Resolution authorizing such series of MFHB Bonds.

General Obligation

The full faith and credit of the Authority, subject to the provisions of resolutions pledging
particular moneys, assets or revenues to the payment of notes, bonds or other obligations other than the
MFHB Bonds, is pledged for payment of the principal and Redemption Price, if any, of and interest and
Sinking Fund Installments on all but one series {approximately $29,880,000 aggregate principal amount
outstanding as of December 31, 1998) the Qutstanding MFHB Bonds. Resolutions of the Authority
which authorize the issuance of the Authority’s outstanding bonds and notes {other than the MFHB
Bonds) pledge the revenues, assets and moneys of the Authority with respect to the housing facilities and
Jeans financed by those obligations to the payment of those obligations, and such revenues, assets and
moneys are not available for the payment of the MFHB Bonds, The full faith and credit of the Authority
i5 also pledged for or in connection with the payment of other outstanding notes, bonds and other
obligations of the Authority. See “OTHER PROGRAMS” and Note E to the Financial Statements
contained in Appendix A. The Authority may use amounts in the Authority Administrative Funds for
any lawful purpose and may pledge ail or any portion of those funds with priority over the Qutstanding
MFHB Bonds.
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State Certification

THE AUTHORITY HAS DETERMINED BY RESOLUTION THAT SECTION 26.1 OF
THE ACT, WHICH REQUIRES THE GOVERNOR TO SUBMIT TO THE GENERAL
ASSEMBLY THE AMOUNT CERTIFIED BY THE AUTHORITY AS BEING REQUIRED TO
PAY DEBT SERVICE ON ITS BONDS BECAUSE OF INSUFFICIENT MONEYS AVAILABLLE
FOR SUCH PAYMENT, SHALL NOT APPLY TO THE MFHB BONDS.

However, Section 26.1 of the Act does apply to all other Quistanding MFHB Bonds other than
one series of MFHB Bonds issued in 1995.

Mortgage Loans

The Acquired MFHB Bonds, together with the previously issued and Cutstanding MFHB Bonds
and Additional MFHB Bonds hereafter issued under the MFHB Resolution, will be secured on a parity
basis by a pledge of Revenues of the Authority derived from Developments to be financed by the MFHB
Bonds and by a pledge of Mortgage Loans relating to the Developments, The Developments currently
financed under the MFHB Resolution are described in Appendix E. The MFHB Resolution requires the
Authority, prior to disbursing under any Mortgage Loan, to have a first mortgage lien on the
Devetopment for which such loan is made.

Debt Service Reserve Fund

The MFHB Resolution establishes a Debt Service Reserve Fund for the MFHB Bonds for the
purpose of paying principal and Redemption Price, if any, of and Sinking Fund Instaliments and interest
on MFHB Bonds maturing and becoming due for the payment of which other moneys are not available
under the Resolution. The MFHB Resolution requires money in the Debt Service Reserve Fund to be
invested in Permitted Investments having an average maturity of not more than ten years from the date of
any investment, provided that at least 10 percent of the money in the Debt Service Reserve Fund must be
invested in Permitted [nvestments having an average maturity of not more than two years from the date
of any investment or, aliernatively, in certam intercst bearing time deposits or other similar arrangements
with member banks of the Federal Reserve System, continuously and fully secured by Permitted
tavestments, or within certain limitations, by uninsured banking arrangements, See "THE MFHB
BONDS AND SECURITY AND SOURCES OF PAYMENT FOR THE MFHB BONDS - Funds and
Accounts — Debt Service Reserve Fund” in this Appendix for a further discussion of the Debt Service

Reserve Fund,

“The Debt Service Reserve Fund is required to be maintained by the Authority in an amount ai
least equal to the Debt Service Reserve Fund Requirement. The MFHB Resolution establishes such
Requirement as the sum of the various Debt Service Reserve Fund Requirements for all series of MFHB
Bonds, and further provides that the amount of Debt Service Reserve Fund Requirement for each series
of MFHB Bonds shall be computed as a percentage of MFHB Bounds Outstanding with tespect to each
such series of MFHB Bonds and such percentage shall be not less than the percentage that the mraximum
amount of principal, Sinking Fund Instaliment and interest due in any year with respect to all MFHB
Bonds of such series is of the principal amount of aill MFHB Bonds of such series Qutstanding
immediately after the issuance of such series of MFHB Bonds. The MFHB Resolution further provides
that for 1978 Series B Bonds and subsequent series of MFHB Bonds, the Debt Service Reserve Fund
Requirement must always be at least 100 percent of the maximum Annual Debt Service Requirement for
those series of Outstanding MFHB Bonds. In the Series Resolution for the Acquired MFHB Bonds, the
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Authority covenants that the Debt Service Reserve Fund Requirement shall not be less than the
maximum Annual Debt Service Requirement on all series of QOutsianding MFHB Bonds. At January 31,
1999, the Debt Service Reserve Fund contained moneys and securities {valued at the lesser of par or cost
to the Authority} in the aggregate amount of $55,903.070. This amount exceeds the maximum principal
payments, Sinking Fund Instaliments and interest payments to be made in the then current or any
subsequent year for debt service on all series of Cutstanding MFHB Bonds. See Note E to the Financial
Statements contained in Appendix A for a description of assets restricted for capital and debt service
reserves, :

Pursuant to the Series Resclution for the Acquired MFHB Bonds, a Debt Service Reserve Fund
Requirement is established as that percentage of the principal amount of the Acquired MFHB Bonds so
that the product of that percentage and the original amount of the Acquired MFHB Bonds equais 100
percent of the maximum Annual Debt Service Requirements for any Fiscal Year on the Acquired MFHB
Bonds.

Upon issuance of all of the Acquired MFHB Bonds and the redemption of all of the Refunded
MFHB Bonds, the Debt Service Reserve Fund Requirement will be $49,630,398.25, and moneys and
securities in at least that amount will be on deposit in the Debt Service Reserve Fund,

Certain Information as to Revenues and Debt Service

When structuring a series of MFHB Bonds, the Authority makes certain assumptions, including
the timing of the origination of Mortgage Loans expected to be financed from the proceeds of such series
of MFHB Bonds and the investment income that will be earned on the invesiment of undisbursed
proceeds of the MFHB Bonds, including amounts in the Mortgage Loan Fund and Capitalized [nterest
Account established with respect to such series of MFHB Bonds, on the receipt and investinent of
Mortgage Repayments on Mortgage Loans financed by such series of MFHB Bonds, and on the

-investment of amounts from the proceeds of such series of MFHB Bonds held in the Debt Service

Reserve Fund. While the Authority believes that tiese assumptions are reasonable, there can be no
assurance that in all cases they will prove to be correct and, if they are not correct, the Authority may be
required to advance amounts from the Authority Administrative Funds to pay debt service on those
MFHB Bonds that are secured by the general obligation of the Authority.

In connection with the refunding of MFHB Bonds, the MFHB Resolution requires the Authority
to certify that the aggregate Debt Service for the current and each subsequent Fiscal Year with respect to
all Outstanding MFHB Bonds subsequent to the issuance of such refunding MFHB Bonds is not greater
than the aggregate Debt Service for each such Fiscal Year prior to the issuance of such refunding MFHB
Bonds. Such a certification will be made in connection with the issuance of the Acquired MFHRB Bonds,

Additional MFHB Bonds

The MFHB Resolution provides that Additionat MFHB Bonds may be issued subject to certain
conditions and limitations. Such additional series of MFHB Bonds will be on a parity with the Acquired
MFHB Bonds with respect to certain of the pledges, liens and security interests described above.

The Authority shall, at the time of issuance of a series of Additional MFHB Bonds, determine
whether such series of Additional MFHB Bonds shall be special, limited obligations of the Authority or
shall be general obligations of the Authority, to which its full faith and credit are pledged, and whether
Section 26.1 of the Act shail apply to such series of Additional MFHB Bonds.
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The MFHB Resolution does not limit the aggregate principal amount of MFHB Bonds which
may be issued, provided that the Autharity does not exceed any limitation on the arount of is

obligations established by law.

Resolution to Constitute Confract

In consideration of the purchase and acceptance of any and all of the MFHB Bonds issued under
the MFHB Resolution by those who shall hold the same from time to time, the MFHB Resolution shall
he deemed to be and shall constitute a contract between the Authority and the Owners of the MFHB
Bonds and coupons, and the pledges made i1 the MFHB Resolution and the covenants and agreements
therein set forth to be performed by the Authority shall be for the equal benefit, protection and security
of the Owners of any and ail of the MFHB Bonds and coupons, all of which, without regard to the time
or times of their issue or maturity, shall be of equai rank without preference, priority or distinction of any
of the MEHB Bonds or coupons over any other thereof, except as expressly provided in or permitted by

the MFHB Resolution.
Pledge of the MFHB Resolution

The MFHB Resolution provides that the Authority pledges, assigns and grants a lien on and a
security interest in the Revenues, Prepayments, Recovery Payments, Acquired Development Receipts
and ali Funds established by the MFHB Resolution, including the investments thereof and the proceeds
of such investments, if any, and {to the extent such a pledge, assignment or grant of a lien or security
interest is permitted by federal law) in all governmental assistance or subsidy payments received by the
Authority from the United States of America with respect to Developments, up to the amount owed 10
the Authority with respect to Mortgage 1oans for those Developments, for the payment of the principal
and Redemption Price of and interest and Sinking Fund Instaliments on the MFHB Bonds in accordance
with the terms and provisions of the MFHB Resolution, subject only to the provisions of the MFHB
Resolution permitting the application of those funds, amounts and investments for the purposes and on
the terms and conditions set forth in the MFHB Resolution. '

The pledge, assignment and grant of a lien and security interest contained in the MFHB
Resolution with respect to any portion of any government assistance or subsidy payments received by or
pledged to the Trustee in its capacity as Trustee shall not restrict the rights of the Authority to receive of
enforce a pledge, assignment or grant of a lien or security interest in such government assistance or
subsidy payments; provided, however, that upon the occurrence of an Event of Defauit under the MFHB
Resolution, the Trustee may exercise aiy or all rights, powers or prohibitions which the Authority may
have with respect to such payments pledged, assigned or granted to the Authority, upon the Trustee
having given written notice to the Authority of its infent so to exercise those rights. Upon the giving of
such 2 notice, the Authority shall not retain any of its rights, powers or privileges with respect to such
payments, pledged, assigned or granted to the Authority except as the notice, or any supplemental notice,
allows. The Trustee may at any time by written notice to the Authority revoke any notice of intent 10
exercise any or all rights, powers or privileges with respect to such payments, and upon such notice of
revocation being given, the Authority shall again have ail such rights, powers and privileges as to which
the notice of revocation relates. Subject fo the lien of the Trustee and Paying Agents for reasonable
compensation, such pledge, assignment and grant of a Hen and security interest shall be valid and binding
and immediately effective from and after the date of adoption of the MFHB Resolution {or in respect of
amendments to the MFHB Resolution, from and after the date of adoption of the Supplemental
Resolution), and the Revenues, Prepayments. Recovery Payments and Acquired Development Receipts
as received by the Authority and all other moneys and securities in the Funds and Accounts established




by the MFHB Resolution and the federal subsidy receipts so pledged, assigned and granted shall then

immediately be subject to the lien of such pledge, assignment and grant without any physical defivery.

filing, recording or further act, and the lien of such pledge, assignment and grant shall be valid and
binding as against, and superior to any claims of, all other parties having claims of any kind in tort.
contract or otherwise against the Authority, irrespective of whether such parties have notice thereof,

Such pledge, assignment and grant of a lien and security interest means, without {imitation, that
in furtherance of the interests of the Owners of the MFHB Bonds the Trustee shall have the right 1o
receive and apply all such Funds, amounts and investments to the payment of the MFHB Bonds with
pricrity over being applied to any other claims of any kind against the Authority and shall have the right
to require that any such Funds, amounts and investments be paid directly to the Trustee, for that
application in accordance with the MFHB Resolution, and not to the Authority. The Authority wili not
make any pledge, assignment or grant of a lien or security interest in any Funds, accounts or investments
except as provided in the MFHB Resolution.

Custody and Application of MFHB Bond Proceeds

Each Series Resolution authorizing the issuance of a series of MFHB Bonds is required to
specify the purposes for which such series of MFHB Bonds are being issued. Purposes for which MFHB
Bonds may be issued are (i) the establishment of Mortgage Loan Funds and, if required by the Serjes
Resolution, the establishment of Capitalized Interest Accounts and Cost of Issuance Accounts; {ii)
payment into the Debt Service Reserve Fund; (iii) the funding of Notes theretofore issued by the
Authority to provide funds to make Mortgage Loans on Developments; {iv} the refunding or redemption
of MFHB Bonds; (v) the payment of financing costs incurred in connection with the sale of MFHRB
Bonds; or (vi} any combination thereof,

Morigage Loan Funds are established with and held by the Trustee. Upon the issuance of each
series of MFHB Bonds, the Authority is required to pay into the designated Mortgage Loan Fund the
amount of the proceeds derived from the sale of such series of MFHB Bonds, if airy. as shall be
designated in the Series Resolution authorizing the issuance of such MFHB Bonds. Moneys deposited in
such Fund shall be used by the Authority for making Mortgage Loans in the amounts and for the
Developments specified in that Series Resolution, Payment from Mortgage Loan Funds to Mortgagors
are made by the Trustee upon requisition of the Authority. Subject to the lien of the Trustee and Paying
Agents for payment of its reasonable compensation and expenses, moneys deposited 10 the credit of each
Mortgage Loan Fund, including all obligations held as investments thereof and the proceeds of such
investments, are assigned and pledged to the Trustee, pending application by the Authority to make
Mortgage Loans, for the benefit of the Owners of the MFHB Bonds of the series from which such
moeneys were derived and for the security of the payment of the principal of and interest and Sinking
Fund Installments, on such MFHB Bonds. Surplus moneys derived from Bonds Proceeds, if any,
remaining in a Mortgage Loan Fund may be deposited (i) into one or more other Mortgage Loan Funds
for the making of one or more other Mortgage Loans, or {ii} into the Bond Fund for the purchase or
redemption of MFHB Bonds of the series issued for the purpose of funding such Mortgage Loan
Commitment.

Capitalized Interest Accounts are held by the Trustee. Upon the issuance of each series of
MFHB Bonds, the Aunthority may but shail not be required to establish and deposit in a Capitalized
Interest Account for such series the amount of the proceeds derived from the sale of such series of
MFHB Bonds, if any, as shall be allocated in the Series Resolution to such Capitalized Interest Account.
Moneys deposited in a Capitalized Interest Account shall be used, to the extent available, for the purpose
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of paying interest on the series of MFHB Bonds in respect to which such moneys have been set aside in
such Account prior to or during the period of construction of the Developments applicable to such series.
Any moneys on deposit in a Capitalized Interest Account not used to pay interest during the Period of
Construction shall, upon written direction of the Authority, be transferred to the Bond Fund.

Cost of Issuance Aceounts are held by the Trustee. Upon the issuance of each series of MFHB
Bonds, the Authority may but shall not be required to estabiish and deposit in a Cost of {ssuance Account
for such series the amount of the proceeds derived from the sale of such series of MFHB Bonds as has
been designated in the Series Resolution for the payment of Costs of Issuance of such series of MFHB
Bonds. Upon payment of all Costs of [ssuance for such series of MFHB Bonds, any amounts remaining

in such Account shall be transferred to the Bond Fund.

The Debt Service Reserve Fund is held by the Trustee. Upon the issuance of each series of
MFHB Bonds, the Authority is required to deposit in the Debt Service Reserve Fund an amount
sufficient, together with the moneys then on deposit therein, to establish such fund in an amount equal to
the Debt Service Reserve Fund Requirement caleulated upon such issuance. Moneys deposited in the
Debt Service Reserve Fund are required to be used and applied in the manner hereinafter described.

The portion of the proceeds of sale of a series of MFHB Bonds allocated in the Series Resolution
to the funding of Notes may be applied by the Authority directly to such purpose.

Funds and Acecounts

Io addition to the Mortgage Loan Funds, Capitalized Interest Accounts and Cost of Issuance
Accounts, hereinbefore described, the MFHB Resolution establishes, or provides for the establishment
of. the following special Funds held by the Trustee:

() Bond Fund;
(2) Acquired Development Fund; and

(3 Debt Service Reserve Fynd.

Bond Fund: All Revenues held or collected by the Authority or the Trustee shall be deposited
upon receipt in the Bond Fund. Moneys and the proceeds of sale of securities from time to time in the

Bond Fund shall be paid out and applied in the following manner:

{H On or before each interest payment date on the MFHB Bonds, the Trustee shall withdraw
from the Bond Fund or reserve in the Bond Fund the following amounts in the following order:

{a) First, the Trustee shall, on or before each interest payment date of the MFHB Bonds, pay
out of the moneys then held in the Bond Fund, to itself and the Paying Agents, the amounts required for
the payment by it and such Paying Agents of the interest becoming due on the MFHB Bonds on such
interest payment date, and such amounts so withdrawn are irrevocably dedicated for and shali be applied

to the payment of such interest.
(b) Second, the Trustee shall (i) on or before each principal payment date of the MFHB
Bonds, pay out of the moneys then held in the Bond Fund to itself and the Paying Agents, the amounts

required for the payment by it and such Paying Agents of the principal becoming due on the MFHB
Ronds on such principal payment date. and such amounts so withdrawn are irrevocably dedicated for and
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shall be applied to the payment of such principal, and {ii} on or before each interest payment date which
is not also a principal payment date, reserve and retain in the Bond Fund an amount equal to one-half of
the amount of the principal of the MFHB Bonds falling due on the next succeeding principal payment
date. For purposes of (i) above, if the Authority has provided in the Series Resolution that such portion
of the MFHB Bonds of such series maturing on any July 1 shall mature the immediately following
January 1, such January 1 maturity date established with respect to a series of MFHB Bonds shall
nevertheless be deemed to be an interest payment date which is not also a principal payment date, but the
Authority shail not be required to reserve and retain in the Bond Fund on any January 1 maturity date any
amounts with respect to the amount of the next succeeding principal payment date on the MFHB Bonds
of that series.

{c) Third, the Trustee shall (i) on or before each Sinking Fund Instailment date of the MFHB
Bonds, pay out of the moneys then held in the Bond Fund to itself and the Paying Agents, the amounts
required for the payment by it and such Paying Agents of the principal of, and Redemption Price, if any,
on, the term MFHB Bonds then subject to redemption through the operation of Sinking Fund
Instaliments, and such amounts so withdrawn are irrevocably dedicated for and shall be applied to the
payment of such term MFHB Bonds, and (ii} on or before each interest payment date which is not also a
Sinking Fund Instailment date, reserve and retain in the Bond Fund an amount equal to one-half of the
amount of the next succeeding Sinking Fund lnstallment, including the amount of the premium, if any,
required to be paid upon the redemption of the term MFHB Bonds through the operation of such Sinking
Fund Instailment. The Trustee may, at any time, in its sofe discretion withdraw moneys from the MFHB
Bond Fund and purchase term MFHB Bonds of the series of MFHB Bonds with respect to which a
Sinking Fund Installment is to be made or portions of such term MFHB Bonds in the manuer provided in
the MFHB Resolution, whether or not such term MFHB Bonds or portions thereof shall then be subject
to redemption. For purposes of (ii) above, if the Authority has provided in the Series Resolution that a
portion of Sinking Fund Installment due on any July 1 shali be due the immediately following January 1,
such January 1 Sinking Fund Tnstallment due date established with respect to a series of MFHB Bonds
shall nevertheless be deemed to be an interest payment date which is not also a Sinking Fund Installment
date, but the Authority shall not be required to reserve and retain in the Bond Fund on any such January |
Sinking Fund Instaliment due date any amount with respect to the amount of the next succeeding Sinking
Fund Installiment on the MFHB Bonds of that series.

{2} On or before each interest payment date, after (i} making the withdrawals from the Bond
Fund and reserving and retaining in the Bond Fund the amounts required by paragraph (1) above, and (ii)
reserving and retaining in the Bond Fund the amount, if any, of any deposit made into the Bond Fund for
the redemption of MFHB Bonds and still needed for the redemption of such MFHB Bonds, the Trustee
shall withdraw from the Bond Fund and deposit to the credit of the Acquired Development Fund such
amount, if any, as may be specified in a certificate signed by an authorized officer of the Authority as
necessary to provide sufficient moneys in the Acquired Development Fund to meet the Acquired
Develepment Expense Requirement for the next succeeding six months.

(3) On or before each interest payment date, after (i) making the withdrawals from the Bond
Fund and reserving and retaining in the Bond Fund the amounts required by paragraph (1) above: (ii)
reserving and retaining in the Bond Fund the amount, if any, of any deposit made into the Bond Fund for
the redemption of MFHB Bonds and still needed for the redemption of such MFHB Bonds: and (i)
providing for the payments into the Acquired Development Fund pursuant to paragraph (2} above; the
Trustee shall withdraw from the Bond Fund and deposit in the Debt Service Reserve Fund such amount
as shall be required to bring the Debt Service Reserve Fund up to the Debt Service Reserve Fund
Requirement,
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{4) On or before each interest payment date, after (i) making the withdrawals from the Bond
Fund and reserving and retaining in the Bond Fund the amounts required by paragraph (1} above; (it}
reserving and retaining in the Bond Fund the amount, if any, of any deposit made into the Bond Fund for
the redemption of MFHB Bonds and stili needed for the redemption of such MFHB Bonds; (iif)
providing for the payments into the Acquired Development Fund pursuant to paragraph (2) above; and
(iv) providing for the payments into the Debt Service Reserve Fund pursuant to paragraph (3) above, the
Trustee shall at the written direction of the Authority withdraw from the Bond Fund and deposit to the
credit of, or transfer to, the Authority Administrative Fund, the balance of moneys so remaining in the

Bond Fund.

{3) In the event there shall be, on any interest payment date, a deficiency in the Bond Fund
in the amount needed to make such interest payment, or, in the event there shall be, on any principal
payment date, a deficiency in the Bond Fund in the amount needed to make such principal payment, or in
the event there shall be, on any Sinking Fund Installment date, a deficiency in the Bond Fund in the
amount needed to make such Sinking Fund Installment, the Trustee shall make up such deficiencies from
the Debt Service Reserve Fund by the withdrawal of moneys therefrom for that purpose and by the sale
or redemption of securities held in the Debt Service Reserve Fund, if necessary, in such amounts as will,
at the respective times, provide moneys in the Bond Fund sufficient to make up any such deficiency. and
the Trustes shail, in accordance with paragraph (3} above, pay into the Debt Service Reserve Fund from
the Bond Fund, to the extent of available moneys, the amounts withdrawn therefrom for the purposes of
making up any such deficiencies.

In the event of a deficiency in the Bond Fund as of any interest, principal or Sinking Fund
Installment date, including for purposes of a withdrawal from the Debt Service Reserve Fund, the
deficiency shall be allocated to the various series of MFHB Bonds in proportion to their respective
amounts of interest, principal or Sinking Fund Installments due on that date (before any amounts are paid
1o the Bond Fund or used to pay interest, principal or Sinking Fund Instaliments from general funds of
the Authority in respect of the Authority’s pledge of its full faith and credit for MFHB Bonds.or from
money available from the State under Section 26.1 of the Act). Amounts transferred to the Bond Fund
from the Debt Service Reserve Fund (other than amounts deposited in the Debt Service Reserve Fund
from general funds of the Authority in respect of the Authority’s pledge of its full faith and credit for
MFHB Bonds or from amounts available from the State under Section 26.1 of the Act) shall be treated as
available for paying interest, principal or Sinking Fund Installments for the various series of MFHB
Bonds in proportion to the deficiency allocated to the various series of MFHB Bonds, as calculated as
provided in this paragraph. Any amounts transferred to the Bond Fund from the Debt Service Reserve
Fund from general funds of the Autherity in respect of the Authority’s pledge of its full faith and credit
for MFHB Bonds or from amounts availabie from the State under Section 26.} of the Act, respectively,
shall be used only for purposes of paying interest, principal or Sinking Fund Installments on series of
MFHRB Bonds other than any series of MFHB Bonds authorized by any Series Resolution adopted after
November 1. 1995, that provides that such series of MFHB Bonds are not general obligations of the
Authority or that Section 26.] does not apply to that series of MFHB Bonds. as the case may be.
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Acquired Development Fund,  All Acquired Development Receipts and moneys, if any,
withdrawn from the Bond Fund pursuant to the provisions described above in this Appendix in paragraph
(2) under “Bond Fund” shall be deposited in the Acquired Development Fund, Moneys at any time held
in the Acquired Development Fund shall be used for and applied solely to the payment of Acquired
Development Expenses upon requisition of the Authority; provided that on each interest payment date,
the Trustee shall, upon written direction of the Authority, transfer to the Bond Fund any Acquired
Development Operating Income and any moneys or investments then in the Acquired Development Fund
which have been specified in a certificate of an authorized officer of the Authority as not being necessary
to meet the Acquired Development Expense Requirement for the next succeeding six months.

Debt Service Reserve Fund. Under the MFHB Resolution the Authority obligates and binds
itself irrevocably to pay, or cause to be paid, directly into the Debt Service Reserve Fund (i) ail moneys
appropriated and made available by the State to the Authority for the payment of principal of, whether at
maturity or Sinking Fund Installment due date, and interest on the MFHB Bonds pursuant to Section 26.1
of the Act, except for series of MFHB Bonds issued pursuant to a Series Resolution adopted after
November 1, 1995, that provides that Section 26.1 of the Act shall not apply to that series of MFHB
Bonds; (i1} such portion of the proceeds of the sale of MFHB Bonds, if any, as shall be provided by the
Series Resolution authorizing the issuance thereof; (iii) such portion of the proceeds of the sale of Notes,
if any, as shall be provided by the resolution of the Authority autherizing the issuance thereof: and (iv)
any other moneys which may be made available to the Authority for the purposes of the Debt Service
Reserve Fund from any other source or sources, except, with respect to general funds of the Authority,
for series of MFHB Bonds issued pursuant to a Series Resolution adopted after November 1, 1995, that

provides that such series of MFHB Bonds are not general obligations of the Authority. The Trustee shall -

deposit in and credit to the Debt Service Reserve Fund all moneys transferred from the Bend Fund
pursuant to the provisions described above in this Appendix in paragraph (3) under “Bond Fund”, and
shall transfer moneys from the Debt Service Reserve Fund to the Bond Fund pursuant to the provisions
described above in this Appendix in paragraph (5) under “Bond Fund,” except that no amounts made
available to the Authority from the State under Section 26.1 of the Act and deposited in the Debt Service
Reserve Fund shall be transferred to the Bond Fund in respect of a series of MFHB Bonds authorized by
a Series Resolution adopted after November 1, 1995, that provides that Section 26.1 does not apply to
that series of MFHB Bonds. :

Whenever the Trustee shall determine that, on the next to final maturity date of the MFHB
Bonds of a series then Outstanding having the next succeeding final maturity date, the moneys and
securities in the Debt Service Reserve Fund in excess of the Debt Service Reserve Fund Requirement for
all MFHB Bonds, excepting the MFHB Bonds of such series, will be equal to or in excess of the
Redemption Price of all of the MFHB Bonds of the final maturity of such series then Outstanding, the
Trustee shall, unless the Authority shalt otherwise direct, use and apply such excess in the Debt Service
Reserve Fund to the redemption, on the next to final maturity date, of all MFHB Bonds of such series
then Qutstanding maturing on the final maturity date of such series.

Whenever the Trustee shail determine that, on the final maturity date of the MFHB Bonds of 2
series then Outstanding having the same final maturity date, the moneys and securities in the Debt
Service Reserve Fund will be in excess of the Debt Service Reserve Fund Requirement for all MFHB
Bonds, excepting such series, the Trustee shall use and apply such excess in the Debt Service Reserve
Fund to the payment, on the final maturity date, of the principal of the MFHB Bonds of such series then
Outstanding and payments from the Bond Fund may be reduced proportionately.
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Whenever a transfer of moneys to the Bond Fund is made requiring or permitting the purchase or
redemption of MFHB Bonds which would result in the reduction of the Debt Service Reserve Fund
Requirement upon the purchase or redemption of such MFHB Bonds, the Trustee shall, in connection
with each such purchase or redemption, withdraw from the Debt Service Reserve Fund and deposit in the
Bond Fund an amount of moneys equal to the reduction of the Debt Service Reserve Fund Requirement
which would resuit upon the redemption of such MFHB Bonds upon the next succeeding redemption
date. The amount of moneys to be withdrawn from the Debt Service Reserve Fund in each instance
pursuant to the provisions described in this paragraph shall be determined by the Authority and the
amount thereof certified to the Trustee in writing.

On or before each principal payment date on the MFHB Bonds, the Trustee shall transfer from
the Debt Service Reserve Fund to the Bond Fund an amount of moneys equal to the reduction of the Debt
Service Reserve Fund Requirement, if any, which would result upon such principal payment date,
provided that such transfer does not reduce the amount in the Debt Service Reserve Fund to less than the
amount of the Debt Service Reserve Fund Requirement after such principal payment date,

Any income or interest earned by, or increment to, the Debt Service Reserve Fund due to the
investment thereof, upon written direction of an authorized officer of the Authority, shall be transferred

as earned by the Trustee to the Bond Fund, but only to the extent that any such transfer will not reduce
the amount of the Debt Service Reserve Fund below the Debt Service Reserve Fund Requirement.

Certification to the Governor

Pursuant to the MFHB Resolution, the Authority has covenanted that in the event that it makes
the determination referred to in Section 26.1 of the Act as in effect on and as of November §, 1991 or
makes a withdrawal from any reserve fund established under the Resolution to pay principal of and
interest on any MFHB Bonds, the Authority shall take, or shall cause its officers to take on its behalf, all
such actions as are prescribed on its part or on the part of its officers by Section 26.1 of the Act as in
effect on and as of November 8, 1991 in the event of any such determination or withdrawal.

However, a prior Series Resolution provides that for series of MFHB Bonds authorized by Series
Resolutions adopted after November i, 1995, the MFHB Bonds of those series shall not be subject to
Section 26.1 of the Act, except as specifically provided in the related Series Resolution.

Security for Deposits and Investment of Funds

All moneys held by the Trustee shall be continuously and fully secured for the benefit of the
Authority and the Owners of the MFHB Bonds by Permitted Investments or MFHB Bonds or Notes of
the Authority of a market value equal at all times to the amount of the deposit so held by the Trustee:
provided that it shall not be necessary for the Trustee or any Paying Agent to give security for the deposit
of any moneys with them held in trust for the payment of the principal or Redemption Price of or interest
and Sinking Fund Installments, if any, on MFHB Bonds, or such amount of moneys as is secured by
federal deposit insurance, or for any moneys which shall be represented by obligations purchased as an
investment of such moneys pursuant to the MFHB Resolution. All moneys held in the Authority
Administrative Funds by the Authority or other depository shall be secured in such manner, if any, as

shal! be required by the Authority.
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Moreys held in the Mortgage Loan Funds, Bond Fund and Acquired Development Fund, upon
direction of the Authority confirmed in writing, shall be (1) invested by the Trustee in Permitted
Investments so that the maturity date {or redemption date at the option of the holder) of such Permitted
Investments shall coincide, as nearly as practicable, with the times at which such moneys will be needed
for the purposes of such Fund according to schedules to be furnished by the Authority, or (2) deposited in
interest-bearing time deposits continuously and fully secured by a pledge of Permitted Investments or
MFHB Bonds or Notes of the Authority of a market value equal at ai] times to the amount of the deposit
or of the other similar banking arrangement, except under the conditions described below.

Moneys held in the Debt Service Reserve Fund, upon direction of the Authority confirmed in
writing by an authorized officer of the Authority, shall be (1) invested in Permitted [nvestments the
average maturity of which shall not be more than ten years from the date of any investment, provided,
however, that at least 10 percent of the moneys in the Debt Service Reserve Fund shall be invested in
Permitted Investments, the average maturity of which shall not be more than two years from the date of
any such investment, or (2) deposited in interest-bearing time deposits continuously and fully secured by
a pledge of Permitted Investments or MFHB Bonds or Notes of the Authority of a market value at alj
times equal to the amount of the deposit or of the other similar banking arrangement except under the
conditions described below.

In computing the amount of any Fund or Account held by the Trustee under the MFHB
Resolution, except the Debt Service Reserve Fund, obligations purchased as an investment of moneys
therein shall be valued at the cost or market price thereof, whichever is lower, exclusive of accrued
interest. In computing the amount of the Debt Service Reserve Fund, obligaticns purchased as an

_investment of moneys therein shall be vaiued at par, or if purchased at less than par, at their cost to the
Authority,

Moneys on deposit in any Fund or Account established by the MFHB Resolution may be

deposited in an interest-bearing time deposit or other similar banking arrangement with a bank, trust
company or national banking association in the United States without security as described above,
subject to the following conditions:

(1) not more than twenty-five percent of the total amount of funds of the Authority as
specified by the Authority (including Permitted Investments and sectred and unsecured deposits), held in
all Funds and Accounts created by the MFHB Resolution shail be deposited in any such deposits or
under any such arrangements;

(ii} - not more than five percent of such total amount of funds shali be deposited in any such
deposits or under any such arrangements with any one bank;

(i)  no such deposits or arrangements shall be made with any bank having a combined -

capital and surplus of less than $10,000,000, and which is not 2 member of the Federal Reserve System,
as certified by its authorized officer to the Trustee and the Authority;

(iv}  no such deposits or arrangements shall be made in an amount which exceeds five percent

of the combined capital and surplus of such bank, as certified by its authorized officer to the Trustee and
the Authority; and '
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(v} no such deposit or arrangement shall be made with any bank until the Trustee has

received an authorized officer’s certificate stating that the amount thereof is authorized under the

provisions of the MFHB Resolution.

Issuance of Additional Obligations

The Authority shail not create or permit the creation of or issue any obligations or create any
additional indebtedness which will be secured by a charge and lien on the Revenues or which will be
payable from the Bond Fund or Debt Service Reserve Fund, except that (a} a series of MFHB Bonds to
refund any MFHB Bonds then outstanding may be issued under the conditions and subject to the
provisions and limitations of the MFHB Resolution, and (b) additional series of MFHB Bonds may be
issued from time to time for the purposes of (i) the establishment of Mortgage Loan Funds for designated
Mortgage Loan Commitments, a Capitalized Interest Account, and a Cost of Issuance Account, if any,
(ify payments into the Debt Service Reserve Fund; (iii) the funding of Notes theretofore issued by the
Authority to provide funds to make Mortgage Loans to Developments; {iv) the payment of financing
costs, including bond discounts, incurred in connection with such series of MFHB Bonds; and (v) any

combination thereof.

No additional series of MFHB Bonds shall be issued under the MFHB Resolution unless:

(a} the principal amount of the additional MFHB Bonds then to be issued, together with the
principal amount of the MFHB Bonds and Notes of the Authority theretofore issued and Qutstanding,
will not exceed in aggregate principal amount any limitation thereon imposed by law;

(b) there is at the time of the issuance of such additional MFHB Bends no deficiency in the

amounts required by the MFHB Resolution or any Series Resolution to be paid into the Bond Fund and

into the Debt Service Reserve Fund;

{c) the amount of the Debt Service Reserve Fund, upon the issuance and delivery of such
additional MFHB Bonds and the placing in the Debt Service Reserve Fund of any amount provided
therefor in the applicable Series Resolution authorizing the issuance of such additional MFHB Bouds,
shall not be less than the Debt Service Reserve Fund Reguirement;

(&) the Authority shall be obligated pursuant to existing Mortgage Loan Commitments 0
make Mortgage Loans to Mortgagors under Mortgages in amounts not less than the principal amount of
the additional MFHB Bonds then being issued for the purposes of the establishment of, or crediting of
moneys to, Mortgage Loan Funds designated in the applicable Series Resolution or the funding of Notes

theretofore issued for such purpose;

{e} the Authority shall have theretofore deposited, or from the proceeds of sale of such
additional MFHB Bonds shalt then deposit, in each Mortgage Loan Fund with respect to which such
additional MFHB Bonds are being issued, in the aggregate for each Development to which such Fund
relates, an amount of money equal to the outstanding Mortgage Loan Commitment of the Authority with
respect to each such Development, or shall have entered into a written agreement, pursuant to which the
Authority has agreed to sell and 2 responsibie party or parties have agreed to purchase Notes of the
Authority at the time or times and in the amount or amounts required to provide the Authority with
moneys sufficient in amount to comply with the outstanding obligations of the Authority under the

Mortgage Loan Commitments refating to such Developments; and
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fH) the Mortgages under which the Authority will make Mortgage Loans from the proceeds
of the additional MFHB Bonds then being issued, or the Mortgages under which the Authority has
theretofore made Mortgage Loans from the proceeds of Notes or MFHB Bonds being funded or
refunded, as the case may be, by the additional MFHB Bonds then being issued, comply with the terms,

~ conditions, provisions and limitations prescribed for Mortgages made by the Authority, as set forth in the

covenant with respect thereto in the MFHB Resolution, and as required by the Act, as amended from
time to time, and other applicable provisions of law. ’

The Authority reserves the right to issue Notes and any other obligations so long as the same are
not a charge or lien on the Revenues or payable from the Bond Fund or Debt Service Reserve Fund.

The MFHB Resolution provides that for series of MFHB Bonds authorized by Series Resolutions
adopted after November 1, 1995, the MFHB Bonds of those series shall not be subject to Section 26.1 of
the Act and shall not be general obligations of the Authority and the full faith and credit of the Authority
shall not be pledged for the payment of the principal of and redemption price of and interest and Sinking
Fund Instaillments on these series of MFHB Bonds, except as specifically provided in the related Series
Resolution. MFHB Bonds which are not general obligations shall be special and limited obligations of
the Authority, with a claim for payment solely from Revenues, Prepayments, Recovery Payments,
Acquired Development Receipts, Mortgage Loans and moneys and securities held in the Funds and
Accounts established by the MFHB Resolution.

Covenants Relating to Mortgages

Morigage Pravisions. No Mortgage Loan shall be made by the Authority from the proceeds of
MFHB Bonds unless the Mortgage and .other related documents under which such Mortgage Loan is to
be made shail comply with, and no MFHB Bonds shall be issued by the Authority te fund Notes or to
refund MFHB Bonds unless the Mortgage and other related documents under which the Mortgage Loan
was made from the proceeds of such Notes or MFHB Bonds shall also comply with, the following terms,
conditions, provisions and limitations, and shall have been approved by the Authority:

(a) The Mortgagor must be eligible under the Act, as amended from time to time, and the
Mortgage shall be executed and recorded in accordance with the requirements of existing laws;

(b} The Mortgage shall constitute and create a first mortgage lien on the real property or the
interest therein of the Development with respect to which the Mortgage Loan secured thereby is made
and a first security interest in the personal property acquired with proceeds of the Mortgage Loan and
attached to or used in connection with the operation of such Development, provided, however, that the
Mortgage may also be a participation by the Authority with another party or parties in a Mortgage Loan

- made with respect to a Development and similarly secured so long as the interest of the Authority shall

have at least equal priority as to lien in proportion to the amount of the loan secured, but need not be
equal as to interest rate, time or rate of amortization or otherwise;

{c) The amount of the Mortgage Loan to be made by the Authority to the Mortgagor under
the Mortgage shall not exceed the then established Cost of Development or any other limitation
prescribed by law or regulation, whichever is less;

{d) The scheduled Mortgage Repayments, including fees and charges, pursuant to the

Mortgage shall be sufficient to produce moneys which the Authority determines shall be sufficient in
amount and time of payment to permit the Authority to pay when due the Authority’s estimate of the
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" Mortgagor’s share of its Administrative Expenses and the principal of and Sinking Fund Installments and
‘nterest on the MEHB Bonds issued for the purposes described above in this Appendix in the first
paragraph of “Custody and Application of MFHB Bond Proceeds” in connection with the Mortgagor’s

Mortgage Loan or the financing thereof,

(e) The effective yield to maturity to the Authority of each Mortgage Loan (taking into
consideration as part of the interest rate on the Mortgage any fees and charges imposed by the Mortgage
and determined by reference to a standard table of mortgage yields for monthly level payment self-
liquidating mortgages using the percentage that the amount of MFHB Bond proceeds (i} deposited in
Mortgage Loan Funds with respect to such Mortgage Loan plus (if) used for the payment of Notes the
oroceeds of which were used to make such Mortgage Loan is of the outstanding principal amount of such
Mortgage Loan as the price of the Mortgage Loan) is at least one-quarter of one percent greater than the
effective cost of the series of MFHB Bonds issued for such Mortgage Loan, or, if such Mortgage Loan is
made with the proceeds of more than one series of MFHB Bonds, the weighted average effective interest

cost of all such series:

f) The Mortgagor shall have provided, or will provide in a manner satisfactory to the
Authority, in payment of the Cost of Development, an amount equal to the difference between the Cost
of Development and the Mortgage Loan Commitment of the Authority;

(&) The Mortgagor shall have acquired title to the site of the Development, or an inlerest in
real property sufficient for the location thereon of the Development, free and clear of all liens and
encumbrances which would materially affect the value or usefulness of such site or interest in real

property for the intended use thereof,

{h) The Mortgagor shall have obtained all govermnental approvals then required by law for
the acquisition, construction, ownership and operation of the Development by the Mortgagor;

() The Mortgagor shall have obtained the approval by the Authority of preliminary plans
and specifications of the Development, and the Mortgage or other related documents under which the
Mortgage Loan is fo be made shall obligate the Mortgagor to obtain, withis a reasonable period of time,
the Authority’s approval of final plans and specifications;

() The Mortgagor shall be prohibited from selling, leasing or otherwise encumbering the
Development unless approved by the Authority and a Prepayment is made by the Mortgagor in
accordance with the provisions described below in this Appendix under “Prepayment, " except that (i)a
Mortgagor, with the written consent of the Authority, may grant easements, licenses or rights-of-way
over, under or upon the site of a Development, so long as such easements, licenses or rights-of-way do
not destroy or diminish the value or usefulness of such site, as determined by the Authority in connection
with the provisions of such written consent, (ii) when and to the extent authorized by law, a Mortgagor.
with written consent of the Authority, may lease a Development or a portion thereof to a third paity tor
the purposes of operation, such lease to be subject to alt of the erms, provisions and jimitations of the
Mortgage relating to such Development; (iii) a Mortgagor, with the written approval of the Authority,
may setl or exchange any land not required for a Development, provided that the proceeds derived by the
Mortgagor from the saie of any such lands shall be paid over to the Authority for deposit into the Bond
Fund and such moneys shall be used and-applied as provided in the MFHB Resolution; and (iv) the
Mortgagor may be permitted to sell 2 Development to another Mortgagor approved by the Authority,
which successor Mortgagor shall assume the existing Mortgage. Upon the conveyance of a Development




to, and assumption of the Mortgage thereon by, a successor Mortgagor, the Authority may release the
original Mortgagor from its obligations under the Mortgage; and

k) The Mortgage shall not permit a Prepayment except in a manner which will permit the
Authority to comply with the provisions described below in this Appendix under *Prepayment.”

Modification of Moriguge Terms. The Authority shall not consent to the modification of. or
modify, the rate or rates of interest of, or the amount or time of payment of any installment of principal
or interest of any Mortgage Loan or the security for or any terms or provisions of any Mortgage Loan or
the Mortgage securing the same in a manner detrimental to Bondholders; provided, however, that the
Authority may consent to the modification of and modify such Mortgage Loan and the Mortgage
securing the same and the Mortgage Repayments to be made thereunder so iong as Revenues after such
modification will be sufficient in amount to permit the Authority to comply with Section 910 of the
MFHB Resolution,

Sale of Morigages by the Authority. (1) The Authority shall not self any Mortgage or other
obligation securing a Mortgage Loan made or purchased by the Authority which is not in default unless
the sale price thereof received by the Authority shall not be less than the aggregate of (i) the principal
amount of the Mortgagor’s Mortgage Loan remaining unpaid; (ii) the Mortgagor’s proportionate share of
the principal amount of the MFHB Bonds of the series issued for such.Mortgage Loan issued for the
purpose of paying financing costs and making deposits in the Debt Service Reserve Fund, a Cost of
[ssuance Account or a Capitalized Interest Account and remaining uapaid; (iif) the interest to accrue on
all MFHB Bonds to be redeemed by the Authority upon the sale of such Mortgage to the next call date
thereof not previously paid by the Mortgagor; {iv) the redemption premium on the MFHB Bonds so to be
redeemed; and (v) the costs and expenses of the Authority in effecting the redemption of the MFHB
Bonds so to be redeemed, less the amount of applicable moneys in the Bond Fund and the Debt Service
Reserve Fund and available for application to the redemption of such MFHB Bonds in accordance with
the terms and provisions of the MFHB Resolution, as determined by the Authority and the amount of any
other legally available funds of the Authority transferred to the Bond Fund for the purpose of such
redemption. | : :

{2) The Authority shall not selt any Mortgage or other obiigation securing a Mortgage Loan
made or purchased by the Authority which is in defauit unless the sale price thereof received by the
Authority shall not be less than the aggregate of (i) the principal amount of the Morigagor's Mortgage
Loan remaining unpaid; {ii) the Mortgagor’s proportionate share of the principal amount of the MFHB
Bonds of the series issued for such Mortgage Loan issued for the purpose of paying financing costs and

making deposits in the Debt Service Reserve Fund, a Cost of Issuance Account or a Capitalized interest

Account and remaining unpaid; {iii} the interest to accrue on all MFHB Bonds to be redeemed by the
Authority upon the sale of such Mortgage to the next call date thereof not previously paid by the
Mortgagor; (iv) the redemption premium oh the MFHB Bonds so to be redeemed; and (v) the costs and
expenses of the Authority in effecting the redemption of the MFHB Bonds so t¢ be redecmed, less the
amount of (a) applicable moneys available in the Bond Fund and available for withdrawal from the Debt
Service Reserve Fund and application to the redemption of such MFHB Bonds in accordance with the
terms and provisions of the MFHB Resolution, as determined by the Authority; (b) any other legally

available funds of the Authority transferred to the Bond Fund for the purpose of such redemption: and (¢)

any future transfers to the Bond Fund for the purpose of such redemption to which the Authority has
committed itseif or for which it has made provision.
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Disposition of Recovery Payments and Prepayments. Recovery Payments and Prepayments less
the cost and expenses of the Authority incurred in collecting such Recovery Payments and Prepayments
and of effecting the redemption of the MFHB Bonds to be redeemed, if any, shall, in the sole discretion
of the Authority, be deposited (i) in one or more Mortgage Loan Funds for the purpose of making, within
one year of such deposit, one or more Mortgage Loans, or (ii} in the Bond Fund and applied to the
payment, retirement or redemption of the appropriate MFHB Bonds in accordance with the provisions of

the MFHB Resolution.

Enforcement and Foreclosure of Morigages. (1} The Authority shall diligently enforce, and take
all reasonable steps, actions and proceedings necessary for the enforcement of, ail terms, covenants and
conditions of Mortgages securing Mortgage Loans made by the Autherity, including the prompt
collection of Mortgage Repayments and Revenues.

(2) Whenever it shall be necessary in order to protect and enforce the rights of the Authority
under a Mortgage securing a Mortgage Loan and to protect and enforce the rights and interests of
Rondholders under the MFHB Resolution, the Authority shall as to each Mortgagor in default under the
provisions of a Mortgage either: (i) commence proceedings to deed or otherwise assign the Mortgage on
the Development to any government agency or instrumentality that has insured or guaranteed the
Mortgage; or (ii} proceed as a mortgagee in possession or commence foreclosure proceedings in
protection and enforcement of its rights under such Mortgage and bid at least an amount equal to
principal of and Sinking Fund Installments and interest on the then Outstanding MFHB Bonds issued in
connection with the Mortgage Loan or the financing thereof for the Development covered by such
Mortgage at the foreclosure or other sale thereof and, if its bid is successful, to purchase and acquire and

take possession of such Development.

(3} Upon foreclosure or other acquisition of 2 Development, and so long as the Authority
shall have title thereto or be in possession thereof, the Authority shali, as the case may be, construct,
operate and administer such Acquired Development in the place and stead of the Mortgagor and in the
manner required of such Mortgagor by the terms and provisions of the Mortgage. In so deing, the
Authority, to the extent it may have moneys available for such purpose, including any moneys on deposit
in the Mortgage Loan Fund relating to such Acquired Development, shall complete the construction and
development of any incomplete Acquired Development. The Trustee shail be authorized to pay to the
Authority upon its requisition any moneys on deposit in the Mortgage Loan Fund established with
respect to an Acquired Development the costs and expenses of operating any Acquired Development,
inctuding the Mortgage Repayments which the Mortgagor was obligated to pay pursuant to the terms and
provisions of the Mortgage. From moneys withdrawn from the Acquired Development Fund, the
Authority shall pay or make provision for payment of the costs and expenses of taxes, insurance,
foreclosure fees, including appraisal and legal fees and similar expenses required to preserve or acquire
unencumbered title to such Acquired Development prior to the payment of Mortgage Repayments and
other costs and expenses of operating such Acquired Development.

(4) Notwithstanding the provisions of the preceding paragraph (3), upon foreclosure or other
acquisition of a Development:

{(a) The Authority may at any time thereafter sell such Acquired Development to an eligible
Mortgagor and make a Morigage Loan with respect thereto as if such eligible Mortgagor were the
original Mortgagor, provided that the Mortgage securing such a Mortgage Loan shall contain the terms,
conditions, provisions and limitations described above in this Appendix under “Morigage Provisions.”
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() The Authority may at any time thereafter sell such Acquired Development {0 a party
other than an eligible Mortgagor, provided that the sales price thereof received by the Authority shall not
be less than the aggregate of (i) the principal amount of the Mortgagor's Mortgage Loan remaining
unpaid; {ii) the Mortgagor’s proportionate share of the principal amount of the MFHB Bonds of the
series issued for such Mortgage Loan issued for the purpose of paying financing costs and making
depesits in the Debt Service Reserve Fund, a Cost of Issuance Account or a Capitalized Interest Account
and remaining unpaid; (1ii} the interest to accrue on all MFHB Bonds to be redeemed by the Authority
upon the sale of such Mortgage to the next cail date thereof not previously paid by the Mortgagor: (iv})
the redemption premium on the MFHB Bonds 50 to be redeemed; and {v) the costs and expenses of the
Authority in effecting the redemption of the MFHB Bonds so to be redeemed, iess the amount of {a)
applicable moneys available in the Bond Fund; (b) applicable moneys available for withdrawal from the
Debt Service Reserve Fund and application to the redemption of such MFHB Bonds in accordance with
the terms and provisions of the MFHB Resolution, as determined by the Authority; (¢} any other legally
available funds of the Authority transferred to the Bond Fund; and (d) any future transfers to the Bond
Fund to which the Authority has committed itself or for which it has made provision.

(c} In the event such Acquired Development shall not have been completed, the Authority
may elect to complete only a portion of such Development and to sell off any lands not required for the
portion of the Acquired Development to be completed; provided that, prior to the sale of any such land
and any reduction in the scope of the Acquired Development, the Authority shall file with the Trustee its
written determination to the effect that the proceeds of sale of such Tand and the Acquired Development
Receipts to be derived from such Acquired Development, as revised in scope, will be sufficient in
amount to pay the costs and expenses of operating such Acquired Development, including the Mortgage
Repayments which the Mortgagor will be obligated to pay pursuant to the terms and provisions of the
Mortgage relating to such Acquired Development. All proceeds received by the Authority from the sale
of land pursuant to this subparagraph (¢) shall be deposited into the Bond Fund and such moneys shail be
used and applied to the purchase or retirement of the MFHB Bonds of the related series as provided by
the MFHB Resolution.

(%) Notwithstanding the provisions of paragraphs {3) and (4) above, upon default of a
Development under a Mortgage the Authority may at any time thereafter deed or otherwise transfer the
Development to any government agency or instrimentality that has insured or guaranteed the payment of
the Mortgage, in order to collect the insurance proceeds allowable under the government program
providing for such mortgage insurance or guarantee.

Prepayment. (1) Unless required to do so by an agency or instrumentality of the United States
guaranteeing, insuring or otherwise assisting in the payment of the Mortgage Loan, the Authority shall
not permit a Mortgagor to make a Prepayment unless it shall require, with respect to any such
Prepayment so permitted, the same to be in an amount not less than the aggregate of (i) the principal
amount of the Mortgagor’s Mortgage Loan remaining unpaid; (ii} the Mortgagor’s proportionate share of
the principal amount of the MFHB Bonds of the series which were issued for such Mortgage Loan issued
for the purpose of paying financing costs and making deposits in the Debt Service Reserve Fund, a Cost
of Issuance Account or a Capitalized Interest Account and remaining unpaid; (iil) the interest to accrue
on all MFHB Bonds to be redeemed by the Authority upon the sale of such Mortgage to the next call date
thereof not previously paid by the Mortgagor, (iv) the redemption premium on the MFHB Bonds so to be
redeemed; and (v} the costs and expenses of the Authority in effecting the redemption of the MFHB
Bonds so to be redeemed, less the amount of applicable moneys in the Bond Fund, the Debt Service
Reserve Fund available for application to the redemption of such MFHB Bonds in accordance with the
terms and provisions of the MFHB Resclution, as determined by the Authority and the amount of any
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other legally available funds of the Authority transferred to the Bond Fund for the purpose of such
redemption.

{2) In the event that the Authority shall make a Mortgage Loan puaranteed, insured or
otherwise assisted by an agency or instrumentality of the United States and not requiring the payment of
the amounts specified in paragraph (1) of this Section upon prepayment and such Mortgage Loan is
prepaid, the Authority shall transfer to the Bond Fund from other legally available funds of the Authority
the amount, if any, by which the sum of (i} the amount of the prepayment received from the Morigagor,
and (ii) the amount of applicable moneys in the Bond Fund and the Debt Service Reserve Fund and
available for application to the redemption of MFHB Bonds as a result of such prepayment in accordance
with the terms and provisions of the MFHB Resolution as determined by the Authority is less than the
amount which would have been required to be paid by (1), (ii). (iii), (iv) and (v} of paragraph (1) above.

In a supplemental resolution adopted May 9, 1979, the Authority covenanted that,
notwithstanding any provision in the MFHB Resolution, the Authority will not make any Mortgage Loan
which may require the Authority, under the preceding paragraph (2), to transfer amounts to the Bond
Fund {other than from the Debt Service Reserve Fund) from other legally available funds of the
Authority upon the prepayment of the Mortgage Loan.

Pledge of Moriguges. To secure the payment of the MFHB Bonds, the Authority pledges and
assigns for the benefit of the Bondholders all Mortgages securing Mortgage Loans for Permanently
Financed Developments; provided, however, that the pledge of Mortgages shall be subject to the rights of
the Authority to assign, sell or otherwise transfer the Mortgages and Developments as set forth in the
MFHB Resolution, and in the event of any such assigninent, sale or transfer, the pledge shall thereupon
attach solely to the proceeds received by the Authority from such assignment, sale or transfer. The
pledge of such Mortgages for the benefit of the Bondholders shall be valid and binding from and after the
date of adoption of the MFHB Resolution, and such Mortgages shall immediately be subject to the fien
of such pledge without any physical delivery thereof or further act. Upon the happening of an event of
default specified in the MFHB Resolution, and the written request of the Trustee or of the Owaners of not
less than twenty-five percent in principal amount of the Qutstanding MFHB Bends, the Authority, in
accordance with the provisions of the MFHB Resolution, shall effectuate the assignment of any or all of
such Mortgages to the Trustee. In furtherance of this pledge and assignment, the Authority will maintain
alf of its Mortgages and mortgage notes with regard to Permanently Financed Developments on deposit
with the Trustee, which deposit shall not restrict the rights of the Authority to assign, sell or otherwise
transfer such Mortgages, mortgage notes or Permanently Financed Developments.

Certain Other Covenants

Among other covenants made by the Authority in the MFHB Resolution are those related to the
following matters: '

Accounts and Reports. The Authority shall keep proper books and records in which complete
and correct entries shall be made of its transactions relating to all Mortgages, Mortgage Loans,
Revenues, Prepayments, Recovery Payments, Acquired Developments, Acquired Development Receipts,
the Authority Administrative Funds, and all Funds and Accounts established by the MFHB Resolution,
which shall at all reasonable times be subject to the inspection of the Trustee and the Owners of an
aggregate of not less than ten percent in principal amount of the MFHB Bonds then Outstanding or their
representatives duly authorized in writing. The Authority shall annually, within 120 days after the close
of each Fiscal Year, file with the Trustee, and otherwise as provided by law, a copy of an annual report
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for such year, accompanied by an accoumtant’s certificate, including the following statements in
reasonable detail: a statement of assets and liabilities as of the end of such year, a statement of income,
expense and changes in fund balances for such year, and a statement of cash receipts and expenditures
for sucl year. A copy of each such annual report and Accountant’s certificate shall be mailed by the
Authority to each Bondholder who shall have filed his name and address with the Authority for such

purpose.

The Authority shall provide the Trustee with a schedule {which may be amended from time to
time by the Authority) of the payments required to be made by each Mortgagor in order to meet the
Mortgage Repayments, and the Trustee shall be required promptly to advise the Authority of each and
every failure of each Mortgagor to make deposits in accordance with such schedule.

Budgets. The Authority shall, at least thirty days prior to the beginning of each Fiscal Year.
prepare and file in the office of the Trustee a preliminary budget covering its fiscal operations for'the
succeeding Fiscal Year which shalf be open to inspection by any Bondholder. The Authority shall mail a
copy of such preliminary budget to any Bondholder who shall have filed his name and address with the

Authority for such purpose.

In the event the Owners of twenty-five percent or more in principal amount of the Ouistanding
MFHB Bonds shall file with the Authority twenty days or more prior to the beginning of a Fiscal Yeara
written request for a public hearing on such preliminary budget, the Authority shall call and hold such
public hearing in the City of Chicago, State of lllinois, such hearing to be held not later than ten days
prior to the beginning of such Fiscal Year. Notice of such public hearing shall be published once in an
Authorized Newspaper, not less than five days prior to the date of such hearing, and shail contain a
statement of the purpose of the hearing and the place and hour at which the same will be held. At such
hearing any Bondholder, or his duly authorized representatives, shall be entitled to be heard on any of the
provisions contained in such preliminary budget.

The Authority shall adopt an annual budget covering its fiscal operations for the then current
Fiscal Year not later than September 1 of each successive Fiscal Year and file the same with the Trustee.
In the event the Authority shall not adopt an annual budget for a Fiscal Year on or before September | of
such Fiscal Year, the budget for the preceding Fiscal Year shail be deemed to have been adopted and be
in effect for such Fiscal Year until the annual budget for such Fiscal Year shall have been adopted as
described above and filed with the Trustee.

Personnel and Servicing of Morigages. The Authority shall at all times appoint, retain and
employ competent supervisory personnel for the purpose of carrying out its program of Mortgage Loans,

and shall establish and enforce reasonable rules, regulations and standards governing the empioyment of

such personne! at reasonable compensation, salaries, fees and charges and ali persons employed by the
Authority shall be qualified for their respective positions.

Defaults and Remedies
The MFHB Resolution declares each of the following events an “event of default™

(a) Default in the payment of the principal of, Sinking Fund Installments or interest on any
MFHB Bond after the same shal! become due, whether at maturity or upon call for redemption, and such
default shall continue for a period of thirty days; or
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b) With respect to MFHB Bonds subject to Section 26.1 of the Act, the Authority shall fail
or refuse to comply with the provisions of Section 26.1 of the Act, or the State shall fail to apportion and
pay to the Authority such sum as shall be certified by the Chairman of the Authority pursuant to such
provision of the Act; or '

{) The Authority shall fail or refuse to comply with the provisions of the Act, other than as
provided in (b} above, or shall default in the performance or observance of any other of the covenants,
agreements or conditions on its part contained in the MFHB Resolution, any Series Resolution, any
Supplemental Resolution, or in the MFHB Bonds contained, and continuance of such default for a period
of ninety days after written notice thereof by the Owners of not less than five percent in principal amount
of the Qutstanding MFHB Bonds; provided, however, that an event of default shall not be deemed to
exist under the provisions of clause (c) above upon the failure of the Authority to enforce any obligation
undertaken by a Mortgagor pursuant to the provisions of a Mortgage, including the making of the
stipulated Mortgage Repayments, so long as the Authority may be otherwise permitted by law and so
fong as the Authority shall be provided with moneys from the State or otherwise, other than withdrawals
from or reimbursements of the Debt Service Reserve Fund, sufficient in amount to pay the principat of
and interest and Sinking Fund Installments, if any, on all MFHB Bonds as the same shall become due
during the period for which the Authority shall be permitted by faw to abstain from enforcing the
obligations of Mortgagors under the applicable Mortgages.

The MFHB Resolution provides that upon the happening and continuance of any event of
default, then, and in each such case, the Trustee may proceed, and upon the written request of the Qwners
of not less than twenty-five percent in principal amount of the Outstanding MFHB Bonds shal! proceed,
in its own name, to protect and enforce its rights and the rights of the Bondholders by such of the
following remedies, as the Trustee, being advised by counsel, shall deem most effectual to protect and

enforce such rights:

{a) by suit, action or proceeding, enforce all rights of the Bondholders, including the right to
require the Authority to collect Mortgage Repayments of Mortgage Loans made by it adequate to carry
out the covenants and agreements as to, and pledge of, such Mortgage Repayments and other propetrties,
and to require the Authority to carry out any other covenant or agreement with Bondhotders and to
perform its duties under the Act;

(b) by bringing suit upon the MFHB Bonds;

_ {c) by action or suit, require the Authority to-account as if it were the trustee of an express
trust for the Owners of the MFHB Bonds;

{d) by action or suit, enjoin any acts or things which may be unlawful or in violation of the
rights of the Owners of the MFHB Bonds; and

(e} in accordance with the provisions of the Act, declare all MFHB Bonds due and payable,
and if all defaults shail be made good, then, with the written consent of the Owners of not less than
twenty-five percent in principal amount of the OQutstanding MFHB Bonds, to annul such declaration and

its consequences.

The right to institute suits, actions or other proceedings under or to enforce the MFHB
Resolution is vested in the Trustee; Owners of MFHB Bonds may not institute such suits or other
proceedings unless the Trustee declines to do so after Owners of not less than twenty-five percent in
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principal amount of the Outstanding MFHB Bonds have so requested the Trustee in writing and have
offered the Trustee reasonable indemnification and security against the costs to be incurred with respect
to the proceedings. Notwithstanding the foregoing, the obligation of the Authority to pay the principal
and Redemption Price and interest and Sinking Fund Instaliment on the MFHB Bonds to respective
Owners thereof is absolute and unconditional, and nothing in the MFHB Resolution shall affect or impair
the right of action, which is absolute and unconditional, of such Owners to enforce such payment,

Priority of Payments After Default

In the event that the funds held by the Trustee and Paying Agents shall be insufficient for the
payment of interest and principal or Redemption Price and Sinking Fund Installments then due on the
MFHB Bonds, such funds (other than funds held for the payment upon redemption of particular MFHB
Bonds or coupons which have theretofore become due at maturity or by call for redemption) and any
other money received or coliected by the Trustee acting pursuant to the Act and the MFHB Resolution
after making provision for the payment of any expenses necessary in the opinion of the Trustee to protect
the interests of the Owners of the MFHB Bonds, and for the payment of the charges and expenses and
liabilities incurred and advances made by the Trustee in the performance of its duties under the MFHB
Resolution, shall be applied as follows:

(a) Unless the principal of all the MFHB Bonds shall have become or have been declared
due and payable. '

First: To the payment to the persons entitled thereto of all installments of interest then due in the
order of the maturity of such installments, and, if the amount available shall not be sufficient to pay in
full any installment, then to the payment thereof ratably, according to the amounts due on such
installment, to the persons entitled thereto, without any discrimination or preference: and

Second: To the payment to the persons entitled thereto of the unpaid principat or Redempticn
Price of any MFHB Bonds which shall have become due, whether at maturity or by call for redemption,
in the order of their due dates and, if the amounts available shall not be sufficient to pay in full all the
MFHB Bonds due on any date, then to the payment thereof ratably, according to the amounts of principal
or Redemption Price due on such date, to the persons entitled thereto, without any discrimination or
preference, '

{b} If the principal of all of the MFHB Bonds shall have become or have been declared due
and payable, to the payment of the principal and interest then due and unpaid upon the MFHB Bonds
without preference or priority of principal over interest or of interest over principal, or of any installment
of interest over any other installment of interest, or of any other MFHB Bond over any MFHB Bond,
ratably, according fo the amounts due respectively for principal and interest, to the persons entitled
thereto without any discrimination or preference except as to any difference in the respective rates of
interest specified in the MFHB Bonds and coupons.

Modifications of Resolutions and Qutstanding MFHB Bonds
The MFHB Resolution provides procedures whereby the Authority may amend the Resolution or
any Series Resolution by adoptien of a Supplemental Resolution, Amendments of the Resolution that

may be made without the consent of Bondholders must be for purposes of further securing the MFHB
Bonds, imposing further limitations on or surrendering rights of the Authority, curing ambiguities or
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providing for the issuance of 2 series of MFHB Bonds without, in the discretion of the Trustee, adversely
affecting or diminishing the rights of the Holders of the MFHB Bonds.

Amendment of the respective rights and obligations of the Authority and the Bondholders may
be made with the written consent of the Holders of not less than sixty-six and two-thirds percent in
principal amount of the Outstanding MFHB Bonds to which the amendment applies; but no such
amendment shall permit a change in the ferms of redemption or maturity of the principal of any MFHB
Bond or of any instaliment of interest thereon or a reduction in the principal amount or Redemption Price
thereof, or in the rate of interest thereon or shall reduce the percentages or otherwise affect the classes of
MFHB Bonds the consent of the Owners of which is required to effect such amendment.

Amendments may be made in any respect with the written consent of the Owners of all of the
MFHB Bonds then Qutstanding.

Defeasance

{f the Authority shall pay or cause to be paid, or there shail otherwise be paid, to the Owners of
the MFHB Bonds and coupons then Outstanding, the principal and interest and Redemption Price, if any,
to become due thereon, at the times and in the manner stipulated therein and in the MFHB Resolution,
then and in that event the covenants, agreements and other obligations of the Authority to the

Bondholders shall be discharged and satisfied.

MFHB Bonds or coupons or interest instaliments for the payment or redemption of which
moneys shall then be held by the Trustee or the Paying Agents (through deposit by the Authority of
funds for such payment or redemption or otherwise), whether at or prior to the maturity or the
redemption date of such MFHB Bonds, shall be deemed to have been paid within the meaning and with
the effect described in the paragraph above. All Outstanding MFHB Bonds of any series and ail coupons
appertaining to such MFHB Bonds shall, prior to the maturity or redemption date thereof, be deemed to
have been paid within the meaning and with the effect described in the paragraph above if (a) there shall
have been deposited with the Trustee either moneys in an amount which shall be sufficient, or Permitted
Investments the principal of and interest on which when due will provide moneys which, together with
the moneys, if any, deposited with the Trustee at the same time, shall be sufficient to pay when due the
principal or Redemption Price, if applicable, and interest due and to become due on those MFHEB Bonds
on and prior to the redemption date or maturity date thereof, as the case may be, and {b) in case any of
the MFHB Bonds are to be redeemed on any date prior to their maturity, the Authority shall have given
the Trustee, in form satisfactory to it, irrevocable instructions to publish notice of redemption of such
MFHB Bonds as provided in the MFHB Resolution. Neither Permitted Investments nor moneys
deposited with the Trustee nor principal or interest payments on any such Permitted Investments shall be
withdrawn or used for any purpose other than, and shall be held in trust for, the payment of the principal
or Redemption Price, if applicable, and interest on said MFHB Bonds.

For purposes of defeasance of MFHB Bonds, Permitted Investments means only direct generat
obligations of, or obligations the payment of the principal and interest on which are unconditionaily

guaranteed by, the United States of America.
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APPENDIX D

CERTAIN INFORMATION REGARDING
THE HDB PROGRAM

General

As of December 31, 1998, $114,260,000 of Housing Development Bonds were outstanding
under the HDB Resolution which financed a total of 32 developments (“HDB Development(s)”) iocated
throughout the State, and the aggregate outstanding balance of the corresponding mortgage loans (“HDB
Mortgage Loan(s)”) was $100,137,349. A schedule of these HDB Developments is set forth below.
Pursuant to the HDB Program, the Authority made mortgage loans for the construction or rehabilitation
of rental or co-operative multi-family housing for persons and families of low and moderate income.
The Act defines persons and families of low and moderate income as persons and families who cangot
afford to pay the amounts at which private enterprise, without assisted mortgage financin g, is providing a
substantial supply of decent, safe and sanitary housing. Those persons or families occupying subsidized
dwelling units can have annual incomes at initial occupancy no greater than 80 percent of the median
annual income of the metropolitan statistical area.

Description of HDB Developments

With respect to HDB Developments, 5,212 dwelling units are assisted by Section 236 Payments,
59 dwelling units are eligible for Section 8 Payments and 1,503 dwelling units are unsubsidized by any
Federal program. Thirty-two HDB Developments were financed in whole or in part by the Authority
during the years 1972 through 1976 under the HDB Program. The following chart sets forth for each
such HDB Development the HDB Mortgage Loan number, the name, the number of rental units, the
number of assisted units, the unpaid principal amount of the HDB Mortgage Loan financed by such Prior
Bonds at December 31, 1998, and the percentage of occupancy.
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Mortgage
Loan
No.

Name

ML-01
ML-02
ML-03
ML-04
ML-06
ML-07
ML-09
ML-13
ML-15
ML-16
ML-19
ML-20
ML-21
ML-22
ML-24
MIL-25
ML-27
ML-29
ML-30
ML-33
ML-35
ML-36
ML-37
ML-38
ML-39
ML-40
ML-43
ML-44
ML-45
ML-49
. ML-56
ML-6!

Harper Square
Winfield Village |
Vermilion Garden

Huntington Square Apts.

University Village !
Lancaster Heights
Jackson Park Terrace
Cumberland Green
(Green Meadows
Kensington Place
Innsbruck
Carriage House [
Cedar Point
River Run
Indian Trails
Westwind Tower
Brentwood
Eastcourt Village
Winfield Viilage [1
Colony Park
Lincolnshire
Edenbridge-In-Tinley
St. Clair Village
Constitution House
University Village I
Burnham Qaks
Valley View
lLeisure Acres
Westport Village
Woodcrest Ap!s.
Thornwood House
New Vistas |

Total

Financed by HDB Bonds
As of December 31, 1998

Mortgage Loans and Developments

Total Unpaid Principal

Total Section 236 of Mortgage Cccupancy

Rental Assisted Loan Financed (Stated as

Units Units by HDB Bonds a %)
591 365 $10,152,996 99%
160 160 1,935,931 93
240 240 2,314,337 91
324 {08 3,899,971 100
246 246 2,660,194 86
198 198 2,068,823 92
322 322 6,259,288 84
204 204 3,291,795 100
156 60 2,280,165 100
367 289 5,576,931 94
475 150 7,253,546 93
120 120 1,550,887 ag
160 {60 2,323,844 a5
100 100 1,289,726 98
200 &6 3,667,487 97
150 149 1,779,953 86
216 73 3,306,626 97
133 133 1,781,728 82
188 188 2,876,464 50
284 284 3,333,743 99
114 114 1,561,248 04
309 222 4,628,668 28
240 79 4,088,605 78
232 232 3,137,580 i00
168 126 2,783,167 g1

59 ? 881,243 g5
179 179 2,508.016 93
101 101 1,735,248 106
121 121 1,678,153 94
G2 92 1,478,283 . 98

183 183 3,484,524 98
148 148 2,565,779 99

6,774 5,212 $100.137,349

I Includes mortgage loan increasss financed by HDB Bonds athter than the Refunded HDB Bonds.
2. All the units in this DB Development are subject to Section 8§ subsidies.
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HDB Program Firgancial Information

The Housing Development Bond Funds recorded operating income of $3,994,147 and
$2,542,643 for the fiscal years ended June 30, 1998 and 1997, respectively.

As of June 30, 1998, the Housing Development Bond Funds contained total assets of
$143,043,523 and retained earnings of $23,432,294, For additional information, including information
about issues concerning two of the HDB Developments, see the Financial Statements {including Note D
thereto) contained in Appendix A. ‘ '

As of December 31, 1998, no HDB Mortgage Loan was delinquent in excess of 60 days.
HDB Mortgage Loans

The ability of the Mortgagors to make required payments on the HDB Mortgage Loans depends
on achieving and sustaining occupancy levels and rents necessary to generate rental income to meet the
required rental payments and to fund operating expenses. For a list of occupancy levels as of December
31, 1998 for the HDB Developments and the location of the HDB Developments see the table set forth
above. Given the age of the HDB Mortgage Loan portfolio, it is likely that 2 number of these HDB
Developments will need capital improvements during the remaining term of the HDB Mortgage Loans,
No assurance can be given that sufficient amounts will be available to fund these improvements, and the
nature of the tenancy in these HDB Developments and HUD requirements may preclude the Authority
from increasing rents in an amount sufficient to pay for such improvements.

The HDB Mortgage Loans and HDB Developments being financed by the Cutstanding Housing
Development Bonds are all subject to regulatory agreements with the Authority regulating the rents,
profits, occupancy, management and operation of the HDB Developments. Under the Act and such
reguiatory agreements, a limited-profit entity which has received a loan from the Authority may not
make distributions in any one year with respect to a HDB Development financed by the Authority in
excess of six percent of its equity in such HDB Development. The rules and regulations of the Authority
provide that it may make HDB Mortgage Loans to limited-profit Mortgagors of up to 90 percent of total
development cost, and it may make HDB Mortgage Loans to nonprofit Mortgagors of up to 100 percent
of total development cost. Effective January 1, 1992, the Act was amended to provide that upon certain
determinations made by the Authority, the six percent distribution limitation and the amount of HDB
Development equity may be increased by the Authority during the life of the HDB Mortgage Loan.
Covenants and provisions relating to the making of HDB Morigage Loans by the Authority and the
enforcement and foreclosure of mortgages securing such HDB Mortgage Loans are set forth in Appendix
D. '

Thirty-one of the HDB Mortgage Loans financed from the Outstanding Housing Development
Bonds are subject to Section 236 Contracts. None of the HDB Mortgage Loans is insured by FHA. One
HDB Mortgage Loan is subject o a housing assistance payment contract with HUD under Section 8 of
the 1937 Housing Act pursuant to the Moderate Rehabilitation Program. A description of the Section
236 Contracts and the operation of the Section 236 program as well as a brief description of the Section 8
program are set forth in Appendix F,

:
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Asset Management

The Asset Management Services Department (the “Department”) provides oversight of all facets
of a HDB Development’s operation. HDB Development site visits are made quarterly. Annual reports
are prepared following a comprehensive site visit that includes an examination of the administrative,
maintenance, physical and financial systems. Results of the annual reports are then communicated to the
Department’s management. In addition, the Department reviews and approves requests for withdrawals
from reserve accounts, reviews budgets, certified audits, contracts and commercial leases, management
agreements, monthly financial operating reports, tarketing efforts, and certain federal compliance areas

and prepares rent schedules.

With the assistance of in-house staff and outside consultants, legal, physical, architectural,
marketing and property insurance matters are reviewed by the Department. The Department also
provides orientation meetings for both property and Authority staff.

D-4




&-q

“wiesBold § uoRoIg AY1IAPUN PATPISGNS %400] %1 Juawdoprag Syl ()

"dedipuey = 4 ‘Apapi g Apwey 110q = 344 "Apapig = 3 Kuwey = 4 Wwawdoleaap oyl Budnoso spioyasnoy Jo sdk; Aewiud 31 s1eubisop o1 pasn aie sloquis Bumonog ay) (z)

UOHENKIBYSY N2ISRON = [N ‘UOEHITEYSY [RRUEISONG = WS UMIANSUC] MIN = N (UeHInISUCD 10 9d4 B aleuBisap o) pasn e sjogluks Gumono sup {1} :

SbE'LEL'Q0LS O86'LEE"LELS 2Les | 7FL:] 4
%566 626°161% BEL595 25 [LTGET T L1 ’ El us OOVIHD 1 BYLSIAMIN $90
%86 PSB'LO2S $Z5'var'cs 000'029'¥$ £al £81 3 N HYYd ALISHIANN ISNOH GOOMNEOHL 950
%86 SO¥OLLS [:2.4: 73 T Q00'0%6" L5 26 26 EIE] N WAMYLLO "SldY 1SIHIQO0OM 600
%bE 291'5218 £5L'849'1% an0's22'2s ¥4 [£{8 94 N 1H0da%y ADYTIA LHOS LS 50
%001 1za's21$ SYEeEs L oo0'obZ'eS Lok Loy 3 N NOLONIHSWAA S3HIY IHNS(IN #0
%56 34T S10'805°2S 000'84Z'CS 733 (¥4} El N QHOINB0Y MBIA ATTIVA €40
%6 ViN £HE 1053 000°SE1L°1LS ] 65 | ELL] HHvd ALISHIAIND SMYO WyYHNENG okl
%6 b50'ZOLS £9L°58L'28 000'0L9'08 azL gat i N A1vH3G i ISVTIA ALISHIAINNG 6E0
%00L 18@'sce 085 "LELEE 000'081 ¥5 f4rd 2ee 3 N VHOUNY FSNOH NOLLNLILENOD ago
%L 9EL'9L8 $09°600'¥E o0Q0'022'ss [:13 ob2 M N 371IA3 1738 JDVTIA HIVID LS 280
%6 sig'eses £49'929'v3 000'0a8'ss 22z 60E 34 N Muvd ABTINIL ATWNIL-NFIDOINENZAT 9ED
Y%eh PoFLAFINT 3 FELe5" 1S 00'040'23 #l FLL 2 N NOLSITHYHD SHHSNTOONI $E0
%EE LBO'BTZS erLLe'es 000'68Z'#3 {31 ¥oZ | N WY3HLS TONYD Muv'd ANOTIOD ££0
%06 QL0°LLTS vaF'ale'2s 000'0£9'¢$ et [8L E N T AQAYS 11399 1A QN3 1ENIM 0£0
%2R 00E'EELS $2L'18L1LS 000°00¢'28 23 £EL 3 N EE RN FO¥INA LENODLSYT 820
%6 2920018 S25'908'E% 000'SZE'+S €4 -] ¥4 E N ANLLY Y JOCAMINTYE Frdi]
%98 Lze'vels £E6'60L°18 0000628 6¥1 18 3 N Nj9N3 YIMOL JNIMLSIM SZ0
%LB 061 La3 L2¥' {9908 0£6'E95'YS 99 00 4 ‘N NOSIQQY SHL NYION] ¥Z20
%86 196°96¢ gzL'éez'Ls 000'0LL" 1S aol QoL d N ROV NMY u3A Z20
%56 96SELLS Pra'e2e'zs 000'0L0'CS 081 09l ELE] M QIAONIHS LINIQd ¥vg39 120
%66 Or0'LLLS 288'055°1L$ 000°590°28 0zl 621 4 N HNLw)3a 1 ISNOH OVIHYYD 020
%E S¥E'08LS PB'LCZ LS 000'¢12'68 051 siv 4 N MOCHFONINOR HONYASNNI 61O
%b6 LBSEZHE L£6°945°58 000°008" 28 [3:}4 9t El N QHNENNYHIS I d NOLONISNIN LT
%001 BELDES 59108228 000'286'2% 7] 051 El N Yinvlvg SMQOUOYIW NA3NO 510
%001 Y LLZE G647 LBZ'ES CO0'0H0'5S ¥02 POz El M STTHYHD "L8 NIFHD ANYINIEWND £10
o%5bg Li2'990¢ 262'652'9% c00°080'es 443 Zet d N COVDIHD JOVHNIL Xuva NOSHIVT 600
%6 6846'2ZLE £T9'RO0'2S 000'0LE'ES 961 a6l 4 N THWHON SIHDEAH YILSVIN 200
%98 $46'951% YBL'099'ZS 000°622'¥3 154 e El N 81vH3Q 1 ADVMA ALISHIAIND 200
%001 Zh2'e0Ls LI6°669'C8 000'5e2'9% g0l ¥Z¢ El N 123450ud 1w AWYNOS NOLONILNAK 00
%Le 0iv'2EL8 28E'viE'28 800°002'eS o2 bz 4 N FTNANVG "S1d¥ NITUYD NOITIWEIA £00
%E6 2e0'911$ LEE'SC8'LS 000°050'cS o9l 0§t Fl N AQAYS L ADYTIA Q11N Z00
%56 ZIB'SLCS 964'251°0LS 000'b86'51LS $9E 11 ER N QOVIIMD 'd000 IYYNOS YAdhvH (L]
[FTE3AN Aasans TAIONTHd WAIINIEd EEAREF IR ZONVNIL NOTLONEISNGD L) ARYN INIWIG 19ATG OH
40 8y {sezdanH QN QADNYNILS 2! ] NOLLYZON NYO1
RELER] TNNNY SINNCAWY NVOT IDVOLYIOW SLINM ONITIAMO {(shadAaL IO HOW
ADNVANDDO
: {8661 1€ YABWIDIA 40 Sv)

SONOE 80H ONIONY.LSLNO A
QIONYNIS SLNIWAOI3AIA 904 ANY SNYOT 9aH 30 NCLLJIH3830




THIS PAGE INTENTIONALLY

LEFT BLANK




APPENDIX E

THE HDB BONDS AND
SECURITY AND SOURCES OF PAYMENT
FOR THE HDB BONDS

The following is a summary of the Acquired HDB Bonds, the security and sources of pavment
for the Acquired HDB Bonds and certain provisions of the HDB Resolution. This summary does not
purport to be comprehensive or definitive and is subject to all of the terms and provisions of the HDB
Resolution, to which reference is hereby made and copies of which are available from the Trustee or the
Authority. Other than the terms “Acquired HDB Bonds,” “HDRB Reselution,” “HDB Mortgage Loans,”
“HDB Program,” and “HDB Developments,” which are defined in the forepart to this Official Statement,

ali initially capitalized terms used and not otherwise defined in this Appendix have the meanings set
forth below.

Acquired HDB Bonds

The Acquired HDB Bonds will be issued under the HDB Indenture in the aggregate principal
amount of $26,335,000. The HDB will be designated as “Housing Develfopment Bonds, 1999 Series A.”
Proceeds of the Acquired HDB Bonds, together with other available moneys, will be used to redeem the
Refunded HDB Bonds. The Authority will fund the Debt Service Reserve Fund Requirement atiributable
to the Acquired HDB Bonds and pay the costs of issuing the Acquired HDB Bonds and a porticn of the

costs of issuing the Acquired HDB Bonds from amounts available to it from Funds established by the
HDB Resolution.

Subject to the limitations contained in this HDB Resolution, the Acquired HDB Bonds shali be
issued and delivered to the Trustee for the Offered Bonds, upon the issuance and delivery of the Offered
Bonds, and the payment to the Trustee for the Acquired HDB Bonds of an amount equal to their

principal amount. The Acquired HDB Bonds shall be registered in the name of the Trustee of the
Offered Bonds.

The Acquired HDB Bonds shall be initially dated the date of issuance of the Offered Bonds. The
Acquired HDB Bonds authenticated and delivered on or after that initial date, shall be dated the later of
the January 1 or July I onor preceding the date of authentication and delivery to which interest has been
paid, or if no interest has been paid, that initial date. The Acquired HDB Bonds shall be issued only in
fully registered form without coupons in denominations of $5,000 or any integral muitiple of $5,000.
The Acquired HDB Bonds will bear interest from their date payable semiannually on each January | and
July 1, with the first interest payment date being July I, 1999. Interest shail be calculated on the basis of
2 360 day year of twelve 30-day months.




The Acquired HDB Bonds will bear interest at the rates per annum, and will mature on the dates
and in the amounts, set forth below.

1999 Series A

Interest
Maturity Amount Rate
July 1,2000 $ 1.345,000 3.380%
July 1, 2001 1,360,000 3.760
July 1,2602 ' 1,445,000 3.935
July 1,2003 1,505,060 4,060
July 1, 2004 1,565,000 4185
July I, 2005 1,625,000 4316
July 1, 2006 1,705,000 4410
July 1, 2007 1,775,000 4.460
July 1, 2008 1,855,000 4,560
July 1, 2009 1,940,000 4.610
July 1, 2010 2,030,000 4710
July 1,2001 . 2,130,000 4.810

$6.025,000 — 5.185% Term Bonds due July 1, 2015 Price - 100%
{Accrued Interest to be added)

The Acquired HDB Bonds shall be general obligations of the Authority, subject to the provisions
of resolutions pledging particular moneys, assets or revenues to the payment of notes, bonds or other
obligations other than the Acguired HDB Bonds, is pledged for payment of the principal and redemption
price, if any, of and interest and sinking fund requirements on the Acquired HDB Bonds. The State shall
not be liable on the Acquired HDB Bonds, and the Acquired HDB Bonds shall not be a debt of the State.

Section 26.1 of the Act shall not apply to the Acquired HDB Bonds.

The Principal and Redemption Price of and interest on Acquired HDB Bonds shali be payable at
the principal corporate trust office of The First National Bank of Chicago, Chicago, tiinois, as Master
Paying Agent. [nferest on Acquired HDB Bonds shall be payable by check or draft mailed to the
registered owners, as shown on the registry books of the Authority on the fifteenth day of the month next
preceding the applicable interest payment date, at their addresses appearing on the registry books of the
Authority or by other method of payment acceptable to the Authority. The Acquired HDB Bonds shall
be transferable at the principal corporate trust offices of the Master Paying Agent in the manner provided

in the HDB Resolution.

The Authority covenants and agrees 1o take all steps within its power with respect to the
Acquired HDB Bonds that are required to maintain the status of interest on the Offered Bonds as
excludable from gross income of their owners under existing federal law; provided, however, that this
covenant and agreement shall not require the Authority to prevent interest on the Offered Bonds from
becoming subject to an alternative minimum tax or similar tax. :




Redemption

The Acquired HDB Bonds are subject to redemption at the option of the Authority, on any date
on or after March 1, 2009, in whole or in part, in any order of maturity as determined by the Authority,
and by lot within a maturity, from any money available for that purpose, at the applicable redemption
prices (expressed as percentages of the principal amount so to be redeemed) set forth in the table below,
plus accrued interest, if any, to the date fixed for redemption:

Redemption Period ~ Redemption
(both dates inclusive) Price
March 1, 2009 through February 28, 2010 ...ooooovvvvoevoeoooo 101.00%
March 1, 2010 through February 28, 2011 .oovvveceveroeooooo 100.50
March 1, 2011 and thereafter...........o..covevveocommorooooooeo 100.00

The Acquired HDB Bonds maturing on July 1, 2015, are subject to mandatory redemption in part
by lot, pursuant to Sinking Fund Installments, on the dates and in the amounts shown below, at a
Redemption Price equal to their principal amount plus accrued interest to date of redemption:

Sinking Fund Sinking Fund
Redemption Date Installment Redemption Date Instaliment
January 1, 2012 $1,100,000 January i, 2014 $ 430,000
July 1, 2012 1,135,000 July 1, 2014 520,000
January 1, 2013 1,050,000 January |, 2015 250,000
July i, 2013 {,185,000 July 1,2015% 335,000

+ Final maturity

- The Sinking Fund Installments of Acquired HDB Bonds maturing on any date shall be reduced
by the amount of these Bonds of that maturity wiich have been redeemed, other than by Sinking Fund
Instaliments (or purchased from money otherwise to be used for such a redemption not pursuant to
Sinking Fund Instaliments), as specified by the Authority. The Authority, at the time of giving notice to
the Trustee of an election or direction to redeem Acquired HDB Bonds of a maturity other than from
Sinking Fund Instaliments, shall so specify the dates and amounts of Sinking Fund Installments of
Acquired HDB Bonds of a maturity to be reduced, so that the total reduction shall equal the principai of
Acquired HDB Bonds of that maturity to be redeemed, The notice of redemption shall reflect that
information. The Authority shall determine the amounts and dates of Sinking Fund Installments so to be
reduced in a manner so that there shall be no material adverse effect on the ability of the Authority to

continue to pay the principal of and Sinking Fund Instaliments and interest on the remaining Acquired
HDB Bonds. '

The Acquired HDB Bonds are alse subject to redemption at the option of the Authority, in any
order of maturity as determined by the Authority, and within a maturity by lot, at any time, in whole or in

part, at their principal amount pius accrued interest, if any, to the Redemption Date, from the following
sources:

(1) Prepayments and Recovery Payments (both as defined herein) with respect 1o HDB
Mortgage Loans to the extent those HDRB Mortgage Loans are financed by Acquired
HDB Bonds, together with any payments which may be made by the Autherity to the




extent a Prepayment or Recovery Payment with respect to a HDB Mortgage Loan,
together with amounts described in the following subparagraph (ii) shall be less than the
redemption price of the Acquired HDB Bonds which financed the HDB Mortgage Loan
or portions of a HDB Mortgage Loan so prepaid or with respect 10 which a Recovery

Payment was received;

(i} money available from a reduction in the Capital Reserve Account Requirement as 2
result of payment or redemption of any Acquired HDB Bonds; and

(iii)  any money provided by the Authority, if, while all the Acquired HDB Bonds are
registered in the name of the Trustee for the Offered Bonds, in the opinion of nationally
recognized bond counsel selected by the Authority, the redemption of the Cffered Bonds
is required to prevent interest on them from being included in gross income of their
owners for federal income tax purposes ot if there occurs a final decree or judgment of 2
federal court, a determination of the Internal Revenue Service or an opinion of such bond
counsel, that interest on the Offered Bonds is or was included in gross income of their
owners within the meaning of the Code {except for such bonds held by a “substantial
user” or “refated person” within the meaning of the Code}.

As used in this Appendix:

“Prepayment” means any money (other than money constituting a Recovery Payment) received
from any voluntary payment of principal or interest, including any prepayment penalties or other
charges, on any HDB Mortgage Loan more than 60 days prior to the scheduled payments of principal and
interest, which may include voluntary prepayments financed by proceeds of new loans from the
Autharity, including as may be financed by Bonds or other obligations of the Authority, or received from
the sale of a HDB Mortgage Loan pursuant to the 1IDB Resolution which may include a voluntary sale
by the Authority of a HDB Mortgage Loan not in default including to secure obligations of the Authority

(other than, directly orindirectly, the Offered Bonds).

*Recovery Payment” means any money received or recovered by the Authority, in excess of the
expenses necessarily incurred by the Authority in its collection, from (i) the sale or other disposition of
an Acquired Development; (ii) condemnation in whole or in part of a Development; (iii) other
proceedings taken in the event of default by the Mortgagor {including without limitation proceeds
received through a refunding of the Acquired HDB Bonds occasioned by proceedings arising from an
event of default under a HDB Mortgage Loan); or (iv) morigage insurance or guaranty of hazard

insurance.

Notice of redemption of any Acquired HDB Bonds shall be given as provided in the HDB
Resolution, except that notice need be given only by mail and need not be given by publication. The
mailing of such notice shail be a condition precedent to redemption, provided that any notice which is
mailed in accordance with the HDB Resolution shall be conclusively presumed to have been duly given
whether or not the Holders received such notice, and failure to give notice by mail, or any detect in such
notice, to the Holder of any Acquired HDB Bond designated for redemption in whole or in part shall not
affect the validity of the redemption of any Acquired HDB Bond.

Use of Proceeds. "The proceeds received by the Authority from the sale of the Acquired HDB
Bonds to the Indenture, together with other available moneys, will be used to (i) redeem {or pay at
maturity} on or before July 1, 1999, the entire outstanding amount of the Authority’s Housing
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Development Bonds, Series 1972A (the “Refunded HDB Bonds™), and (ii) pay other costs of the
redemption of the Refunded HDB Bonds, including any redemption premium on the Refunded HDB
Bonds and accrued interest on the Refunded HDB Bonds to the redemption date from the date of defivery
of the Acquired HDB Bonds.

All amounts received upon the sale of the Acquired HDB Bonds and to be used to redeem the
refunded Bonds, together with the other available funds, shall be paid to the trustee under the HDB
Resolution, to be held in trust by such trustee for the payment of the redemption price of the Refunded
HDB Bonds and the interest on them to.the redemption date, anticipated to be on or about June 1, 1999,
Amounts in the Interest Account of the Debt Service Fund under the HDB Resolution equal to the
accrued interest on the Refunded HDB Bonds to the date of delivery of the Acquired HDB Bonds shall
also be held in trust for and be used to pay the interest on the Refunded HDB Bonds on their redemption
date. Amounts so held in trust may be invested by the trustee under the HDB Reselution, upon the
direction of the Authority in Permitted Obligations within the meaning of the HDB Resolution, payable

in full not later than May 31, 1999. Interest and other investment earnings on those amounts so held in
trust, if not required for paying the redemption price, and acerued interest to the redemption date, on the
Refunded HDB Bonds shall be paid to the Debt Service Fund under the HDB Resolution and applied to
the first interest payment on the Acquired HDB Bonds.

Authorization of HDB Bonds

The HDB Resolution creates an issue of bonds of the Authority to be designated as “Housing
Development Bonds” (the “HDB Bonds™), and creates a continuing pledge and lien to secure the full and
final payment of the principal and Redemption Price of and interest and Sinking Fund Installments on all
the HDB Bonds. The HDB Bonds shali be direct and general obligations of the Authority and the fuli
faith and credit of the Authority, subject to the provisions or resolutions or indentures pledging moneys,
assets or revenues fo the payment of obligations other than the HDB Bonds, are pledged for the payment
of the principal and Redemption Price of and interest and Sinking Fund Installments on the HDB Bonds;
provided, however, that for Series of HDB Bonds authorized by Series Resolutions adopted after
December 1, 1998, the HDB Bonds of those Series shall not be general obligations of the Authority and
the full faith and credit of the Authority shall not be pledged for the payment of the principal of and
redemption price of and interest and Sinking Fund Installments on those Series of HDB Bonds, if the
related Series Resolution so provides. HDB Bonds, to the extent they are not general obli gations of the
Authority, shall be special and limited obligations of the Authority, with a claim for payment solely from
Revenues and moneys and securities held in the Funds and Accounts established by the HDB
Resolution.. The aggregate principal amount of the HDB Bonds which may be executed and delivered
under the HDB Resolution is not limited except as is or may hereafter be provided in the HDB
Resolution or as may be limited by law.

Certain Definitions

“decreted Value” shall mean, with respect to any Discount HDB Bond, the initial principal
amount at which such Discount HDB Bond is sold to the initial purchaser thereof at the time of sale
thereof by the Authority, without reduction to reflect underwriter’s discount or placement agent’s fees,
compounded from the date of delivery of such Discount HDB Bond semi-annually on each interest
payment date prior to the date of calculation (and including such date of calculation if such date of
calculation shall be an interest payment date) at the original issue yield to maturity, less, with respect to
any Discount HDB Bond with interest payable on a current basis, any interest paid and payable during
such period, plus, if such date of calculation shail not be an interest payment date, a portion of the
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difference between the Accreted Value as of the immediately preceding interest payment date and the
Accreted Value as of the immediately succeeding interest payment date calculated based upon an
assumption that Accreted Value accrues during any semi-annual period in equal daily amounts,
provided’ however, that the calculation of Accreted Value for purposes of actions, requests, notifications,
consents or direction of Bondhotders under the HDB Resolution shall be based upon the Accreted Value
calculated as of the interest payment date immediately preceding such date of calculation {untess such
date of calculation shail be an interest payment date, in which case calculated as of the date of

calculation).

“ Acquired Development” shall mean a Development which the Authority has acquired titie to, or
taken possession of, through protection and enforcement of its rights conferred by law or the Mortgage
upon such Development.

“Acquired Development Expense » shall mean any of the costs and expenses incurred by the
Authority in connection with the acquisition, ownership or operation of an Acquired Development for the
payment of which the Authority does not have Acquired Development Funds available from such

Acquired Development.

“Acquired Development Funds” shall mean the moneys held by the Authority in connection with
its acquisition, ownership or operation of an Acquired Development, excepting moneys in the Acquired

Development Expense Fund.

“Adcquired Development Operating Income” shall mean the net income derived by the Authority
from its acquisition, ownership or operation of an Acquired Development and remaining after payment
from the gross income derived from such Acquired Development of all Fees and Charges and Mortgage
Repayments required to be paid pursuant {0 the terms and provisions of the Mortgage foreclosed and all
costs and expenses arising from the ownership and operation of such Acquired Development.

“ddministrative Expenses” shall mean the Authority’s expenses of carrying out and
administering its powers, duties and functions in connection with the Mortgages and Developments, as
defined in the HDB Resolution, as authorized by the Act, and shall include, without limiting the
penerality of the foregoing: retirement, health and hospitalization funds, and any other expenses required
or permitted to be paid by the Authority under the provisions of the Act or the HDB Resolution or
otherwise with respect to the Mortgages and Developments. Administrative Expenses shail not include
any costs or expenses of the Authority arising from or related to the acquisition, ownership or operation

of an Acquired Development,

“Book Eniry Depository” shall mean a person designated by the Authority in a Series Resolution
to act as depository in connection with & book-entry system established for the HDB Bonds of that Series
as provided in the HDB Resolution and in that Series Resolution.

“Cost of Development” shall mean, (i) upon final determination of Cost of Development, the
tota] of all costs authorized by law incurred by a Mortgagor with respect to 2 Development and approved
by the Authority, and (ii) prior to the final determination of Cost of Development, the total of all costs fo
be incurred by the Mortgagor with respect to a Development, as estimated and approved by the Authority

and authorized by law.




“Development " shall mean a development as such term is defined in Section 302(f) of the Act,
as amended from time to time, in respect of which the Authority is authorized by law to make a
Mortgage Loan to an eligible Mortgagor. '

“Discount HDB Bonds” shall mean (i) any HDB Bond or HDB Bonds sold to the initial
purchaser thereof at the time of sale thereof by the Authority at an initial reoffering price or initial
principal amount of less than 98 percent of the principal amount due at maturity thereof, without
reduction to reflect underwriter’s discount or placement agent’s fees, and (it} any other HDB Bond or
HDB Bonds designated as Discount HDB Bonds by the Series Resolution authorizing the issuance of
such Series of HDB Bonds.

"Fees and Charges” shall mean all fees and charges authorized to be collected by the Authority
pursuant to Section 7.4 of the Act and collected by the Authority from Mortgagors pursuant to the terms
and provisions of the Mortgages. Fees and charges shall be deemed to include that portion of the
interest, paid by a Mortgagor to the Authority on a Mortgage Loan pursuant to 2 Mortgage, that is in
excess of the interest paid by the Authority to obtain the funds with which to make the Mortgage Loan to
the Mortgagor.

“Fiscal Year” shall mean any 12 consecutive calendar months commencing with the first day of
July and ending on the last day of the following June.

“Government Obligations” shall mean obligations of the United States of America {including
obligations issued or held in book-entry form on the books of the U.S. Department of the Treasury) or
obligations the principal of and interest on which are guaranteed by the United States of America.

"HDB Bonds" means any bonds issued under the HDB Resolution, including the Acquired HDB
Bonds,

“Mortgage” shall mean the documents evidencing the mortgage lien security a Mortgage Loan
made by the Authority to a Mortgagor.

“Mortgage Advance Amortization Payment” shall mean the payment made by a Mortgagor in
full satisfaction of its Mortgage Loan in advance of the due date or dates thereof in accordance with the
provisions of the applicable Mortgage and the requirements with respect thersto contained in the HDB
Resolution,

"Morigage Loan" shall mean a loan made by the Authority from the proceeds of HDB Bonds to
a Mortgagor with respect to a Development, including the amounts deposited in the Development
Capitalized Interest Account relating to such Development and the amounts necessary to make the
payments set forth in paragraph (2)(v) of Section 202 of the HDB Resolution, if any, and secured by a
mortgage lien on the real property or on the interest in the real property of which the Development may
now or hereafter consist and a [ien on alf personal property acquired or refinanced with the proceeds of
such loan and attached to or used or to be used in connection with the construction or operation of the
Development; provided, however, that the priority of the tmortgage lien and security interest of any
Mortgage Loan shall either be a first priority mortgage lien on and security interest in the related
Development or be subordinate in priority of payment only to the mortgage lien and security interest of a
prior Mortgage Loan. Mortgage Loan shall also mean any lawful participation by the Authority with
another party or parties in a loan made to 2 Mortgagor with respect to a Development and similariy
secured so long as the interest of the Authority shall have at feast equal priority as fo lien in proportion to
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the amount of the Joan secured, but need not be equal as to interest rate, time or rate of amortization or
otherwise.

“Mortgage Loan Commitment” shall mean the obligation of the Authority to make a2 Mortgage
Loan to a Mortgagor.

“Mortgage Repayment” shall mean the amounts paid or required to be paid from time to time for
principal and interest, except for that portion of the interest which represents the Fees and Charges
required to be imposed by the HDB Resolution, by 2 Mortgagor to the Authority on a Mortgage Lean

pursuant a Mortgage.

“Mortgagor” shall mean a not for profit corporation, limited profit entity or other entity, to
which the Authority is now or hereafter authorized by law, to make a Mortgage Loan and which is, or is
about to, receive a Mortgage Loan and mortgage a Development to the authority pursuant to the terms

and provisions of a Mortgage.

“Mortgagor's Capital Reserve Fund Obligations " shall mean the Morigagor’s proportionate
obligation with respect to the payment of the principal of and interest on the Capital Reserve Fund
Obligations, as certified to the Trustee by the Authority pursuant to the HDB Resolution.

“Mortgagor's Morigage Loan Obligations” shall mean the proportionate amount of HDB Bonds
issued by the Anthority for the purpose of obtaining funds to make the Mortgage Loan to such Mortgagor
and to pay the legal, printing and financing costs and all other costs and expenses incurred in connection
with the authorization, issuance, sale and delivery of such HDB Bonds to the extent not otherwise
provided for, as certified to the Trustee by the Authority pursuant to the HDB Resolution. '

“Notes " shall mean any obligations issued by the Authority other than HDB Bonds.

“Outstanding” when used with reference to HDB Bonds, shall mean, as of any date, HDB Bonds
theretofore or then being delivered under the provisions of the HDB Resolution, except: (i} any HDB
Bonds canceled by the Trustee or any Paying Agent at or prior to such date, (if) HDB Bonds for the
payment or redemption of which moneys equal to the principal amount of Redemption Price thereof, as
the case may be, with interest to the date of maturity or redemption date, shali be held by the Trustee or
the Paying agents in trust (whether at or prior 0 the maturity or redemption date), provided that if such
HDB Bonds are to be redeemed, notice of such redemption shall been given as provided in the HDB
Resolution or provision satisfactory to the Trustee shall have been made for the giving of such notice,
(iiiy HDB Bonds in lieu of or in substitution for which other HDB Bonds shall have been delivered
pursuant to the HDB Resolution, and (iv) HDB Bonds deemed to have been paid as provided in the HDB

Resolution.

“permanently Financed Development” shall mean a Development with respect to which the

- Authority shall have issued HDB Bonds for the purpose of obtaining moneys to make a Mortgage Loan

or for the purpose of funding Notes or refunding HDB Bonds issued to obtain such moneys.

« Permitted Investments " shail mean any of the following which at the time are legal investments
under the laws of the State of Iilinois for the moneys held under the HDB Resolution then proposed to be
invested therein: (i) Government Obligations or obligations of any state of the United States of America
or any political subdivision of such a state, payment of which is secured by an irrevocable pledge of such
Government Obiigations; (if) notes, bonds, debentures or other obligations issued by Federal Farm Credit
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Banks, Federal Home Loan Banks, Federal National Mortgage Association, Federali Home Loan
Mortgage Corporation, Government National Mortgage Association, Tennessee Valley Authority or
Student Loan Marketing Association {or other similar agency if such investment does not sach adversely
affect the then current credit rating assigned to the HDB Bonds by each nationally recognized credit
standards rating agency or service that has an outstanding rating on the HDB Bonds) or the Inter-
American Development Bank or the International Bank for Reconstruction and Development; provided
that such definition shall exclude (a) stripped mortgage securities issued by the Federal National
Mortgage Association that are valued at greater than par based on the unpaid portion of the principal
amount thereof; and (b) mortgage backed securities of the Federal Home Loan Mortgage Corporation
that are not guaranteed as to timely payment of principal and interest by the Federal! Home Loan
Mortgage Corporation; {iit) any other obligations of an agency controlied or supervised by and acting as
an instrumentality of the United States Government pursuant to authority granted by the Congress of the
United States which are guaranteed, as to principal and interest, by the fuil faith and credit of the United
States; (iv) time deposits, certificates of deposit or any other deposit with a bank, trust company, national
banking association, savings bank, federal mutual savings bank, savings and loan association, or federal
savings and loan association (as used herein, “deposits” shall mean obligations evidencing deposit
liability which rank at least on a parity with the claims of generai creditors in tiquidation}, which are (&)
fully secured by any of the obligations described in (i), (ii} or (iii) above or (viii) below having a market
value (exclusive of accrued interest) not less than the amount of such deposit so as not to adversely affect
the credit rating assigned to the HDB Bonds by each nationally recognized credit standards rating agency
ar service that has an outstanding rating on the HDB Bonds, or (b) secured to the extent, if any. and in a
manner required by the Authority so as not to adversely affect the credit rating then currently assigned to
the HDB Bonds by each nationally recognized credit standards rating agency or service that has an
outstanding rating on the HDB Bonds and made with an Institution the long-term secured debt securities
of which are rated no lower than the rating then currently assigned to the HDB Bonds by each nationally
recognized credit standards rating agency or service that has an outstanding rating on the HDB Bonds or,
if the deposit is for a period not exceeding one year, with an Institution whose short-term unsecured debt
obligations are rated P-1 by Moody’s and A-1 by S&P; {v) repurchase agreements, the obligations under
which are secured by obligations described in (i), (i) or (iii) above, (a) with any Institution (I} the long-
term unsecured debt securities of which, or of a guarantor guaranteeing such Institution’s obligations to
the Authority, are rated no lower than the rating then currently assigned to the HDB Bonds by each
nationally recognized credit standards rating agency or service that has an outstanding rating on the HDB
Bonds or, if the investment is for a peried not exceeding one year, whose short-termm unsecured debt
obligations are rated P-1 by Moody’s and A-1 by S&P or {I1} which is 2 member of the Association of
Primary Dealers in United States Government Securities, and, in either case, (b} structured and secured
in a manner so as not to adversely affect the rating then currently assigned to the HDB Bonds by each
nationally recognized credit standards rating agency or service that has an outstanding rating on the HDB
Bonds; {vi} investment agreements, secured or unsecured as required by the Authority, {a) with any
Institution (1) the long-term unsecured debt securities of which are rated no lower than the rating then
currently assigned to the HDB Bonds by each nationally recognized credit standards rating agency or
service that has an outstanding rating on the HDB Bonds, or, if the investment agreement is for a period
not exceeding one year, with an Institution, the short-term unsecured debt obligations of which are rated
P-1 by Moody’s and A-1 by S&P or (II) which is a member of the Asscciation of Primary Dealers in
United-States Government Securities, and, in either case, (b) structured and, if secured, secured in such a
manner so as not to adversely affect the rating then currently assigned to the HDB Bonds by each
nationally recognized credit standards rating agency or service that has an outstanding rating on the HDB
Bonds; {vii} short-term unsecured debt obligations of corporations organized in the United States with
assets exceeding $500,000,000 if (a) such obligations are rated at the time of purchase P-1 by Moody’s
and A-1 by S&P, (b) such obligations mature not later than 180 days from the date of purchase, and {c)
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purchases by the Authority do not exceed 10 percent of the corporation’s outstanding obligations; or
(viii} obligations of states and municipalities {whether or not interest therefrom is exempt from Federal
income tax) if at the time of their purchase (a) the obligations are rated no lower than the rating then
currently assigned to the HDB Bonds by each nationally recognized credit standards rating agency or
service that has an outstanding rating on the HDB Bonds, and (b} their purchase will not adversely affect
the rating then currently assigned to the HDB Bonds by any nationally recognized credit standards rating
agency or service that has an outstanding rating on the HDB Bonds. For purposes of this definition, (i)
“Institution” means an individual, partnership, corporation, trust or unincorporated organization, or a
government or agency, instrumentality, program, account, fund, political subdivision or corporation
thereof and (ii) references to credit standards rating: agencies or services that have an outstanding rating
on the HDB Bonds shall refer only to such agencies or services as have rated the HDB Bonds at the
request or with the express prior consent of the Authority.

“Principal” as applied to HDB Bonds shall mean (i) as such term references the principal
amount of a Discount HDB Bond, the Accreted Value thereof and (ii) as such term references the
principal amount of any other HDB Bond, the principal amount at maturity of such HDB Bond.

“Revenues” shall mean all income to the Authority derived from Permanently Financed
Developments including but not limited to Acquired Development Operating Income, Fees and Charges,
Mortgage Repayments, the proceeds of mortgage insurance contracts, and payments received from the
United States Department of Housing and Urban Development {whether pursuant to the National
Housing Act or the United States Housing Act of 1937), but excluding Mortgage Advance Amortization

Payments.

General

The HDB Bonds are direct and general obligations of the Authority (unless otherwise provided
in a Series Resolution relating to HDB Bonds issued after December I, 1998), secured by a pledge of (i)
the Mortgages securing the Mortgage Loans made from the proceeds of HDB Bonds and the Mortgage
Repayments received by the Authority with respect to such Mortgage Loans, (ii) the Fees and Charges
imposed by the Authority upon Mortgagors pursuant to the Mortgages and the Act, (iii) all moneys and
investments in the Funds and Accounts established by the HDB Resolution, including the Capital
Reserve Fund established and maintained for the benefit of the holders of the HDB Bonds and the
Authority Reserve Fund, and (iv) all Section 236 Payments received by the Authority on the
Developments. The Act provides that any pledge, assighment, lien or security interest made pursuant 10
the Act is valid and binding and immediately effective upen its being made or granted, without any
physical delivery, filing, recording or further act, and is valid and binding as against, and superior {o any
claims of, all others having claims of any kind against the Authority or any other person, irrespective of
whether such other parties have notice of the pledge, assignment, lien or security interest. For a
description of the HDB Mortgage Loans, see Appendix D. Thirty-one of the 32 Mortgage Leans
financed from proceeds of Outstanding HDB Bonds are the subject of interest reduction payment
agreements (“Section 236 Contracts”) among the Autherity, HUD and the respective mortgagor. Each
Section 236 Contract provides that HUD, pursuant to Section 236 of the National Housing Act, will
make monthly interest reduction subsidy payments to the Authority with respect to the related Mortgage
Loan in an amount based upon the amount of the Mortgage Loan atiributable to dwelling units that are
designated subsidized dwelling units. With respect to certain of the Developments only a portion of the
dwelling units are subsidized. See Appendix D. The amount of interest reduction subsidy payments
made by HUD with respect to each such Mortgage Loan is equal to the difference between that portion of
the monthly scheduled payments for such Mortgage Loan {including principal amortization) attributable
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to subsidized dwelling units which would be due if such Mortgage Loan were amortized over a 40-year
period and the monthly payment for principal and iuterest for such Mortgage Loan assuming the
Mortgage were to bear interest at the rate of one percent per annum. One of the 32 Mortgage Loans
financed from proceeds of the Outstanding HDB Bonds is 100 percent assisted under the moderate
rehabilitation program of Section 8 of the 1937 Housing Act and is not eligible for receipt of Section 236
Payments. For a description of the Federal Section 236 Interest Reduction Program (including a
description of how rents are determined) and the Section 8 Program see Appendix F.

The full faith and credit of the Authority, subject to the provisions of resolutions pledging
particular moneys, assets or revenues to the payment of notes or bonds other than the HDB Bonds, is
pledged for payment of the principal and interest on the HDB Bonds; provided, however, that for Series
of HDB Bonds authorized by Series Resolutions adopted after December I, 1598, the HDB Bonds of
those Series shall not be general obligations of the Authority and the full faith and credit of the Authority
shall not be pledged for the payment of the principal of and redemption price of and interest and Smking
Fund Installments on those Series of HDB Bonds, if the related Series Resolution so provides. HDB
Bonds, to the extent they are not general obligations of the Authority, shall be special and limited
obligations of the Authority, with a claim for payment solely from Revenues and moneys and securities
held in the Funds and Accounts established by the HDB Resolution. Resolutions of the Authority which
authorize the issuance of the Authority’s outstanding bonds and notes {other than the HDB Bonds)
pledge the revenues, assets and moneys of the Authority with respect to the housing facilities and loans
financed by those obligations to the payment of those obligations, and such revenues, assets and moneys
are not available for the payment of the HDB Bonds. The Authority may use amounts in the Authority
Administrative Funds for any iawful purpose and may pledge all or any portion of those funds with
priority over the HDB Bonds.

The Authority has no taxing power. The State is not liable on the HDB Bonds and the HDB
Bonds are not a debt of the State. '

State Certification

THE AUTHORITY HAS DETERMINED BY RESOLUTION THAT SECTION 26.1 OF
THE ACT, WHICH REQUIRES THE GOVERNOR TO SUBMIT TO THE GENERAL
ASSEMBLY THE AMOUNT CERTIFIED BY THE AUTHORITY AS BEING REQUIRED TO
PAY DEBT SERVICE ON ITS BONDS BECAUSE OF INSUFFICIENT MONEYS AVAILABLE
FOR SUCH PAYMENT, SHALL NOT APPLY TO THE HDB BONDS.

However, Section 26.1 of the Act does apply to all other series of Outstanding HDB Bonds.
Mortgageé and Mortgage Repayments

The Mortgage Loans secured by Mortgages are required to comply with the requivements of the
.Act and the HDB Resolution. The Act authorizes the Authority to set the interest rates at which it shall
make loans. Under the HDB Resolution the Authority is required to make Mortgage Loans in an amount
not to exceed its commitment to the Mortgagor and must fix the rate or rates of interest to be paid by a
Mortgagor at not less than the rate or rates of interest payable by the Authority on HDB Bonds issued to
finance such Mortgage Loan. Mortgage Repayments are scheduled by the Authority with respect te each
Mortgage Loan so that, if paid at the times and in the amounts so scheduled, they will provide funds
sufficient to pay, when due, the principal of and interest and Sinking Fund Instaliments on that portion of




e HDB Bonds issued to finance that Mortgage Loan. See Appendix D and “Covenants Relating 1o
Mortgages™ in this Appendix.

Fees and Charges

The Authority is authorized by the Act to fix and collect such fees and charges (“Fees and
Charges”) in connection with the making of Mortgage Loans as it shall determine necessary. The
Authority has covenanted in the HDB Resolution to establish, make, maintain and collect Fees and
Charges from each Mortgagor and to revise such Fees and Charges whenever necessary so that such Fees
and Charges will at all times be at least sufficient to {a) provide the amounts required to pay the principal
of and interest and Sinking Fund Instaliments on HDB Bonds issued to fund the Mortgagor’s allocable

proportion of the Capital Reserve Fund and to pay all costs and expenses incurred in connection with the

authorization, issuance, sale and delivery of HDB Bonds; (b) to pay principal, Sinking Fund Instaliments
and interest on HDB Bonds of the Authority issued to provide for the payment of legal, printing and
financing costs and other costs and expenses incurred in connection with the issuance and sale of a Series
of HDB Bonds as provided in Section 202(2)(v) of the HDB Resolution; (c) pay the Mortgagor’s
aliocable proportion of the Administrative Expenses of the Authority relating to the Developments
financed by the HDB Bonds; {3} pay the costs and expenses of the Authority incurred in connection with
the authorization, issuance, sale and delivery of its HDB Bonds and Notes issued with respect 10 the
Development of the Mortgagor and not otherwise provided for by the Authority; and (e) pay the
Mortgagor’s allocable proportion of the fees and expenses of the Trustee, Depositories and Paying

Agents for the HDB Bonds.

Payments of Fees and Charges are included in Revenues under the HDB Resolution and
deposited in the General Fund held by the Trustee.

Capital Reserve Fund

In accordance with the Act and as security for the HDB Bonds, the HDB Resolution establishes
the Capital Reserve Fund and requires such Fund to be maintained in an amount at least equal to the
Capital Reserve Fund Requirement. The HDB Resolution establishes the Capital Reserve Fund
Requirement for the HDB Bonds in an amount equal to, as of any date of calculation, the maximum
amount of principal, Sinking Fund Instaliments and interest maturing and becoming due in any
succeeding calendar year on all HDB Bonds then Outstanding. Moneys deposited in the Capital Reserve
Fund can be used only for transfer to the Debt Service Fund in order to make payments of principal of,
Sinking Fund Instaiiments or interest on the HDB Bonds or for transfer to the Redemption Accounts for
the retirement of HDB Bonds. Investment income on the Capital Reserve Fund can be transferred to the

General Fund only to the extent not needed to meet the Capital Reserve Fund Requirement.

There is presently on deposit, and upon issuance of the Acquired HDB Bonds there will be on
deposit in the Capital Reserve Fund an amount at least equal to the then current Capita! Reserve Fund

Requirement for the Outstanding HDB Bonds.

Resolution to Constitute Contract

In consideration of the purchase and acceptance of any and alt of the HDB Bonds issued under
the HDB Resolution by those who shall hold the same from time to time, the HDB Resolution shall be
deemed to be and shall constitute a contract between the Authority and the Holders of the HDB Bonds
and coupons, and the pledges made in the HDB Resolution and the covenants and agrecments therein set
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forth to be performed by the Authority shall be for the equal benefit, protection and security of the
Holders of any and all of the HDB Bonds and coupons, all of which, without regard to the time or times
of their issue or maturity, shall be of equal rank without preference, priority or distinction of any of the
HDB Bonds or coupons over any other thereof, except as expressly provided in or permitted by the HDB
Resolution.

Pledge of the HDB Resclution

The Revenues, and all Funds and Accounts established by the HDB Resolution, including the
investments thereof and the proceeds of such investments, if any, are pledged for the payment of the
principal and Redemption price of and. interest and Sinking Fund Installments on the HDB Bonds in
accordance with the terms and provisions of the HDB Resolution, subject only to the provisions of the
HDB Resolution permitting the application thereof for the purposes and on the terms and conditions set
forth in the HDB Resolution, including the withdrawal of moneys from the Authority Reserve Fund.
This pledge shall be valid and binding from and after the date of adoption of the HDB Resolution, and
the Revenues as received by the Authority and all other moneys and securities in the Funds and Accounts
established by the HDB Resolution so pledged shall immediately be subject to the lien of such pledge
without ary physical delivery thereof or further act, and the lien of such pledge shall be valid and
binding as against all parties having claims of any kind in tort, contract or otherwise against the
Authority, irrespective of whether such parties have notice thereof,

Custody and Application of HDB Bond Proceeds

Each Series Resotution authorizing the issuance of a Series of HDB Bonds is required to specify
the purposes for which such Series of HDB Bonds are being issued and to provide for the disposition of
the proceeds thereof. Purposes for which HDB Bonds may be issued are (i) the establishment or
crediting of Development Mortgage Loan Accounts, {ii) the establishment of Development Capitalized
Interest Accounts, (iii) payments into the Capital Reserve Fund, (iv) the funding of Notes theretofore
issued by the Authority to provide funds to make Mortgage Loans on Developments, (v) the refunding or
redemption of HDB Bonds, and (vi) the payment of legal, printing and financing costs incurred in
connection with the sale of HDB Bonds.

Mortgage Loan Accounts are established with and held by the Depositories. Upon the issuance
of each Series of HDB Bonds, the Authority is required to pay into each Development Mortgage Loan
Account the amount of the proceeds of such HDB Bonds as shall be allocated for the purpose of making
Mortgage Loans for the Development for which such Account relates. Moneys deposited in such
Account may be used by the Authority solely for the purpose of making such Mortgage Loans.
Payments from Mortgage Loan Accounts to Mortgagors are made by the Depositories upon requisition
of the Authority. Subject to the lien of a Depository for payment of its reasonable compensation and
expenses, moneys deposited to the credit of each Development Mortgage Loan Account, including all
obligations held as investments thereof and the proceeds of such investments, are assigned and pledged
to such Depository, pending application by the Authority to make Mortgage Loans, for the benefit of the
Holders of the HDB Bonds of the Series from which such moneys were derived and for the security of
the payment of the principal of and interest and Sinking Fund Installments, if any, on such HDB Bonds.
Surplus moneys, if any, remaining in a Development Mortgage Loan Account after fulfillment of the
Mortgage Loan Commitment with respect to the Development for which such Account was established
are required to be transferred by the Depository to the Trustee for deposit in the Redemption Account
and applied in accordance with the HDB Resolution.
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Development Capitalized Interest Accounts are established with and held by the Trustee. Upon
the issuance of each Series of HDB Bonds except a Refunding Issue, the Authority is required to deposit
in each Development Capitalized Interest Account the amount of the proceeds derived from the sale of
such Series of HDB Ronds as shall be aliocated in the Series Resolution to such Development
Capitalized Interest Account. Moneys deposited in a Development capitalized Interest Account may be
used to the extent available for the purpose of paying interest on the Series of HDB Bonds in respect to
which such moneys have been set aside in such Account. Although created under the HDB Resolution,
no moneys from the proceeds of the Acquired HDB Bonds shall be deposited in 2 Development

Capitalized Interest Account.

The Capital Reserve Fund is established by the HDB Resolution and held by the Trustee. Upon
the issuance of each Series of HDB Bonds, the Authority is required to deposit in the Capital Reserve
Fund from the proceeds derived from the sale of such HDB Bonds an amount sufficient, together with
the moneys then on deposit therein, to establish such fund in an amount equal to the Capital Reserve
Fund Requirement calculated immediately after such issuance. Moneys deposited in the Capital Reserve
Fund are required to be used and applied in the manner hereinafter described.

The portion of the proceeds of sale of 2 Series of HDB Bonds allocated in the Series Resolution
to the funding of Notes may be applied by the Authority directly to such purpose,

Funds and Accounts

In addition to the Mortgage Loan Accounts and Development Capitalized Interest Accounts,
hereinbefore described, the HDB Resolution establishes, or provides for the establishment of, the
following special Funds and Accounts:

(1) General Fund - held by the Trustee
{2) Debt Service Fund - held by the Trustee and comprised of:
{a) Interest Account
(b} Principal Account
{c) Sinking Fund Account
{d) Redemption Account
(3) Operating Fund - held by the Authority or as otherwise required or permitted by law

4 Acquired Development Expense Fund - heid by the Authority or as otherwise required or
permitted by law

(5} Capital Reserve Fund - held by the Trustee

(8) Authority Reserve Fund - held by the Authority
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General Fund

All Revenues, other than moneys appropriated by the State pursuant to Section 26.1 of the Act,
shall be deposited upon receipt in the General Fund. There shall also be transferred to and deposited in
the General Fund any surplus moneys available in the Redemption Account after the retirement of HDB
Bonds, certain excess funds available in the Capital Reserve Fund in excess of the Capital Reserve Fund
Requirement and surplus moneys transferred from the Development Capitalized Inferest Accounts and
Mortgage Loan Accounts. Moneys and the proceeds of sale of securities from time to time in the
General Fund shall be paid out and applied for the uses and purposes for which the same are pledged by
the provisions of the HDB Resolution in the following manner:

5 Debt Service Fund. As of the first day of each calendar month, and not later than the
tenth day of each calendar month, the Trustee shall withdraw from the General Fund and deposit 10 the
credit of the following Accounts in the Debt Service Fund the following amounts in the following order:

{a) First, to the Interest Account an amount such that, if the same amounts are so paid and
credited to the Interest Account from the same source on the same day of each succeeding calendar
month thereafter prior to the next date upon which an installment of interest falls due for each Series of
HDB Bonds, the aggregate of the amounts so paid and credited to the Interest Account for such Series of
HDB Bonds, when added to the amount then on deposit in the Interest Account for such Series of HDR
Bonds, would on such interest payment date be equal to the installment of the interest on such Sertes of
HDB Bonds then falling due; provided however, that moneys contained in the Interest Account which
were received from the State pursuant to Section 26.1 of the Act shall not be used to pay interest coming
due on any Series of HDB Bonds issued pursuant to a Series Resolution adopted after December 1, 1998,
which provides that Section 26.1 of the Act does not apply to that Series of HDB Bonds,

(b) Second, to the Principal Account an amount such that, if the same amounts are so paid
and credited to the Principal Account from the same source on the same day of each succeeding calendar
month thereafter prior to the next date upon which an installment of principal falls due for each Series of
HDB Bonds, the aggregate of the amounts so paid and credited to the Principal Account for such Series
of HDB Bonds, when added to the amount then on deposit in the Principal Account for such Series of
HDB Bonds, would on such principal payment date be equal to the amount of the principal of such Series
of HDB Bonds then falling due; provided however, that moneys contained in the Principal Account
which were received from the State pursuant to Section 26.1 of the Act shal! not be used to pay principal
coming due on any Series of HDB Bonds issued pursuant to a Series Resolution adopted after
December 1, 1998, which provides that Section 26.1 of the Act does not apply to that Series of HDB
Bonds,

(c) Third, to the Sinking Fund Account an amount such that, if the same amounts are 56 paid
and credited to the Sinking Fund Account from the same source on the same day of each succeeding
calendar month thereafter prior to the next date upon which a Sinking Fund Installment falls due for each
Series of HDB Bonds, the aggregate of the amounts so paid and credited to the Sinking Fund Account for
such Series of HDB Bonds, when added to the amount then on deposit in the Sinking Fund Account for
such Series of HDB Bonds, would on such Sinking Fund Instaliment date be equal to the amount of the
unpaid Sinking Fund Installment then falling due, plus the amount required to pay the premium, if any,
upon the redemption of the Term HDB Bonds of such Series of HDB Bonds when such Sinking Fund
Installment falls due; provided however, that moneys contained in the Sinking Fund Account which were
received from the State pursuant to Section 26.1 of the Act shall not be used to pay principal or
Redemption Price, if appropriate, coming due on any Series of Term HDB Bonds issued pursuant o a
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Series Resolution adopied after December 1, 1998, which provides that Section 26.1 of the Act does not
apply to that Series of Term HDB Bonds.

2, Operating Fund. After providing for the above payments, the Trustee shall withdraw
from the General Fund monthly for deposit in the Operating Fund such amounts requisitioned by the
Authority to be used and applied solely to the following purposes:

{(a) To pay the estimated Administrative Expenses of the Authority due and to
become due during such month;

{b) To pay the costs and expenses of the Authority then due and to become due
during such month in connection with the authorization, issuance, sale and delivery of HDB
Bonds and not paid out of the proceeds of the HDB Bonds; and

{c} To pay the fees and expenses of the Trustee, Depositories and Paying Agents
then due and to become due during such month,

3. Acguired Development Expense Fund. After providing for the payments in (1) and (2)
above, the Trustee shail withdraw monthly from the General Fund for deposit in the Acquired
Development Expense Fund such amount, if any, as may be requisitioned by the Authority for the
purpose of paying the estimated Acquired Development Expenses due and to become due during such

month.

4. Capital Reserve Fund. As of the last day of each Fiscal Year, and not later than the 20th
day of the succeeding Fiscal Year, after providing for all payments required above and after sefting aside
and reserving in the General Fund the amounts estimated by the Authority as required for such payments
in the first two months of the succeeding Fiscal Year, the Trustee shall withdraw from the balance of the
moneys so remaining in the General Fund and deposit to the credit of the Capital Reserve Fund such
amount (or the batance of the moneys s¢ remaining in the General Fund if fess than the required amount)
as shall be required to bring the Capital Reserve Fund up to the Capital Reserve Fund Requirement,

5 Authority Reserve Fund. As of the last day of each Fiscal Year, but not later than the
20th day of the succeeding Fiscal Year, after making all payments and transfers required above and after
setting aside the amounts required by {(4) above, the Trustee shall withdraw from the General Fund and
deposit to the credit of the Authority Reserve Fund the balance of the moneys remaining in the General

Fund.

Debt Service Fund

In addition to the payments into the Debt Service Fund from the General Fund above described,
Development Capitalized Interest Accounts and Capital Reserve Fund as described below,
all moneys appropriated and made available by the State to the Authority pursuant to Section 26.1 of the
Act are required to be deposited in the Debt Service Fund. All moneys deposited in the Debt Service
Fund shall be disbursed and applied by the Trustee at the times and in the manner provided below.

and from the

L. Interest, Principal and Sinking Fund Accounts. Moneys are required to be transferred to
these Accounts from the General Fund and from the Capital Reserve Fund at the times and in the manner
described in this Appendix under “General Fund” and “Capital Reserve Fund,” respectively.




Moneys held for the credit of the Interest Account, Principat Account and Sinking Fund
Account, respectively, are required to be paid by the Trustee to the Paying Agents for the purpose of
paying interest and Sinking Fund Installments on and the principal of the HDB Bonds as the same
become due and payable. There is also required to be paid out of the Interest Account the interest on
HDB Bonds to be redeemed to the extent not otherwise provided.

2. Redemption Account. The Trustee is required to establish in the Redemption Account a
separate sub-account for the HDB Boads of each Series. Deposits in the appropriate sub-accounts are
required to be made from (1) certain surplus funds in Mortgage Loan Accounts and Development
Capitalized Interest Accounts, (2) Mortgage Advance Amortization Payments, (3) proceeds of sale of
Mortgages, {4) proceeds of sale of Developments, and (5) transfers from the Capital Reserve Fund.
Moneys so held in each separate sub-account by the Trustee shall be applied to the purchase or
retirement of the HDB Bonds of the Series in respect of which such sub-account was created at the times
and in the manner provided in the HDB Resolution.

If at any time the moneys on deposit to the credit of the Capital Reserve Fund are less than the
Capital Reserve Fund Requirement, and there are then moneys on deposit in any sub-account in the
Redemption Account, the Trustee shall transfer the moneys in such sub-accounts specified by the
Autherity and deposit to the credit of the Capital Reserve Fund the amounts sufficient (or ail of the
moneys in said sub-accounts if less than the amounts sufficient) to make up such deficiency.

In the event an amount is on deposit in a sub-account in the Redemption Account after the
Mortgage Loan with respect to which such sub-account was established has been paid in full and after all
HDB Bonds of the Series with respect to which such sub-account was established have been paid and are
no longer Outstanding, the Trustee shall, when directed in writing by the Authority, transfer such amount
and deposit the same in the General Fund,

Acquired Development Expense Fund

Moneys at any time held for the credit of the Acquired Development Expense Fund shall be used
for and applied solely to the payment of Acquired Development Expenses, and such Fund shail not
function unless or until the Authority shall have title o or possession of an Acquired Development.
Payments from the Acquired Development Expense Fund shall be made by the Authority or other
depository of such Fund, upon receipt of a requisition signed by an Authorized Officer of the Authority,
setting forth information with respect to the nature and amount of such payment and the persons to
whom payment is to be made. Upon receipt of each such requisition, the Authority or other depository,
shall pay each such item directly to the person or party entitled thereto as named in such requisition, or
shalt deliver to the Authority a check, draft or warrant for the payment thereof,

Capital Reserve Fund

The Capital Reserve Fund was established pursuant to the HDB Resolution in accordance with
the requirements of the Act.

The Act requires that the Authority shall pay into the Capital Reserve Fund: {a) all moneys
specifically appropriated, earmarked or made available by gift, grant, or otherwise, from any source,
public or private, for the purposes of meeting expenditures authorized from such Fund; (b} any proceeds
of sale of notes or bonds, to the extent provided in the resolution of the Authority authorizing the
Issuance thereof; {¢) any moneys transferred into such Fund by the Authority from any other fund
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authorized by the Act, in such amounis and at such times as the Authority deems necessary for the
purposes of such Fund; and {d} any other income or MonNeEys available to the Authority for the purpose of

such Fund, from any other source or sources.

The Act prohibits the Authority from withdrawing any moneys in the Capital Reserve Fund at
any time in such amount as would reduce the amount of such Fund to less than the maximum amount of
principal and interest maturing and becoming due in any succeeding calendar year on all HDB Bonds of
the Authority then outstanding, except for the purpose of paying principal of and interest on HDB Bonds
maturing and becoming due and for the payment of which other moneys of the Authority are not

available.

The Resolution prohibits the Authority from issuing any additional Series of HDB Bonds if the
amount of money in the Capital Reserve Fund, upon the issuance and delivery of such additional HDB
Bonds and the placing in the Capital Reserve Fund of any amount provided therefor in the applicable
Series Resolution, is less than the Capital Reserve Fund Requirement.

In the event there shall be, on any interest payment date, principal payment date or Sinking Fund
Installment due date, as the case may be, a deficiency in the Interest Account, Principal Account or
Sinking Fund Account, the Trustee shali make up such deficiencies from the Capital Reserve Fund and
shail pay into the Capital Reserve Fund from the General Fund, to the extent that moneys therein are
available for such purposes, an amount equal to the amounts withdrawn from the Capital Reserve Fund.
Whenever the assets of the Debt Service Fund and the Capital Reserve Fund shall be sufficient in the
aggregate to provide moneys 10 pay, redeem or retire all DB Bonds then Outstanding, inciuding such
interest thereon as may thereafter become due and payable to maturity or date of redemption, no further
payments need be made intc the Debt Service Fund or Capital Reserve Fund.

Further, under certain conditions and fimitations of the HDB Resolution, and always upon-the
condition that the Capital Reserve Fund will not be reduced below the Capital Reserve Fund
Requirement, withdrawals may be made from the Capital Reserve Fund of surplus moneys resulting from
the maturity, purchase or redemption of certain HDB Bonds.

Any income or interest earned by, or increment to, the Capital Reserve Fund due to the
investment thereof accruing during a Fiscal Year is required to be transferred by the Trustee, on the last
day of such Fiscal Year, to the General Fund, but only to the extent that such transfer will not reduce the
Capital Reserve Fund below the Capital Reserve Fund Reguirement.

Authority Reserve Fund

Moneys held at any time for the credit of the Authority Reserve Fund may be withdrawn from
such Fund, so long as the Authority is not in default on the HDB Bonds as provided in the HDB
Resolution, and may be used by the Authority for any of its lawful purposes. Withdrawals from the
" Authority Reserve Fund shall be made upon the direction of an Authorized Officer of the Authority.

Security for Deposits and Investment of Funds

The Resolution provides that all moneys held by the Trustee and Depositories shall be
continuously and fully secured for the benefit of the Authority and the Holders of the HDB Bonds by
Permitted Investments (as hereinafter defined) or HDB Bonds or Notes of the Authority of a market
value equal at all times to the amount of the deposit so held by the Trustee or Depositories; provided that
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it shall not be necessary for the Trustee or any Paying Agent to give security for moneys held in trust for
the payment of the principal or Redemption Price of or interest and Sinking Fund Installments, if any, on
the HDB Bonds, for any moneys which shall be represented by obligations purchased as an investment of
such moneys. ALL moneys held in the Operating Fund and Acquired Development Expense Fund by the
Authority or other Depository, shall be secured in such manner, if any, as shall be required by the
Authority.

Permitted Investments are specified by the HDB Resolution to be (i} direct general obligations
of, or obligations the payment of the principal of and interest on which are unconditionally guaranteed
by, the United States of America or the State, (i) bonds, debentures, participation certificates or notes
issued by any of the following: Bank for Cooperatives, Federal Land Banks, Federal Home Loan Banks,
Federal Intermediate Credit Banks, Federal National Mortgage Association or Government National
Mortgage Association, or any other agency or corporation which is or may hereafter be created by or
pursuant to an Act of the Congress of the United States as an agency or instrumentality thereof (iii)
Public Housing Bonds, Temporary Notes or Preliminary Loan Notes, fuily secured by contracts with the
United States.

The Resolution further provides that moneys held by a Depository in Mortgage Loan Accounts
shall be (1} invested in Permitted Investments the maturity dates {or redemption dates at the option of the
holder} of which shall coincide as nearly as practicable with the times at which such moneys will be
needed for the purposes of such Accounts according to schedules to be furnished by the Authority or, (2}
upon direction of the Authority, deposited in interest-bearing time deposits continuously and fully
secured by a pledge of Permitted Investments or HDB Bonds or Notes of the Authority of a market value
equal at all times to the amount of the deposit.

The Resolution further provides that moneys held by the Trustee (1) in the General Fund, Interest
Account, Principal Account, Sinking Fund Account and Development Capitalized Interest Accounts shall
be invested in Permitted Investments the maturities (or redemption dates at the option of the holder) of
which will coincide as nearly as practicable with the times at which such moneys are needed for the
purposes of such Funds or Accounts or for transfer by the Trustee, and moneys held by the Trustee in the
Capital Reserve Fund, shall be invested in Permitted Investments the average maturity of which shall not
be more than five (5) years from the date of any investment, or {2) upen direction of the Authority,
deposited in interest-beefing time deposits continuocusly and fully secured by Permitted Investments or
HDB Bonds or Notes of the Authority of a market value at all times equal to the amount of the deposit,

Any moneys in the Operating Fund, Acquired Development Expense Fund or Authority Reserve
Fund may be invested in such manner as is authorized or permitted by law; provided that the maturity
dates {or redemption’ dates at the option of the holder) of any such investments shaill coincide as nearly
as practicable with the time or times at which the moneys so invested are needed for the purposes of the
Fund from which invested, as determined by the Authority.

The income or interest earned by, or increment to, a Fund or Account held by the Trustee, due to
the investment thereof, shall be retained in such Fund or Account, except that the income on interest
earned by, or increment to, the Capital Reserve Fund shall be transferred to the Genera! Fund at the times
and in the manner hereinbefore described. The income or interest earned by, or increment to, a
Development Mortgage Loan Account due to the investment thereof, shall be retained in such Account
except to the extent transferred by a Depository to a Development Capitalized Interest Account as
provided in the HDB Resolution.
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In computing the amount of any Fund or Account held by the Trustee, excepting the Capital
Reserve Fund, obligations purchased as an investment of moneys therein shall be valued at the amortized
cost or market price, whichever is lower, exclusive of accrued interest, In computing the amount of the
Capital Reserve Fund, obligations purchased as an investment of moneys therein shall be valued at par,
or if purchased at less than par, at their cost to the Authority.

Issuance of Additional HDB Bonds

Except as described in this Appendix in paragraph (m} under the caption “Covenants Relating to
Mortgages — Moriguge Provisions” the HDB Resolution provides that the Authority shail not hereafter
create or permit the creation of or issue any obtigations or create any additional indebtedness which will

be secured by a charge and lien on the Revenues or which will be payable from the Debt Service Fund or

Capital Reserve Fund, except that {a) a Series of Refunding HDB Bonds may be issued under the
conditions and subject to the provisions and limitations of the HDB Resolution, and (b) additional Series
of HDB Bonds may be issued from time to time for the purposes of (i} the establishment of or the
crediting of money to Mortgage Loan Accounts and Development Capitalized Interest Accounts, (i}
payments into the Capital Reserve Fund, (iii) the funding of Notes theretofore issued by the Authority to
provide funds to make Mortgage Loans to Developments, {iv) the payment of legal, printing and
financing costs incurred in connection with the sale of HDB Bonds, and (v) any combination thereof.

No additional Series of HDB Bonds shall be issued under the HDB Resolution unless:

(2} the principal amount of tlie additional HDB Bonds then to be issued, together
with the principal amount of the HDB Bonds and Notes of the Authority theretofore issued and
Qutstanding, will not exceed in aggregate principal amount any limitation thereon imposed by

law:;

{b) there is at the time of the issuance of such additional HDB Bonds no deficiency
in the amounts required by the HDB Resolution or any Series Resolution to be paid into the Debt
Service Fund and into the Capital Reserve Fund; '

{c} the amount of the Capital Reserve Fund, upon the issuance and detlivery of such
additional HDB Bonds and the placing in the Capital Reserve Fund of any amount provided
thereof in the applicable Series Resolution, shall not be less than the Capital Reserve Fund

Requirement;

{d) the Authority shall be obligated pursuant to existing Mortgage Loan
Commitments to make Mortgage Loans to Mortgagors under Mortgages in amounts not less than
the principal amount of the additional HDB Bonds then being issued for the purposes of the
establishment of, or crediting of moneys to, Mortgage Loan Accounts and Development
Capitalized Interest Accounts designated in the applicable Series Resolution;

{e) the maturities or Sinking Fund Installments of the additional HDB Bonds then
being issued, unless such additional HDB Bonds are being issued to refund Outstanding HDB
Boads in accordance with the HDB Resolution, shall be proportionate to the scheduled payments
of principal payable under the Mortgages with respect to which such additional HDB Bonds are

to be issued;
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{f) the Authority shall have theretofore deposited, or from the proceeds of sale of
such additional HDB Bonds shall then deposit, in each Development Mortgage Loan Account
and Development Capitalized Interest Account with respect to which such additional HDB
Bonds are being issued, in the aggregate for each Development to which such accounts relate, an
amount of money equal to the outstanding Mortgage Loan Commitment of the Authority with
respect to each such Development, or shall have entered into a written agreement, pursuant to
which the Authority has agreed to sell and a responsible party or parties have agreed to purchase
Notes of the Authority at the time or fimes and in the amount or amounts required to provide the
Authority with moneys sufficient in amount to comply with the outstanding obligations of the
Authority under the Mortgage Loan Commitments relating to such Developments;

(€3] the Mortgages under which the Authority will make Mortgage Loans from the
proceeds of the additional HDB Bonds then being issued, or the Mortgages under which the
Authority has theretofore made Mortgage Loans from the proceeds of Notes or HDB Bonds
being funded or refunded, as the case may be, by the additional HDB Bonds then being issued,
comply with the terms, conditions, provisions and limitations prescribed for Mortgages made by
the Authority, as set forth in the covenant with respect thereto in the HDB Resolution, and as
required by the Act, as amended from time to time and other applicable provisions of law; and

{h} the Authority shall have notified each national raiing service which then
maintains a rating on the HDB Bonds of the preposed issuance of such additional Series of HDB
Bonds.

The Authority reserves the fight to issue Notes and any other obligations so long as the same are
not a charge or lien on the Revenues or payable from the Debt Service Fund or Capital Reserve Fund.

Covenants Relating to Mortgages

Morigage Provisions. No Mortgage Loan shall be made by the Authority from the proceeds of
HDB Bonds unless the Mortgage and other related documents under which such Mortgage Loan is to be
made shall comply with, and no HDB Bonds shall be issued by the Authority for the purpose of
providing funds with which to make a Morigage Loan, unless the Mortgage under which such Morigage
Loan is to be made shall comply with, and no HDB Bonds shall be issued by the Authority to fund Notes
or to refund HDB Bonds unless the Morigage and other related documents under which the Mortgage
Loan was made from the proceeds of such Notes or HDB Bonds shall also comply with, the foliowing
terms, conditions, provisions and limitations, and shall have been approved by the Authority:

{(a) The Mortgagor must be eligible under the Act, as amended from time to time,
and the Mortgage shall be executed and recorded in accordance with the requirements of existing
laws;

(b} The Mortgage shali constitute and create a first nortgage lien on the real
property or the interest therein in the real property of the Development with respect to which-the
Mortgage Loan secured thereby is made and first security interest in the personal property
acquired with proceeds of the Mortgage Loan and attached to or used in connection with the
operation of such Development, provided, however, (i) that the priority of the mortgage lien and
security iterest of any Mortgage Loan shall either be a first priority mortgage lien on and
security interest in'the related Development or be subordinate in priority of payment only to the
mortgage lien and security interest of a prior Mortgage Loan and (ii} that the Mortgage may also
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be a participation by the Authority with another party or parties in a Mortgage Loan made with
respect to a Development and similarly secured so long as the interest of the Authority shall have
at least equal priority as to lien in proportion to the amount of the loan secured, but need not be
equal as to interest rate, time or rate of amortization or otherwise;

(c) The amount of the Mortgage Loan to be made by the Authority to the Mortgagor
under the Mortgage shall not exceed the then established Cost of Development or any other
limitation prescribed by law or authorized regulation, whichever is less: -

(d) The rate or rates of interest to be paid by the Mortgagor on the Mortgage Loan
under such Mortgage shall be not less than the rate or rates the Authority is required to pay on
the HDB Bonds issued by the Authority to obtain the funds from which such Mortgage Loan is

made;

{e) The payments of principal on the Mortgage to be made by the Mortgagor in
repayment of the Mortgage Loan shall be scheduled by the Authority in such manner as to
provide funds sufficient to pay the principal of and Sinking Fund Installinents on the
Mortgagor’s Mortgage Loan Obligations as the same mature;

(f The Mortgagor shall be obligated to pay to the Trustee Fees and Charges at the
times and in the amounts which will enable the Authority to comply with its covenant with
respect thereto in the HDB Resolution;

{g) The Mortgagor shall be obligated to make the Mortgage Repayments, payments
of principal and interest on the Mortgage and Fees and Charges on a monthly basis in such
amounts as scheduled by the Authority to pay the principal of and Sinking Fund Installments, if
any, and interest on the HDB Bonds issued to provide funds with which to make the Mortgage
Loan to the Mortgagor as the same shall fall due;

(i) The Mortgage shall not permit the Mortgagor to make a Mortgage Advance
Amortization Payment unless it shall require, with respect to any such Mortgage Advance
Amortization Payment that the same be in an amount equal to the aggregate of (i} the principal
amount of the Mortgagor’s Mortgage Loan Obligations remaining unpaid, (i1} the Mortgagor’s
Capital Reserve Fund Obligations remaining unpaid, (iif) the interest to accrue on all HDB
Bonds to be redeemed upon the making of such Mortgage Advance Amortization Payment to the
next call date thereof not previously paid by the Mortgagor, (iv) the redemption premium on the
HDB Bonds 5o to be redeemed, and (v} the costs and expenses of the Authority in effecting the
redemption of the HDB Bounds so to be redeemed, less the amount of moneys available in the
applicable sub-account or sub-accounts in the Redemption Account and for withdrawal from the
Capital Reserve Fund and application to the redemption of such HDB Bonds in accordance with
the terms and provisions of the HDB Resolution, as determined by the Authority;

(i) the Mortgagor shall have provided, or will provide in a manner satisfactory to
the Authority, in payment of the Cost of Development, an amount equal to the difference
between the Cost of Development and the Mortgage Loan Commitment of the Authority;

E-22



{4} the Mortgagor shall have acquired title to the site of the Development, or an
interest in real property sufficient for the location thereon of the Development, free and clear of
all liens and encumbrances which would materially affect the value or usefulness of such site or
interest in real property for the intended use thereof;

{k} the Mortgagor shall have obtained all governmental approvals then required by

law for the acquisition, construction, ownership and operation (if applicable) of the Development

by the Mortgagor,

{H The Mortgagor shall have obtained the approval by the Authority of preliminary
plans and specifications of the Development, and if the Mortgage secures funds advanced or to
be advanced to censtruct or rehabilitate a Development, the Mortgage or other related documents
under which the Mortgage Loan is to be made shail obligate the Mortgagor to obtain within a
reasonable period of time, the Authority’s approval of final plans and specifications; and

(m)  The Mortgagor shall be prohibited from selling, leasing or otherwise
encumbering the Development, except that (i) a Mortgagor, with the writtens consent of the
Authority, may grant easements, licenses or rights-of-way over, under or upon the site of a
Development, so long as such easements, licenses or rights-of-way do not destroy or diminish
the value or usefulness of such site, as determined by the Authority in connection with the
provisions of such written consent, {ii} when and to the extent authorized by law, a Mortgagor,
with the written consent of the Authority, may lease 2 Development or a portion thereof to a
third party for the purposes of operation, such lease to be subject to all of the terms, provisions
and limitations of the Mortgage relating to such Development, (i) a Mortgagor, with the written
approval of the Authority, may sell or exchange any land not required for a Development,
provided that the proceeds derived by the Mortgagor from the saie of any such lands shall be
paid over to the Authority for deposit into the applicable sub-account or sub-accounts in the
Redemption Account established with respect to the Series of HDB Bonds last issued for the
purpose of financing the Development from which fand was sold and such moneys shail be used
and applied as provided in subparagraph {c) of paragraph (5) of Section 604 of the HDB
Resolution, and (iv) the Mortgagor may be permitted to sell a Development to another
Mortgagor approved by the Authority, which successor Mortgagor shall assume the existing
Mortgage; provided, however, that (i) a Mortgagor may encumber a Development in favor of the
Autharity as a mortgagee under a lien junior to the lien of the Mortgage which in the Authority’s
Judgment provides funds which are likely to preserve, maintain or enhance the Development and
(i) a Mortgagor may encumber a Development in favor of a person or party other than the
Authority as a mortgagee or secured party so long as (A) the lien of the mortgage or the security
interest in the Development granted to such person or party is subordinate in priority to the
Mortgage Loan for the Development, (B) the net operating income of the Development, prior to
payment of the combined maximum annual debt service on the obligation evidenced by such
mortgage or security interest and the Mortgage Loan {but treating any required Development
reserve and other expenses as expenses), is at least equal to such combined maximum annual
debt service (or such greater amount as required by the Authority) and (C) any such mortgage or
security agreement does not contain a provision that would, without obtaining the prior consent
of the Authority and the Trustee, permit the mortgagee or secured party thereunder to accelerate
the debt evidenced thereby and take actions or commence proceedings to foreclose the mortgage
or realize upon the security interest as long as any portion of the Mortgage Loan is outstanding.
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Upon the conveyance of a Development to, and assumption of the Mortgage thereon by, a
successor Mortgagor, in accordance with the above provision relating thereto, the Authority may release
the original Mortgagor from its obligation under the Mortgage.

Modification of Moriguge Terms. The Authority covenants that it will not modify, or consent to
the modification of, the rate or rates of interest of, or the amount or time of payment of any instaliment
of principal or interest of any Mortgage Loan, or the amount or time of payment of any Fees and Charges
payable with respect to such Mortgage Loan, or the security for or any terms or provisions of any
Mortgage Loan or the Mortgage securing the same in a manner detrimental to Bondholders; provided,
however, that, in the event the HDB Bonds issued to provide the funds with which the Authority has
made a Mortgage Loan are being or have been refunded and the HDB Bonds of the Refunding lssue
issued or to be issued for the propose of refunding such original HDB Bonds are in a principal amount in
excess of the principal amount of the HDB Bonds refunded, the Authority may consent to the
modification of and modify such Mortgage Loan and the Mortgage securing the same and the Mortgage
Repayments to be made thereunder so long as such Mortgage Repayments are sufficient in amount and
payable at the times required for the payment of the principal of and Sinking Fund Installments, if any,
and interest on such HDB Bonds of the Refunding Issue, and, provided further, that the Authority may
consent to the modification of and modify a Mortgage Loan and the Mortgage securing the same in order
to refiect and accommodate any change in the size or scope of the Development so long as the Mortgagor
shall remain obligated to pay Mortgage Repayments and Fees and Charges in sufficient amounts t©
comply with the provisions of the HDB Resolutiosn.

Sale of Mortgages by the Authority. The Authority covenants that it will not seli any Mortgage
or other obligation securing a Mortgage Loan made by the Authority unless the sale price thereof
received by the Authority shall not be less than the aggregate of (i} the principal amount of the
Mortgagor's Mortgage Loan Obligations remaining unpaid, (i) the principai amount of the Mortgagor’s
Capital Reserve Fund Obligations remaining unpaid, (i) the interest to accrue on all HDB Bonds to be
redeemed by the Authority upon the sale of such mortgage to the next call date thereof not previously
paid by the Mortgagor, (iv) the redemption premium on the HDB Bonds so to be redeemed, and (v) the
costs and expenses of the Autherity in effecting the redemption of the HDB Bonds so to be redeemed,
Jess the amount of moneys available in the applicable sub-account or sub-accounts in the Redemption
Account and for withdrawal from the Capital Reserve Fund and for the redemption of such HDB Bonds
in accordance with the terms and provisions of the HDB Resofution, as determined by the Authority;
provided, however, that, in the event the HDB Bonds issued to provide the funds with which the
Authority made the Mortgage Loan under the Mortgage to be sold by the Authority have been refunded
and the HDB Bonds of the Refunding Issue issued for the purpose of refunding such original HDB Bonds
were issued in a principal amount in excess of the Mortgagor's Mortgage Loan Obligations remaining
unpaid at the date of such Refunding Issue, the required amount which the Mortgagor shall be obligated
to pay under items (i) above shall be of the principal amount of such HDB Bonds of the Refunding [ssue

Qutstanding.

Enforcement and Foreclosure of Mortgages. The Authority shall diligently enforce, and take all
reasonable steps, actions and proceedings necessary for the enforcement of all terms, covenants and
conditions of Mortgages securing Mortgage Loans made by the Authority, including the prompt
collection of Mortgage Repayments and Fees and Charges and other Revenues.

Whenever it shall be necessary in order fo protect and enforce the fights of the Authority under a
Mortgage and to protect and enforce the rights and interests of Bondholders under the HDB Resolution,
the Authority shalt commence foreclosure proceedings against each Mortgagor in defauit under the
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provisions of a Mortgage and, in protection and enforcement of its rights under such Mortgage, shall bid
for and purchase the Development covered by such Mortgage at the foreclosure or other sale thereof and
acquire and take possession of such Development.

Upon foreciosure of a Development, and so long as the Authority shall have title thereto or be in
possession thereof, the Authority shall, as the case may be, construct, operate and administer such
Development in the place and stead of the Mortgagor and in the manner required of such Mortgagor by
the terms and provisions of the Mortgage. In so doing, the Authority, to the extent it may have moneys
available for such purpose, including any moneys on deposit in the Development Morigage Loan
Account refating to such Development, shal complete the construction and development of any
incomplete Development, and shall pay from the Acquired Development Funds estabfished by the
Authority with respect to such Development, the Mortgage Repayments and Fees and Charges which the
Mortgagor was obligated to pay pursuant to the terms and provisions of the Mortgage.

Certain Other Covenants

Among other covenants made by the Authority in the HDB Resolution are those related to the
folfowing matters:

Accounts and Reports. The Authority shall keep proper books of record and account in which
complete and correct entries shall be made of its transactions relating to all Mortgages, Mortgage Loans,
Revenues, Acquired Developments, and all Funds and Accounts established by the HDB Resolution and
with respect to Acquired Developments, which shall at all reasonable times be subject to the inspection
of a Depository, the Trustee and the Holders of an aggregate of not less than five percent (5%) in
principal amount of the HDB Bonds then Outstanding or their representatives duly authorized in writing.
The Authority shatl annually, within one hundred twenty (120) days after the close of each Fiscal Year,
file with the Trustee a copy of an annual report for such Fiscal Year, accompanied by an Accountant’s
Certificate, setting forth in complete and reasonable detail: {a} its operations and accomplishments; (b)
its receipts and expenditures during such Fiscal Year in accordance with the categories or classifications
established by the Authority for its operating and capital outlay purposes; {c) its assets and liabilities at
the end of such Fiscal Year, including a schedule of its Mortgage Loans and Mortgage Loan
Commitments and the status of reserve, special or other funds and the Funds and Accounts established by
the HDB Resolution; and {d) a schedule of its HDB Bonds and Notes Qutstanding at the end of such
Fiscal Year, together with a statement of the amounts paid, redeemed and issued during such Fiscal Year.
A copy of each such annual report and Accountant’s Certificate shall be mailed by the Authority to each
Bondholder who shall have filed his name and address with the Authority for such purpose.

The Authority shall provide the Trustee with a schedule of payments required to be deposited by
each Mortgagor in order to meet the Mortgage Repayments and Fees and Charges and the Trustee shail
be required to promptly advise the Authority of each and every failure of each Mortgagor to make
deposits in accordance with such schedule,

Budgets. The Authority shall, at least 60 days prior to the beginning of each Fiscal Year, prepare
and file in the office of the Trustee a preliminary budget covering its fiscal operations for the succeeding
Fiscal Year which shall be open to inspection by any Bondholder. The Autharity shait also prepare a
summary of such preliminary budget and on or before 45 days prier to the beginning of each Fiscal Year
mail a copy thereof to any Bondholder who shall have fled his name and address with the Authority for
such purpose.
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In the event the Holders of ten percent or more in principal amount of the Qutstanding HDB
Bonds shali file with the Authority 30 days or more prior to the beginning of a Fiscal Year a written
request for a public hearing on such preliminary budget, the Authority shall call and hold such public
hearing in the City of Chicago, State of Tllinois, such hearing to be held not later than 15 days prior to the
beginning of such Fiscal Year. Notice of such public hearing shall be published once in an Authorized
Newspaper, not less than ten days prior to the date of such hearing, and shall contain a statement of the
purpose of the hearing and the place and hour at which the same will be held. At such hearing any
Bondholder, or his duly authorized attorney or representative, shall be entitled to be heard on any of the

provisions contained in such preliminary budget.

The Authority shall adopt an annual budget covering its fiscal operations for the then current
Fiscal Year not later than September 1 of each successive Fiscal Year and file the same with the Trustee.
In the event the Authority shall not adopt an amual budget for a Fiscal Year on or before September 1 of
such Fiscal Year, the budget for the preceding Fiscal Year shall be deemed to have been adopted and be
in effect for such Fiscal Year until the annual budget for such Fiscal Year shall have been adopted as

above provided and filed with the Trustee.

Personnel and Servicing of Morigages. The Authority shall at all times appoint, retain and
employ competent supervisory personnel for the purpose of carrying out its program of Mortgage Loans
and shall establish and enforce reasonable rules, regutations and standards governing the employment of
such personnel at reasonabie compensation, salaries, fees and charges and all persons employed by the

Authority shall be qualified for their respective position.

Defaults and Remedies
_The Resolution declares each of the following events an “event of default’™

{a) Default in the payment of the principal of, Sinking Fund Installments, if any, or
interest on any HDB Bond after the same shall become due, whether at maturity or upon call for
redemption, and such default shall continue for a period of thirty (30) days; or

(b) except with respect to any Series of HDB Bonds issued pursuant to a Series
Resolution adopted after December 1, 1998, which provides that Section 26.1 of the Act does not
apply to that Series of HDB Bonds, the Authority shall fail or refuse to comply with the
provisions of Section 26.1 of the Act, or the State shall fail to apportion and pay to the Authority
such sum as shall be certified by the Chairman of the Authority pursuant to such provision of the

Act, or

{c) The Authority shalt fail or refuse to comply with the provisions of the Act, other
than as provided in (b} above, or shall default in the performance or observance of any other of
the covenants, agreements or conditions on its part contained in the HDB Resolution, any Series
Resolution, any Supplemental Resolution, o in the HDB Bonds, and continuance of such default
for a period of ninety (30) days after written notice thereof by the Holders of not less than five
percent (5% in principal amount of the Outstanding HDB Bonds;

provided, however, that an event of default shall not be deemed to exist under the provisions of clause ()
above upon the failure of the Authority to make and collect Fees and Charges required to be made and
collected by the provisions of the HDB Resolution or upon the failure of the Authority to enforce any
obligation undertaken by a Mortgagor pursuant t0 the provisions of a Mortgage, including the making of
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the stipulated Mortgage Repayments, so long as the Authority may be otherwise permitted by law and so
long as the Authority shall be provided with moneys from the State or otherwise, other than withdrawals
from or reimbursements of the Capital Reserve Fund, sufficient in amount to pay the principal of and
interest and Sinking Fund Instailments, if any, on all HDB Bonds as the same shail become due during
the period for which the Authority shall be permitted by law to abstain from making and coilecting such
Fees and Charges and from enforcing the obligations of Mortgagors under the applicable Mortgages.

The Resolution provides that upon the happening and continuance of any event of defauit, then,
and in each such case, the Trustee may proceed, and upon the written request of the Hoiders of not less
than 25 percent in principal amount of the Outstanding HDB Bonds shall proceed, in its own namne, to
protect and enforce its fights and the fights of the Bondholders by such of the following remedies, as the
Trustee, being advised by counsel, shall deem most effectual to protect and enforce such fights:

{a) by suit, or proceeding, to enforce all fights of the Bondholders, including the
fight to require the Authority to make and collect Fees and Charges and Mortgage Repayments
of Mortgage Loans made by it adequate to carry out the covenants and agreements as o, and
pledge of, such Fees and Charges and Mortgage Repayments, and other properties and to require
the Authority to carry out any other covenant or agreemnent with Bondholders and to perform its
duties under the Act;

(b} by suit upon the HDB Bonds;

(c} by action or suit, require the Authority to account as if it were the trustee of an -
express trust for the Holders of the HDB Bonds; :

{(d) by action or suit, enjoin any acts or things which may be unlawful or in violation
of the rights of the Holders of the HDB Bonds; and

{e) in accordance with the provisions of the Act, declare all HDB Bonds due and
payable, and if all defaults shall be made good, then, with the written consent of not less than 25
percent in principal amount of the Holders of Outstanding HDB Bonds, to annul such declaration
and its consequences,

Modifications of Resolutions and Quistanding HDB Bonds

The Resolution provides procedures whereby the Authority may amend the HDB Resolution or
any Series Resolution by adoption of a Supplemental Resolution. Amendments of the HDB Resolution
that may be made without the consent of Bondholders must be for purposes of further securing the HDB
Bonds, imposing further limitations on. or surrendering fights of the Authority, curing ambiguities or
providing for the issuance of a Series of HDB Bonds.
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Amendment of the respective fights and obligations of the Authority and the Bondholders may
be made with the written consent of the Holders of not less than 66-2/3 percent in principal amount of
the Outstanding HDB Bonds to which the amendment applies; but no such amendment shali permit 2
change in the terms of redemption or maturity of the principal of any HDB Bond or of any instaliment of
interest thereon or a reduction in the principal amount or Redemption Price thereof, or in the rate of
interest thereon or shall reduce the percentages or otherwise affect the classes of HDB Bonds the consent
of the Holders of which is required to effect such amendment.

Amendments may be made in any respect with the written consent of the Holders of all of the
HDB Bonds then Outstanding. '

Defeasance

If the Authority shall pay or cause to be paid, or there shall otherwise be paid, to the Holders of
the HDB Bonds and coupons then Outstanding, the principal and interest and Redemption Price, if any,
to become due therecn, at the times and in the manner stipulated therein and in the HDB Reseolution, then
and in that’ event the covenants, agreements and other obligations of the Authority to the Bondholders
shall be discharged and satisfled.

HDB Bonds or coupons or interest installments for the payment or redemption of which moneys
shall then be held by the Trustee or the Paying Agents (through deposit by the Authority of funds for
such payment or redemption or otherwise}, whethier at or prior fo the maturity or the redemption date of
such HDB Bonds, shall be deemed to have been paid within the meaning and with the effect expressed in
the paragraph above. All Qutstanding HDB Bonds of any Series and all coupons appertaining to such
HDB Bonds shall, prior to the maturity or redemption date thereof, be deemed to have been paid within
the meaning and with the effect expressed in the paragraph above if there shall have been deposited with
the Trustee either moneys in an amount which shall be sufficient, or Permitted Investments the principal
of and interest on which when due will provide moneys which, together with the moneys, if any,
deposited with the Trustee at the same time, shall be sufficient to pay when due the principal or
Redemption Price, if applicable, and interest due and 1o become due on said HDB Bonds on and prior to
the redemption date or maturity date thereof, as the case may be, and the Authority shall have given the
Trustee irrevocable instructions to publish notice of redemption of such HDB Bonds as provided in the
HDB Resolution. Neither Permitted Investments nor moneys deposited with the Trustee nor principal or
interest payments on any such Permitted Investments shall be withdrawn or used for any purpose other
than, and shall be held in trust for, the payment of the principal or Redemption Price, if applicable, and
interest on said HDB Bonds.
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APPENDIX F

DESCRIPTION OF FEDERAL SECTION 236
INTEREST RATE REDUCTION PROGRAM
AND SECTION 8 SUBSIDY PROGRAM

Federal Section 236
Interest Rate Reduction Program

The mortgage loans (the “Section 236 Mortgage Loans”) for some of the HDB Developinents
(the “Section 236 Developments™} are subject to the multi-family interest reduction subsidy program
administered by HUD, acting through FHA, pursuant to Section 236 of the National Housing Act. The
following is a brief description of the Section 236 Program, and is qualified in its entirety by reference to
the National Housing Act and the regulations thereunder.

Section 236 of the National Housing Act provides for interest reduction payments to mortgage
holders (“Section 236 Payments”) with respect to mortgages on rental housing projects designed for
families of lower income (as determined by HUD) containing five or more dwelling units. No such
payment may exceed the difference between the monthly payment for principal, interest, and mortgage
insurance premium which the project owner as mortgagor is obligated to pay under the mottgage {or, if
only a portion of the units in a project are subsidized, the allocable portion of the mortgage) and the
monthly payment for principal and interest which such mortgagor would be obligated to pay if the
mortgage were to bear interest at the rate of one percent per annum. For each dwelling unit in a project
there must be established, with the approval of HUD (i) a basic rental charge, determined on the basis of
operating the project with payments of principal and interest due under a mortgage bearing interest at the
rate of one percent per annum and (ii) a fair market rental charge, determined on the basis of operating
the project with payments of principal, interest, and any mortgage insurance premium which the
mortgagor is obligated to pay under the mortgage covering the project. The rental for each dwellin g unit
must be at such basic rental charge or such greater amount, not exceeding such fair market rental charge,
as represents 30 percent of the tenant’s income. Tenants whose income increases above the levels
established by HUD after initial occupancy are permitted to remain at increased rentals with
corresponding reduction in the subsidy.

An additional “deep subsidy” entitled “Rental Assistance Payments” (“RAP™) was introduced by
HUD in 1975 under Section 236(f)(2) of the National Housing Act. The RAP program is designed to
assist tenants in Section 236 projects who cannot afford to pay basic rent. The owner of an eligible
Section 236 rental project may receive RAP payments from HUD on a specified percentage of dwelling
units in the project. Such payments may be made in an amount equal to the difference between the basic
rental of a dwelling unit and 30 percent of an eligible tenant’s monthly income. Tenant eligibility for
Rental Assistance Payments is based only on income, which must be less than the applicable HUD
designated income limit for the area. RAP payments are limited by contract authority on an individual
project basis. Each such contract may or may not be sufficient to fully accommodate increased rents.

Certain Terms of the Section 236 Contracts

The interest reduction payment agreements with HUD (the “Section 236 Contracts™) provide for
the payment of the Section 236 Payments for a period of not more than 50 years from the date of the
initial Section 236 Payments with respect to the applicable Section 236 development. Generally, the
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expiration dates of the Section 236 Contracts for the Section 236 Mortgage Loans relating to the Section
236 Developments financed directly or indirectly by the Offered Bonds are approximately coterminous
with the maturity of the underlying mortgages.

Reduction and Termination of Section 236 Payments

Each Section 236 Mortgage provides that the mortgagor must maintain hazard insurance on the
Section 236 project with such coverage and in such amounts as are satisfactory to the Authority and such
that in the event of any damage to the Section 236 project all insurance proceeds are payable to the
Authority. In addition, the Authority has responsibility for determining appropriate coverage amounts
for insurance policies and application of proceeds thereof, In the event any dwelling unit is destroyed or
rendered uninhabitable by reason of fire or any other insured risk, the Authority has the right to
determine if the proceeds of insurance will be used as a prepayment under the Section 236 Mortgage or
to assure that the Section 236 project is restored or rehabilitated through application of such insurance
proceeds. In the event the Authority determines that such restoration or rehabilitation is not appropriate,
HUD payiments may be reduced to the extent applicable to such dwelling unit.

Foreclosure. Pursuant to the Section 236 Contracts, HUD will not terminate Section 236
Payments thereunder upon the institution by the Authority of a foreclosure proceeding (or other
praceeding in lieu of foreclosure) if a foreclosure proceeding is instituted by the Authority subject to the
continuing lien of the mortgage and the.project is acquired by a purchaser eligible to be an owner under

Section 236.

Acquisition by Ineligible Owner. HUD may terminate Section 236 Payments with respect to any
project if the project is acquired by any owner who is not an eligible mortgagor under Section 236. Each
owner has covenanted in the HUD Contract not to seil, convey, or transfer such project except to a
mortgagor which is eligible under Section 236 and approved by the Authority. '

Certain Mortgagor Covenants. Each mortgagor covenanted in its Section 236 Contract to fimit
admission to the subsidized dwelling units of a project to those families whose incomes do not exceed
the lower of the Authority’s limits or the applicable limits prescribed by the Secretary. The Secretary
has the authority to suspend or terminate Section 236 Payments at any time upon default by the
Mortgagor under any of the covenants contained in the Section 236 Contracts or upon any other default
by the mortgagors or the Authority in the terms and conditions of the Section 236 Contracts.

Forbearance and Deferment of Mortgage Repayments. Under the Section 236 Contracts, the
Authority has covenanted not to agree 10 the forbearance or deferment of any payment due under a
mortgage without the prior written approvel of HUD.

Prepayment of Section 236 Mortgages

Generally, as a matter of federal law, Section 236 Mortgage Loans permit prepayment after 20
years from the date of occupancy. Beginning in 1987, federal legislation imposed significant restrictions
on such prepayments; however, current law permits prepayment, subject to compliance with certain
tenant notice and protection requirements and, where applicable, approval of the morigagee.
Notwithstanding tiie changes in federal policy toward prepayment, prepayment of the Section 236
Mortgage Loans is subject to certain restrictions imposed by the Authority. See “Mortgage Loans —

Mortgage Prepayments.”
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Set-Off Rights of the United States

Under federal law, the United States Government may have the right to set off liabilities of the
Authority to the United States against the amounts payable under Section 236 Contracts.

Calculation of Excess Rental Charges

Each owner is required to remit monthly toc HUD all “excess rental charges” collected by the
owner. Prior to April, 1996, “excess rental charges” subject to this reguirement were collected on an
aggregate basis; that is, excess rental charges were determined as the amount of rent collected in excess
of the sum of the basic rents for all occupied units. This method allowed an owner to deduct collection
losses in calculating the amount of excess rental charges to be submitted.

Section 236 has been amended to require that, beginning in 1996, “excess rental charges” are to
be calculated on a “unit-by-unit” basis (i.c., the sum of ail “excess rental charges™ collected, without
reduction for collection losses on other units). However, developments that are assisted under
Section 236 and are {or were} also insured by HUD under that section are permitted to retain some or afl
of such excess income for project use if authorized to do so by HUD. The Section 236 Mortgage Loans
are not FHA insured, and therefore are not eligible to retain such excess income payments The
Authority’s cash flow analysis assumes that the “unit-by-unit” ruie will be applied.

Recent Developments

HUD’s Fiscal Year 2000 Budget released to the public on February 1, 1999 contains a provision
that would allow HUD to notify an owner of a development assisted by a Section 236 Contract if HUD
determines that the interest rate on the mortgage loan financing such development is two percent or more
over a “market interest rate.” Under the proposed provision, any owner so notified would be required to
refinance its mortgage loan at a market interest rate within one year of the date of such notice. If the
owner did not refinance, HUD would reduce the Section 236 subsidy to an amount not exceeding the
difference between payments on the mortgage with a market interest rate (plus insurance premiums) and
a mortgage with interest rate of one percent. The Authority cannot predict whether this proposal, if
enacted in its current form, would have an adverse effect on the amount of subsidy available to certain of
the Section 236 Developments, and consequently adversely affect the ability of affected owners to pay
debt service on the related Section 236 Mortgage Loans, or increase the likelihood of prepayment of the
related Section 236 Mortgage Loans and cause a redemption of Bonds. Under the HDB Program as of
December 31, 1998, approximately $24,480,570 in principal amount of mortigage loans bore interest at
5.53 percent, and approximately $74,775,236 in principal amount of mortgage loans bore inferest
between 7.49 and 7.95 percent.

Section 8 Subsidy Program

Some of the developments financed by the Offered Bonds, MFHB Bonds and HDB Bonds (the
“Section § Developments”) are the subject of housing assistance payments on behalf of eligible tenants
under the Section 8 Housing Assistance Program for new construction and substantial or moderate
rehabilitation (the “Section 8 Program™). The following is a summary of such programs; it does not
purport to be comprehensive or definitive, and it is qualified in its entirety by the statutes, regulations
and agreements referred to in this summary.
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Section 8 of the United States Housing Act of 1937, as amended (the *1937 Housing Act™),
provides for the payment by the United States Department of Housing and Urban Development (*HUD™)
of a federal rental subsidy for the benefit of low income families {defined generally as families whose
income does not exceed 80 percent of the median income for the area as determined by HUD) and very-
low income families (defined generally as families whose income does not exceed 50 percent of the
median income for the area as determined by HUD). Subsidy payments are made to or for the account of
the owner of dwelling units cccupied by low income and very-low income families. Provision is made
under the 1937 Housing Act and HUD regulations thereunder for administration of the Section §
Programs through state housing finance agencies, including the Authority. Under this arrangement, the
state housing finance agency agrees to pay the subsidy to or for the account of the owner and
concurrently contracts with HUD for payment of the subsidy by HUD to the state housing finance
agency. With respect to the new construction or substantial rehabilitation program, the regulations
permit the state agency to exercise a high degree of program responsibility for developments without
federal mortgage insurance, such as selection of the developer, approval of design and construction
quality, site selection, and determination of economic feasibility and marketability, subject to audit and
review by HUD to assure compliance with federal requirements and objectives.

Pursuant to amendments to the 1937 Housing Act effected by the Housing and Community
Development Amendments of 1981 (the “1981 Amendments™), not more than ten percent of the dwelling
units which were available for occupancy under Housing Assistance Payments Contracts ("HAP
Contracts”) before the October 1, 1981 effective date of the 198! Amendments {"“Pre-1981 Act
Projects”) and which are leased thereafter shall be available for leasing by lower income families other
than very-low income families; and not more than five percent of the dwelling units which become
available for occupancy under HAP Contracts after the effective date of the 1981 Amendments {“Post-
1981 Act Projects™) shall be available for Jeasing by lower income families other than very-low income

families.

The Housing and Urban-Rural Recovery Act of 1983 (the “1983 Amendments”) amended the
1937 Housing Act. Among other things, the 1983 Amendments (i) repealed the Secretary of HUD’s
authority to enter into Annual Contributions Contracts (“ACCs”) for any developments involving new
construction or substantial rehabilitation, except for funds obligated prior to January 1, 1984; and (ii)
increased to 25 percent from ten percent the number of dwelling units which were available for
occupancy under HAP Contracts before the effective date of the 1981 Amendments which may be leased
to low income families other than very-low income families.

On March 23, 1994, HUD published 2 regulation implementing the requirement of Section 151
of the Housing and Community Development Act of 1992 and Section 335 of the Cranston-Gonzalez
National Affordable Housing Act of 1990 that any dwelling umit in any housing constructed or
substantiaily rehabilitated pursuant to assistance provided under Section 8(b)2) of the 1937 Housing
Act, as that Section existed before October 1, 1983, and with a contract for assistance under that Section,
be reserved for occupancy by Jow income and very-low income families. This regulation, which became
effective as of April 22, 1994, removes the exemption to lease to ineligible families for owners who
entered into an agreement to enter into a HAP Contract prior to October 1, 1981.

The “Quality Housing and Work Responsibility Act of 1998” Pub.L. 105-276, has again revised
the income.eligibility standards for Section 8 developments. For Pre-1981 Act Projects, the rule remains
that not more than 25% of the units shall be available for cccupancy by low-income families other than
very low-income families, For Post-1981 Act Projects, not more than 15 percent of the dwelling units
shall be available for occupancy by low-income families other than very low-income families.
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Subsidy Contracts. Under the Section 8 Programs, as administered through HUD, three principal

contracts are executed. The Authority enters into An Agreement to Enter Into Housing Assistance

Payments Contract (“AHAP”) with the developer or owner of the development to be constructed or
rehabilitated. The AHAP is approved by HUD, except that HUD approval is not required under the
Section 8 Program for moderate rehabilitation. Subject to certain conditions, the AHAP commits the
owner and HUD to enter into a HAP Contract upon completion and acceptance of the development,
providing for payment by the state housing finance agency of housing assistance payments to or for the
account of the owner, At the same time that the AHAP is executed, or prior to the execution of the
AHAP for the moderate rehabilitation program, the state housing finance agency and HUD execute an
ACC which provides for the payment to the Authority by HUD of the subsidy which the Authority is to
pay to or for the account of the owner under the proposed HAP Contract. ACCs under the moderate
rehabilitation program do not relate to a specific development. The HAP Contract must be submitted to
HUD for approval and its effective date may not precede submission to HUD of certification as to
completion of the development, except that HUD approval of the HAP Contract is not required under the
moderate rehabilitation program. The HAP Contract may be executed with respect to separate stages of
a development completed at different times.

Certain Terms of the Subsidy Contracts. A development firanced by bonds or notes of the
Authority during its construction is not eligible to receive Section 8 subsidy payments with respect to
eligible dwelling units until a certification of completion has been furnished. The HAP Contracts
provide for the payment of the Section 8 subsidy for a period of not more than 40 years or, in the case of
most developments that are the subject of more recently executed HAP Contracts, 30 years and as short a
period as 20 years from the date of the initial HAP Contract with respect to the applicable portion of the
development, In the case of the Section 8 Program for moderate rehabilitation, the HAP Contracts
provide for the payment of the Section 8 subsidy for a penod of not more than 15 years from the date of
the initial HAP Contracts.

Initial Amount of Subsidy. In connection with any Section 8 Developments, Section 8 subsidies
are based upon the Contract Rents applicable to subsidized dwelling units.

The amount of the subsidy payable to the account of the owner under a HAP Contract is the
applicable Contract Rent less the payment, if any, required to be made to the owner by the tenant as
determined by HUD. The tenant payment is generally equal to 30 percent of family income, Thus, the
total rental income from Section 8 housing units payable to or for the account of the owner is equal to the
Contract Rent, part being paid by the tenants directly to the owner and the remainder being paid by HUD
to the owner in the form of housing assistance payments. The proportion of the Contract Rent actually
paid by HUD and that actually paid by tenants will vary depending upon tenant income.

Limirations on Subsidy-Vacancies. Generally, the Section 8 subsidy is payable with respect to
the assisted dwelling unit only when it is occupied by a low income or very-low income family.
However, the law and the regulations provide for the payment of the subsidy under certain limited
circumstances when the dwelling is not occupied.

A subsidy amounting to 80% of the Contract Rent is payable for a vacancy period of sixty days
() during the rent-up period following completion of the development or a stage of the development,
and (b} upon occurrence of a vacancy in an assisted dwelling unit after it is initially rented, subject in
each case to compliance by the owner with certain conditions relating primarily to a diligent effort to rent
the subsidized unit. Such payments may continue for an additional 12-month period in an amount equal
to the debt service attributable to the unit contingent upon, among other things, the additionat conditions
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that the unit is in decent, safe and sanitary condition during the vacancy period, that the owner has taken
and continues to take all feasible action to fill the vacancy, that the development is not providing the
owner thereof with revenues at least equal to the costs incurred by such owner, that the amount of the
payments requested is not in excess of that portion of the deficiency which is attributable to the vacant
unit for the period of the vacancy and that there is a reasonable prospect that the development can
achieve financial soundness within a reasonable time.

Adjustments of Contract Rents. The statute and applicable regulations contain various provisions
for review and readjustment of the amount of the Contract Rents upward or downward, subject to the
limitations that in no case shall the adjustrnent lower the Contract Rent below that effective on the date
of the HAP Contract and that no adjustment shail result in a material difference between the rents
charged for subsidized and comparable non-subsidized dwelling units, as further described below.

Each HAP Contract provides for certain adjustments in Contract Rents. At least annually, HUD
publishes an Annual Adjustment Factor (“Annual Adjustment Factor” or “AAF”), which is intended to
reflect changes in the fair market rent established in the housing area for similar types and sizes of
dwelling units; interim revisions may be made where market conditions warrant. Upon request from an
owner to the Authority, the AAF is applied on the anniversary date of the HAP Contract fo Contract
Rents, provided that no adjustment may result in a material difference between the rents charged for
subsidized and comparable non-subsidized dwelling units except to the extent that the differences existed
with respect to the Contract Rents set forth at the time of the HAP Contract execution or cost
certification where applicable. (The difference that existed between the Contract Rent for a unit at HAP
Contract execution and the rent on comparable unassisted units is generally referred to by HUD as the
“initial difference” in Contract Rents) In addition, provision is made in the regulations for special
additional adjustments to reflect increases in actual and necessary expenses of owning and maintaining
the subsidized units that have resulted from substantial general increases in real property taxes,
assessments, utility rates and utilities not covered by regulated rates, If the owner demoenstraies that the
automatic annual adjustments have not provided adequate compensation. Under current law {Section
B(cH2NC) of the U.S. Housing Act), “{t]he Secretary may not reduce the Contract Rents in effect on or
after April 15, 1987, for newly constructed, substantially rehabilitated, or moderately rehabilitated
projects assisted under the section . . . unless the project has been refinanced in 2 manner that reduces the

periodic payments of the owner.”

. Notwithstanding the foregoing, if the Contract Rents for a development exceed the applicable
HUD fair market rents (“FMR’s”} (plus any initial difference), then Contract Rents cannot be increased
beyond comparable market rents {plus the initial difference) as determined by independent appraisals of
at least three comparable focal developments submitted by the Borrower. In addition, the AAFs for
Section 8 units which experienced no turnover in tenants since their preceding HAP Contract anniversary
date will be one percentage point less than the AAFs that would otherwise apply.

There can be no assurance that increases in Contract Rents, if any, will resuit in revenues
sufficient to compensate for increased operating expenses of the Section 8 Developments. '

Reduction of Number of Subsidized Dwelling Units. Failure to make zvailable for occupancy by
eligible families the total number of units for which assistance is committed under the HAP Contract
may result in a reduction in the number of subsidized dwelling units in a development. To ensure that
the number of subsidized units will not be reduced, the owner must (i) conduct marketing in accordance
with Section 8 regulations; (if) make a good faith effort to lease the units to eligible families; and (iii)
accept any eligible family except for reasons acceptable to the Authority, The Authority may require
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owners of Section 8 Developments to maintain the full amount of subsidized units, but has not
covenanted with the holders of Bonds to do so.

Funding of Increases in Subsidy. Funds for the payment of increased subsidies which ma y result

from the adjustments described in the second paragraph under “Adjustment of Contract Rents” above are
to be obtained in two ways. Provision is made in the 1937 Housing Act for the payment by HUD into a
project account in respect of each subsidized development of the amount by which the Contract Rents in
effect from time to time exceed the actual subsidy paid by HUD (this amount is, in effect, the equivalent

of the amount of rent paid by the tenants). The amount of increases in the subsidy payable by reasen of

increases in the Contract Rent resulting from the adjustments described in such paragraph will initially
be drawn from this account. The regulations provide that when the HUD-approved estimate of required
anrual subsidy payments exceeds the maximum annual ACC commitment then in effect and would cause
the amount in such reserve account to be less than 40 percent of such maximum annual ACC
commitment, HUD shalf take such additional steps authorized by subdivision {c)6) of Section 8 (quoted
below) as may be necessary to obtain funds to assure that payment witl be adequate to cover increases in
Contract Rents and decreases in tenant rents. Subdivision (c)}(6) of Section 8 provides:

“The Secretary [of HUD] shall take such steps as may be necessary,
including the making of contracts for assistance payments in amounts in
excess of the amounts required at the time of the initial renting of
dwelling units, the reservation of annual contributions authority for the
purpose of amending housing assistance contracts, or the allocation of a
portion of new authorizations for the purpose of amending housing
assistance contracts, to assure that assistance payments are increased on
a timely basis to cover increases in maximum monthly rents or decreases
in family incomes.”

Pledge of Subsidy. The regulations permit an owner to pledge the federal subsidy paymenis as
security for the mortgage loan for the development, Prior to any disbursement of a mortgage loan for a
development which is to be subsidized under Section 8, the Authority requires the owner of the
development to enter into an agreement to pledge such federal subsidy payments as security for the
mortgage loan on the development.

Foreclosure. The regulations provided that in the event of foreclosure, or assignment or sale of
the Section 8 Development in lieu of foreclosure, or in the event of an assignment or sale approved by
HUD (which approval shall not be unreasonably delayed or withheld), subsidy payments wiil continue in
accordance with the HAP Contract, .

Under each ACC, annual contributions are paid monthly into a special account maintained by the

Authority for the receipt of Section 8 payments. To the extent such subsidy payments are sufficient, the
Authority retains an amount up to the current payment due from the owner on the mortgage lean and any
amounts necessaty to fund the reserves reguired to be maintained by the owner with respect to the
development, and disburses any remainder to the owner,

Compliance with Subsidy Contracts. The AHAP, the ACC and the HAP Contract contain
numerous agreements on the part of HUD and the owner, including the obligation to maintain the
development as decent, safe and sanitary housing and compliance with a number of additiona!
requirements (such as nondiscrimination, equal employment opportunity, relocation, poliution control
and labor standards) as to which noncompliance by either the Authority or the owner, or both, might
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endanger the payment of the federal subsidy. Reference is made to the complete texis of these
agreements, the forms of which are available for inspection at the offices of the Authority.

Prior to any disbursement of a mortgage loan for 2 development which is to be subsidized under
Section 8, the Authority enters into a regulatory arrangement with the owner requiring the owner to take
or refrain from taking action as necessary to maintain eligibility for Section 8 subsidies for assisted
dwetling units in the development during the term of the mortgage loan.

The regulations which apply to moderate rehabilitation under Section 8 differ, in certain respects,
from those for new construction and substantial rehabilitation. Among such differences, the moderate
rehabilitation regulations provide that: {1} Fair Market Rent is determined by a different HUD schedule;
{2) the initial Contract Rent may exceed Fair Market Rent by a maximum of 20 percent, but only when
justified by increased costs during rehabilitation; (3} the HAP Contract must be for a term of not more
than 15 years; (4) the ACC is entered into between HUD and the Authority for the overall dollar amount
and number of units and does not relate to specific developments; (5) contracts between the owners and
the Authority are not subject to HUD approval; (6) only the owner may pledge subsidy payments as
security; and (7) with respect fo vacancy, the owner may receive a housing assistance payiment in the
amount of 80 percent of the Contract Rent for a vacancy period not exceeding one month following the
month in which the unit is first vacated.

Expiring HAP Contracts and Recent Legislation

. In recent years there have been numerous proposals and pronouncements from Members of
Congress, the Clinton Administration and HUD Officials which address the future of HUD and the
various programs operating pursuant to Section 8 of the 1937 Housing Act. The primary focus on these
proposals and pronouncements have been developments that have FHA-insured morigages with terms
ranging from 30 to 40 years and which have Section 8 HAP Contracts with substantially shorter terms.
Efforts to address this subject are often referred to, generally and without specific import, as “Portfolio
Reengineering” or “Mark-to-Market.”

After a series of interim legislative acts and demonstration programs, HUD’s Fiscal Year 1998
Appropriations Act, Pub. L. 105-65, was signed into law by the President on October 27, 1997. This
legislation includes within it the “Multifamily Assisted Housing Reform and Affordability Act of 1997
(the “1997 Act”). The 1997 Act implements a new “Mark-to-Market” program, beginning in fiscal year

1999, pursuant to which many FHA-insured Section 8 developments with expiring HAP Contracts and -

above-market rents will be eligible for restructuring plans, and, upon restructuring, may receive
continuing Sectionh 8 assistance. These restructuring plans may include refinancing and/or partial
prepayment of mortgage debt, intended to permit the reduction of Section 8 rent levels fo those of
comparable market rate properties or to the minimum level necessary to support proper operations and

maintenance,

The restructuring (or expiration and renewal of HAP Contracts) is designed also to result in a
change from “project-based” to “tenant-based” Section 8 payments in many cases. In the former
circumstance, the Section 8 HAP Contract is associated with a particular development and the units
therein, and when a tenant moves from the development, the successor tenant, assuming that he or she is
within the applicable income limits, will receive the benefit of the Section 8 payments. With “tenant-
based” assistance, the Section 8 subsidy is associated with a particular tenant, and when that tenant
moves from the development, the successor tenant will not receive the benefit of Section 8 payments.
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The “Mark-to-Market” program contained in the 1997 Act described in the foregoing paragraphs
does not apply to HAP Contract renewals and contract rent determination standards for FHA-insured
Section 8 developments for which the primary financing or mortgage insurance was provided by a state
or local government, or a unit or instrumentality for such government. Press reports and HUD’s
proposed regulations implementing the 1997 Act suggest that this result reflects a drafting error in the
1997 Act, and that such state- and local-finarced developments with FHA-insured mortgages are
intended to be eligible for restructuring unless restructuring would conflict with the terms of their
financing documents. To date, this reportedly erroneous result has not been corrected. Such state and
local government financed Section 8 developments with FHA-insured mertgages are treated in the same
manner as uninsured “exception projects” discussed below.

It is impossible to predict if any corrective amendment to the 1997 Act will be made, or how
such an amendment may affect treatment of FHA-insured Section 8 developments for which the primary

financing or mortgage insurance was provided by a state or local government or a unit or instrumentality
of such government.

Contract rents under the 1997 Act may be significantly lower than the current Section 8 contract
rents in Section § developments, and the corresponding reduction in Section 8 Housing Assistance
Payments for such developments could materially adversely affect the ability of the owners of such
developments to pay debt service on the mortgage loans. Any termination or expiration of HAP
Contracts, without renewal or replacement with other project-based assistance (whether due to enactment
of additional legislation, materiai adverse financial or managerial actions by a mortgagor, poor condition
of the project or other causes) conld also have 2 material adverse impact on the ability of the related
Section 8 developments to generate revenues sufficient to pay debt service on the mortgage loans. In
such an instance, a default under the FHA-insured mortgage would result in a claim for payment of
mortgage insurance benefits. See “Appendix G — Description of FHA Mortgage Insurance Program.”

The 1997 Act treats developments financed by a unit of state government (or an agency or
instrumentality thereof) and not insured under the National Housing Act as “exception projects,” subject
to distinct HAP Contract renewal standards. Upon the request of the owner of such an exception project,
HUD is currently required to renew an expiring HAP Contract (absent certain actions or omissions of an
owner or affiliate and subject to certain verifications). Renewals are expected to be made for an jnitial
term generally of one year, with initial rents at the lesser of: (1) existing rents adjusted by an Operating
Cost Adjustment Factor (“OCAF”) established by HUD, or (2) a budget-based rent determined by HUD.
Under current law, future rent adjustments (either positive or negative) will be determined using an
OCAF or a budget-based adjustment. While it is anticipated that any such adjustment will take due
account of debt service requirements, there can be no assurance that rent adjustiments will provide for
contract rents adequate fo pay principal and interest on the Bonds. More generally, there can be no
assurance that future policies or funding levels will continue to make renewals and rent adjustments
available on the same terms as are currently anticipated.

While the 1997 Act generally alfows owners to renew project-based HAP Contracts (absent
certain material adverse conduct or conditions), owners are not required to renew HAP Contracts beyond
their jnitial expiration — or the expiration of a renewal term. Upon an election not to renew a HAP
Contract owners are required to provide certain notices and transitional tenant protections.
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Substantiatly all of the Section 8 Developments do not have FHA-insured mortgages and have
HAP Contracts which are generally coterminous with their mortgages. Accordingly, those Section 8
Developments will not be subject to having their mortgages restructured under the 1997 Act. Three of
the Section 8 Developments have FHA-insured mortgages and HAP Contracts which expire before the
maturity of the related mortgages. [f the 1997 Act should be amended so as to include projects financed
by a unit of state government (or an agency or instrumentality thereof} within its scope, these
developments may be subject to restructuring. In such event, the FHA-insured morigages may be subject
to prepayment in whole or in part and to refinancing, each of which events couid tead to a partial
redemption of the Offered Bonds. It is the policy of the Authority to encourage and facilitate the
retention of these Section 8 Developments as affordable housing, and the Authority undertakes no
obligation to the holders of the Offered Bonds to take or refrain from taking any action with respect to
the Section 8 Developments, such as refinancing, in order to reduce the likelthood or amount of any such

partial redemption.

Information regarding the HAP Contracts for certain of the Section 8 Developments may be
found under “FINANCED DEVELOPMENTS - Description of Financed Developments” and in
Appendix D.




APPENDIX G
DESCRIPTION OF FHA MORTGAGE INSURANCE PROGRAM

The following is a brief description of the multi-family mortgage insurance program
administered by HUD, acting through FHA, pursuant to Section 221{d}4) of Title 1l of the National
Housing Act of 1934, as amended (the “National Housing Act™). The description does not purport to be
comprehensive or definitive, and is qualified in its entirety by reference to the National Housing Act and
the regulations thereunder. FHA insurance benefits under the program are available only if the
mortgagee of record is an FHA-approved mortgagee. The Autherity is an FHA-approved mortgagee.
The Authority has covenanted in the series resolutions pursuant to which FHA-insured developments
were financed to take zll action reasonably necessary to maintain FHA mortgage insurance {and o
refrain from taking any action inconsistent with maintaining FHA mortgage insurance) including, if
necessary, paying the insurance premiums and providing all notices of default to FHA. The Authority
has also covenanted in the series resolutions pursuant to which FHA-insured developments were
financed that, upon becoming eligible to receive FHA mortgage insurance benefits, the Authority will
promptly elect to assign and will assign the Mortgage to FHA, or in the event the Authority receives title
to such a Development, to convey title as soon as practical in settlement of its claim for mortgage
insurance, and will request a cash settlement for its claim. The Authority has also covenanted in the
series resolutions pursuant to which FHA-insured developments were financed that, in enforcing its
rights with respect to FHA-insured Mortgage Loans, it will ask to receive or preserve for later claims the
maximum amount of FHA mortgage insurance proceeds and will carry out its duties under the
Resolution, to the extent possible, consistent with HUD regulations. Similarly, the series resolutions
pursuant to which FHA-insured developments were financed prohibit Resolution amendments which
conflict with HUD regulations and direct that the Resolution be construed to the extent possible to avoid
such conflict,

FHA Insurance Processing

Applications for insurance commitments under the FHA insurance program may undergo several
processing stages. 'Initial FHA project evaluation typically results in the issuance of feasibility letters for
rehabilitation and site and market analyses and/or conditional commitment letters for new construction.
These letters set forth basic project characteristics including unit composition, estimated revenue and
expenses, total replacement cost, mortgage amount, and estimated equity and working capital required
for closing. These letters serve as requests for firm commitment applications based on initial project
underwriting, They do not preclude adjustments deemed necessary by FHA or the sponsor prior to
issuance of a firm commitment. The mortgagee must receive a firm commitment from FHA for
insurance of advances prior to receiving FHA insurance at the time of initial endorsement, Issuance of
the firm commitment evidences FHA’s approval of the application for mortgage insurance for the
proposed development ard establishes the terms and conditions upon which the mortgage loan will be
insured. FHA's multi-family mortgage insurance program provides for either insured advances or
insurance upon completion of the project,

The firm commitment requires that the mortgagor pay an annuel mortgage insurance premium to
FHA in an amount equal to 1/2 of | percent of the outstanding principal balance of the mortgage loan.
Mortgage insurance premiums are collected by the mortgagee on a monthly basis and remitted to FHA
annually. FHA imposes a late charge on the mortgagee in the event it fails to pay the mortgage insurance
premium in a timely manner, which charge may not be imposed on the owner. Failure to pay the
premium may result in a loss of insurance.




After receipt of the firm commitment, the owner proceeds to initial closing of the mortgage loan.
At the initial closing the owner executes a standard form of FHA mortgage note evidencing the mortgage
loan and an FHA standard form of mortgage securing the mortgage note. Concurrently with the -
execution of the mortgage and mortgage note, FHA initially endorses the mortgage note for mortgage
insurance and funds are advanced to provide for initial fees and expenses, including land acquisition
costs, title costs, design architect, attorney, inspection and other related fees and expenses. The firm
commitment requires that initial endorsement take place within a stated time period which may be

extended with approval from FHA.

Construction and Rent-Up

Construction of the development is required to proceed in accordance with the FHA standard
form of Building Loan Agreement. See “The Mortgage Loan Documents — Building Loan Agreement” n
this Appendix. During construction, a licensed inspecting architect hired by the owner and an FHA
inspector make periodic inspections to ensure on-site conformity with FHA-approved plans and
specifications. Under the Building Loan Agreement, funds are disbursed on a percentage of completion
basis with periodic requisitions for advance of funds. Prior to any disbursement, certain conditions must
be satisfied, including the completion of certain inspections of the construction, the submission and
approval of certain documentation of construction work progress and compliance with the approved
plans and specifications and the provision of updated title evidence satisfactory to the mortgagee and
FHA and others. Each advance will be insured by FHA upon disbursement in accordance with FHA
regulations. Disbursements of advances continue for only so long as the owner is not in default under the
mortgage and otherwise complies with the requirements for disbursements.

Construction Changes. Changes in the plans and specifications originally approved by FHA at
initial endorsement must be approved in writing by the owner, the owner’s architect, FHA and the
mortgagee (as well as the bonding company providing the contractor’s payment and performance bond
where such bonds are required and the scope of the change warrants prior approval). In the event of 2
change order which witl result in net increases in construction costs, the mortgagee is required to collect
the amount of such expected increase from the owner prior to disbursement of the next advance unless
FHA waives the requirement. Such funds may be disbursed to the owner and contractor as the additional

work contemplated by the change order progresses and is approved by FHA.

Cost-Certification. Prior to final closing and final endorsement, the owner and the contractor
must submit cost-certifications prepared by independent public accountants for FHA approval. After
teviewing such certified cost, FHA determines the amount of the “maximum insurable mortgage.” In the
event that the maximum insurable mortgage amount is less than the amount of the mortgage note at
initial endorsement, the mortgage note will be reduced. In the event that the maximum insurable
mortgage is in excess of the amount of the note at initial endorsement, the mortgage note may under
certain circumstances be increased with the consent of the mortgagee and FHA.

Development Rent-Up. As the construction of a development nears compietion, the owner '

begins to market those units which are available for occupancy. In certain developments, it may be
possible to rent some of the units which have been completed prior fo the completion of the entire

development.

FHA regutations require a certificate of occupancy from appropriate local governing bodies and
a muiti-peril liability insurance policy from the owner prior to the occupancy of any unit in a

development.
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Final Endorsement for Insurance. Final endorsement of the mortgage note occurs only after
cost-certification is completed. Increases in the maximum insurable amount of the mortgage loan
approved by FHA and the mortgagee are funded at this time. Amounts remaining to be advanced under
the mortgage will be disbursed, contingent upon FHA approval, upon the receipt of acceptable title
insurance endorsements and the fulfillment of certain other obligations of the owner. FHA and the
mortgagee review the final closing documents and the mortgage note is finally endorsed upon a
determination by the mortgagee and FHA that all requirements for final endorsement have been satisfied.

The Mortgage Loan Documents

The FHA-insured Mortgage Loans financed with the proceeds of Outstanding Bonds were made
pursuant to certain standard form FHA documents which are hereinafter generally described.

Building Loan Agreement. The standard form FHA Building Loan Agreement which is entered
into between a development owner and a mortgagee requires, among other things, that a development be
completed in accordance with plans and specifications approved by FHA and the mortgagee, that any
changes in the drawings and specifications, and any changes by way of altering or adding to the work
contemplated or orders for extra work must be approved by the architect and any changes which will
result in a net construction cost increase, or will change the design concept, or will result in a net
cumulative construction cost decrease, may be effected only with the prior written approval of the
mortgagee and FHA, that under such cenditions as either the mortgagee or FHA may establish, advances
for construction are to be made only for work completed and accepted by FHA, together with the value
of materials and equipment not incorporated in the work but delivered to and suitably stored at the
project site, subject to a 10 percent hold back until & final inspection report indicates “substantial”
completion of the development, and that all advances are subject to prior approval of the mortgagee and

FHA,

Assurance of Completion. Pursuant to FHA regulations, the Authority as mortgagee will require
the mortgagor and general contractor for each development to execute a standard form FHA construction
contract. Under the contract, the general contractor agrees to complete construction of the development
in accordance with plans and specifications approved by FHA. In order to assure completion of
construction, the general contractor is required to provide ¢ither a payment and performance bond in an
amount approved by FHA and the Authority or to enter into a eompletion assurance agreentent with the
Authority secured by a deposit of cash or an unconditional, irrevocable letter of credit in favor of the

Authority.

Regulatory Agreement. The owner of a development, or, if the owner is a land trust, the owner
and the beneficiary of the land trust, enters into a Regulatory Agreement with FHA which sets forth
certain of the owner’s obligations in connection with the management and operation of a development.

Pursuant to the Regulatory Agreement, the owner must establish a reserve fund for replacements,

The reserve fund for replacements will be funded by monthly payments by the owner in the amount
established by FHA. Moneys in such fund may be disbursed, with prior FHA approval, to effect
replacement of structural elements or mechanical equipment of the development or for any other

purpose.

The owner may make dwelling units and services of the development available at charges as
from time to time may be mutually agreed upon between the owner and the tenants. Dwelling units may
not be rented for a period of less than 30 days.




The owner may not make, receive or retain any distribution of assets or income from the
development, except from “Surplus Cash.” “Surplus Cash” is defined in the HUD regulations as cash
remaining at the end of any semiannual or annual fiscal peried after the payment of: (1) all sums due
under the mortgage and the mortgage note; (2) all amounts required to be deposited in the reserve fund
for replacements; and (3) all obligations of the development other than the mortgage (uniess otherwise
provided for). Surplus Cash does not include amounts held in special funds required to be maintained for
the development or tenant security deposits.

In the event the owner violates any provisions of the Regulatory Agreement and fails to cure the

default within 30 days after the mailing of notice from FHA, or such longer period as FHA may
determine, the Agreement provides that FHA may declare a default. In the event of a defauit under the
Regulatory Agreement, the Agreement provides that FHA may notify the mortgagee of the default and
request the mortgagee to declare a defauit under the mortgage and mortgage note. The mortgagee is not
a party to the Regulatory Agreement and, therefore, may not directly declare the owner in default
thereunder.

Morigage Note. The standard form FHA mortgage note is a nonrecourse obligation, since the
maker is not personally liable for the payment of the principal of and interest thereon. Each mortgage
note will be in a face amount approved by FHA and will be endorsed for insurance by FHA at the initial
closing of the mortgage loan.

Each mortgage note for a development insured under Section 221 (d)(4) of the National Housing
Act will provide that prepayment of the principal amount of the Mortgage Loan may be made only with
the approvai of the Authority and FHA upon giving the Authority at least 30 days written notice. Each
mortgage note for a Development financed by the Authority under Section 221 (d)(4) with proceeds of
the Bonds will provide that, except for a refunding reguired by HUD, no prepayment may be made by the
mortgagor prior to the date on which the series of Bonds financing the Mortgage Loan are subject to
redemption at the option of the Authority, and, in the event that any prepayment of principal is made, the
mortgagor must pay to the Authority a premium on the date of such prepayment in an amount equal to
(1) the premium to be paid on the Bonds to be redeemed, and (2) such other fees and charges which are
reasonable, as determined by FHA, and which are related to the Authority’s cost of redeeming the series
of Bonds sold to finance the Mortgage Loan. The remaining principal amount, if any, will be
reamortized over the remaining portion of the original mortgage term in monthly payments in an amount
approved by the Authority, FHA and the Trustee,

Morigage. In order to secure the payment of the debt evidenced by the mortgage note, the owner
of each development will grant, for the benefit of the payee under the mortgage note, a security interest
on the project site, together with all buildings, inprovements and fixtures to be constructed on the site
and all articles of personal property of the owner located on the site (collectively, the “mortgaged
property”) and, in addition, wili assign to the mortgagee ali rents, profits and income to be derived from
the mortgaged property. Until final payment of the indebtedness, each owner agrees not to encumber the
mortgaged property in any way without the consent of the mortgagee and FHA.

In addition to the monthly payments due under the mortgage note, the mortgage obligates the
owner to deposit with the mortgagee in escrow on the first day of each month sums sufficient to provide
the mortgagee with funds to pay the next annual mortgage insurance premium and to pay the estimated

fire and property insurance premiums, taxes and assessments, if any, with respect to the mortgaged -

property. The standard FHA documents described above have been modified with the consent of FHA to
add certain requirements of the Authority. [n addition, the Authority expects to enter into its own




regulatory agreements with the mortgagor regulating the rents, distributions, use, occupancy,
management and operations of the Developments,

Collection of Insurance Benefits

The mortgagee is required to notify FHA within 60 days after the date of an event of default by
the owner under the mortgage note or mortgage which continues for 30 days. Unless extended by FHA,
applicable FHA regulations further require that the mortgagee must, within 75 days of the date of the
event of default under the mortgage, make an election either to (1) assign the mortgage to FHA, or (2)
acquire and convey the property to FHA. If there occurs an event of default during the term a
prepayment premium is payable under the mortgage note or during the period when no prepayments are
permitted under the mortgage note the mortgagee is required to request from HUD a three-month
extension of the deadline for filing a notice of its intention to file an insurance claim and its election to
assign the mortgage. If HUD grants an extension the mortgagee is required to assist the mortgagor in
arranging a refinancing to cure the default and avert an insurance claim. HUD makes its determination
whether to grant the three-month extension of the election notice filing deadline based on its analysis of
the project’s financial condition and its assessment of the feasibility of arranging a successful
refinancing,

Upon the assignment of a defaulted mortgage to FHA, FHA will reimburse the mortgagee an
amount equal to the unpaid principal balance of the mortgage loan at the date of default {less one
percent), plus interest at the debenture interest rate from the date of default through the date of payment
of such benefits, less one percent of the outstanding principal balance of the mortgage as of the date of
default from the amount of insurance benefits paid to the mortgagee. FHA also deducts: (1) certain
interest losses; (2) any cash, letter of credit or securities held by the mortgagee or its agents or to which it
is entitled including deposits made for the account of the mortgagee and which have not been applied in
reduction of the principal amount of the mortgage loan indebtedness: (3) any amounts received by the
mortgagee after the date of default with respect to such development; and {4) certain other deductions
which may be made from insurance benefits paid by FHA.

Under the FHA insurance contract with the mortgagee, FHA agrees to pay interest to the
mortgagee from the date of default at the “debenture” rate of interest which is in effect on the date FHA
issues its firm commitment or the date of initial endorsement, whichever rate is higher until the date
insurance benefits are paid. Payment of insurance benefits will be made in cash unless the mortgagee
requests that insurance benefits be paid in debentures. The Authority has covenanted in the series
resolutions pursuant to which FHA-insured developments were financed to request payment in cash.

In the case of a monetary default, the date of default is deemed to be the date on which payment
originally should have been received. Since interest is paid one month in arrears in FHA mortgage
transactions, the mortgagee will not, in the event of a claim for insurance benefits, be reimbursed for
interest which had accrued in the previcus month and was due and payable on the date of default. FHA
will reimburse the mortgagee only for interest at the debenture interest rate commencing on the date of
default.

~ Upon a default by the mortgagor which entities the mortgagee to assign the mortgage to FHA,
the mortgagee must notify FHA of the default and of the mortgagee’s intention to assign the mortgage to
FHA. Upon receipt of this notification and election, FHA reviews the documentation to determine
whether the morigagee is entitled to assign the mortgage and to receive insurance benefits under the
mortgage insurance contract. Prior to actual assignment of the loan to FHA and receipt of insurance




benefits, the mortgagee must also satisfy certain legal requirements including submission of a title policy
showing that no liens or encumbrances {except for encumbrances approved by FHA) are superior to the

mortgage lien.

The mortgagee is required to submit all required documentation within 45 days from the date the
mortgage is assigned to FHA, uniess the time is extended by FHA. The documentation required fo be
supplied to FHA includes credit instruments and other assurances, warrants or bonds requested by FHA.
If the election is not made or the documents are not delivered within the 45 days allowed, FHA will not
pay the mortgagee interest on sums outstanding from the date the election should have been made or the
date the required documents should have been submitted to FHA, whichever is applicabie, to the date
when the insurance claim is finally paid unless FHA has agreed to extend the period with interest,

The ability of the mortgagee to realize benefits of insurance in the event of a non-monetary
defzult resulting from the failure of a mortgagor to comply with the occupancy, rental and use
requirements under applicable Federal tax laws and regulations thereunder has not been conclusively
determined, and the mortgagee may have to exercise other remedies, the effectiveness of which may
depend on the discretion of a court, to enforce such requirements so as to prevent the interest on
obligations issued to finance such developments from.becoming subject to Federal income taxes.

Partial Settlement Upon Assignment. FHA may pay a portion of an insurance claim prior to the
delivery of required documents, including the mortgage note and the mortgage. [f the claim is made in
connection with a mortgage loan which has not yet been finally endorsed, FHA may pay 70 percent of
the outstanding principal balance of the loan within 30 days of the filing of an assignment of the
mortgage loan to FHA, provided that the pertinent data is submitted to FHA in a timely manner. In the
case of a mortgage loan which has been finally endorsed, FHA may, but is not obligated to, pay 90
percent of the outstanding principal balance within 30 days of the filing of an assigament of the
mortgage loan to FHA provided the pertinent data is submitted t¢ FHA in a timely manner. Any
remaining balances are paid to the mortgagee after FHA has received and audited final financial data.
Legal clearance is also required before final payment is made and all necessary documents, including but
not limited to, the mortgage note, mortgage, applicable assignments and the title policy, are required to
be delivered to FHA in acceptable form.

Deposits Held by Morigagee. The mortgagee is responsible for all deposits under its control, and
FHA deducts from any insurance claim the amount of cash held by the mortgagee on behalf of the
owner. Where deposits are held by the mortgagee in the form of a letter of credit, it is the mortgagee’s
responsibility to convert the letter of credit to cash in the event the funds are necessary. For insurance
purposes, FHA views a letter of credit held in lieu of a cash deposit as the equivalent of cash. FHA does
not review or approve letters of credit. The Authority requires letters of credit to be unconditional and

irrevocable.

The mortgagee is responsible for all funds in its custody and must therefore obtain approvals
from FHA and others, when required, prior to release of any funds which may be in its possession.
Failure properly to protect such funds may result in a deduction from the FHA insurance claim in an

amount equal to the funds FHA asserts should properly have been held as a deposit.

Warranties Upon Assignments. In the event of an assignment of a mortgage, FHA requires the
mortgagee to warrant that (1) no act or omission of the mortgagee has impaired the validity and priority
of the mortgage; (2) the mortgage is prior to all mechanics’ and materialmen’s liens filed of record
subsequent to the recording of the mortgage, regardiess of whether such liens attached prior to the



recording date; (3) the mortgage is prior to all liens and encumbrances which may have attached or
defects which may have arisen subsequent to the recording of the mortgage except such liens or other
mafters as may be approved by FHA; (4) the amount stated in the instrument of assignment is actuaily
due under the mortgage and there are no offsets or counterclaims against such amount; and {5) the
mortgagee has a good right to assign the mortgage. In assigning its security interest in chattels, including
materials, located on the premises covered by the mortgage or its security interest in building
components stored either on-site or off-site at the time of the assignment, the mortgagee is required to
warrant that (a) no act or omission of the mortgagee has impaired the validity or priority of the lien
created by the chattel security instruments: (b) the mortgagee has a good right to assign the security
instruments; and {¢) the chattel security instruments are a first lien on the items covered by the
instruments except for such other liens or encumbrances as may be approved by FHA,

Title insurance Policy (Mechanics' and Other Liens). The mortgagee will be required to furnish
FHA with a title policy which names FHA as the insured party and which assures FHA that the mortgage
loan to be assigned constitutes a first fien on the mortgaged premises, subject only to such exceptions as
are previously approved by FHA. The mortgagee will be required to remove any intervening liens and to
obtain an updated endorsement within the 45-day period during which documents are required to be
submitted. FHA wili deduct the amount of any liens which have priority over the mortgage lien from the
mortgagee’s FHA insurance claim.

Tax liens against the property which have priority over the lien of the mortgage must be paid by
the mortgagee. Although the mortgagee will be reimbursed for funds it advances to pay real estate taxes
on the mortgaged property, failure to pay taxes when due may result in a penalty which will not be
reimbursed by FHA in connection with the insurance claim.

Inspections and Hazard Insurance Policy. The mortgagee is required to inspect the mortgaged
property at least annually and to advise FHA of its recommendations for actions necessary to protect or
maintain the property and to maintain adequate hazard insurance coverage. Failure to maintain adequate
coverage is grounds for termination of the FHA insurance contract, unless FHA has been notified ina
timely manner of the unavailability of coverage. Losses oceurring as a result of a failure properly to
insure the mortgaged property will be deducted from the mortgage insurance claim.

Transfer of the Mortgage. In certain circumstances the mortgagee is permitted to transfer some
or all of its interest in the mortgage. The transfer, pledge or assignment of a mortgage in a manner which
is not in compliance with FHA requirements is grounds for termination of the FHA insurance. Prior to
final endorsement, the mortgage note may be assigned only to another FHA-approved mortgagee with
the approval of FHA. Subsequent to final endorsement, the mortgage loan may be assigned to another
FHA-approved mortgagee after notice to FHA on a prescribed form.

Losses on Advances Other than Mortguge Proceeds. Although the meortgagee will be reimbursed
for advances properly made for taxes, insurance premiums and preservation of the property, such
reimbursement may not fully compensate the mortgagee for the making of such advances, since the
mortgagee will be paid only the rate of debenture interest on such advances from the date of default,

Reimbursement for Maintaining the Morigaged Property. FHA will reimburse the m ortgagee for
funds advanced to maintain or preserve the mortgaged property, if the approval of FHA is received prior
to the time such funds are advanced.




Funding of Reserves. The funding of a replacement reserve for each development that is the
subject of FHA mortgage insurance remains fixed at the initial year level, which is 0.6 percent of the
construction cost of a newly constructed development and 0.4 percent of the mortgage loan amount for a
rehabilitation development. Withdrawals from the replacement reserves of developments subject to FHA
mortgage insurance are subject to FHA approval. An additional working capital reserve of two percent
of the mortgage loan amount is required and is released at final endorsement. Draws against the
additional working capital reserve can be made only with FHA consent. The reserve is an offset against
FHA mortgage insurance benefits in the event of a claim.

HUD Override of Prepayment Prohibition and Penalties. Pursuant to Mortgagee Letter 87-9.
dated February 20, 1987 (“Mortgagee Letter 87-97), prepayment prohibitions and penalties may be
included by the mortgage only if the following conditions are satisfied: (1) the mortgage note includes an
override provision permitting prepayments of the mortgage loan to be made in whole or in part without
penalty prior to the date on which the mortgage note is otherwise permitted to be prepaid with a penalty
of 1 percent or iéss upon HUD's determination that a prepayment will avoid 2 mortgage insurance claim
and therefore be in the best interest of the Federal government; and (2) the mortgagee certifies that, in the
event a default occurs prior to the date on which the mortgage note is otherwise permitted to be prepaid
with a penalty of 1 percent or less, it will {2) request a three-month extension of the deadline for the
filing of an FHA mortgage insurance claim and election tc assign the mortgage note to HUD;: (b} during
the period of extension as approved by HUD, assist the mortgagor in arranging & refinancing to cure the
defanlt and avert an insurance claim; (¢) report to HUD at least monthly on arrangements relating to the
refinancing of the project; (d) cooperate with HUD in taking reasonable steps in accordance with prudent
business practices to avoid an insurance claim; and (¢} require successors and assigns to the mortgagee’s
interest in the mortgage loan to be bound by these conditions. The Authority has agreed to be bound by
these requirements in connection with mortgage loans originated after the release of Mortgagee Letter

87-9.

Mortgagee Letter 87-9 further states that HUD would consider exercising the override provision
- described above only if:

(1) the mortgagor has defaulted and HUD has received notice of such defauit;

{2) HUD determines that the project has been experiencing a net income deficiency, which
has not been cavsed solely by management inadequacy or lack of owner interest, and which is of such a
magnitude that the mortgagor is currently unable to make required debt service payments, pay all project
operating expenses and fund all required HUD reserves;

(3) HUD finds there is a reasonable [ikelihood that the mortgagor can arrange to refinance
the defautted loan at a lower interest rate or otherwise reduce the debt service payments through partial

prepayment; and

(4) HUD determines that refinancing the defaulted loan at a lower rate or partial prepayment
is necessary to restore the project to 2 financially viable condition and to avoid an insurance claim.
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APPENDIX H-]

Form of Opinion of Bond Counsel —- 1999 Series A Bonds
and 1999 Series C Bends

[Date of Issuance]

llinois Housing Development Authority
401 North Michigan Avenue

Suite 900

Chicago, Illinois 60611

We have examined a certified copy of the record of proceedings of the Illinois
Housing Development Authority (the " Authority"), together with various accompanying certificates
pertaining to the issuance by the Authority of § aggregate principal amount of its
Housing Bonds, 1999 Series A ( the ""1999 Series A Bonds"),and$ aggregate principal
amount of its Housing Bonds, 1999 Series C {Taxable) (the ''1999 Series C Bonds" and, together
with the 1999 Series A Bonds, the "Bonds") including the authorization, execution and delivery of
the 1999 Series A Supplemental Indenture (the "1999 Series A Supplemental Indenture™)and the
1999 Series C Supplemental Indenture (the "1999 Series C Supplemental Indenture'™), each dated
asof March 1, 1999, between the Authority and The First National Bank of Chicago, as Trustee (the
"Trustee"). The 1999 Series A Supplemental Indenture and the 1999 Serjes C Supplemental
Indenture are each issued pursuant to, and supplement, the Trust Indenture, dated as of March 1,
1999, from the Authority to the Trustee, (as so supplemented, the "Trust Indenture”). We have
also examined copies, certified by the Authority, of its authorizing resolutions with respect to the
Trust Indenture, the Bonds and the respective Series Supplemental Indentures, and certified copies
of the proceedings of the Members of the Authority at which such resolutions were adopted.

The 1999 Series A Bonds are being issued to redeem a portion of the Authority’s
Housing Development Bonds, Muiti-Family Housing Bonds and Fixed Rate Bonds previously issued
to finance mortgage loans for rental housing developments for persons and families of low and
moderate income (the "Developments™) in the State of Iilinois. The Series 1999 C Bonds are being
issued to finance a mortgage loan increase for a certain Development.

The Internal Revenue Code of 1954, as amended (the "1954 Code') and the Internal
Revenue Code of 1986, as amended, to the extent applicable, establish certain continuing
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{llinois Housing Development Authority
[Date of Issuance}
Page 2

requirements which must be met in order that interest on the 1999 Series A Bonds not be included
in gross income for federal income tax purposes. These include requirements as to the use and
investment of proceeds of the 1999 Series A Bonds, the payment of certain amounts to the United
States and the use and occupancy of the Developments. In the Trust Indenture the Authority has
made various covenants with respect to these requirements and the Authority has included various
covenants with respect to these requirements relating to the Developments financed by the 1999
Series A Bonds in documents related to the mortgage loans for those Developments.

Based upon this examination, we are of the opinion that:

: 1. The Authority is a legally existing body politic and corporate of the State of
Ilinois.

2. Under the Hlinois Housing Development Act, as amended to the date of this -

opinion (the "*Act™), the Authority has the right and power to adopt the Trust Indenture, the 1999
Series A Supplemental Indenture and the 1999 Series C Supplemental Indenture. The Trust
Indenture, the 1999 Series A Supplemental Indenture and the 1999 Series C Supplemental Indenture
have each been duly autherized, executed and delivered by the Authority, are in full force and effect
and are valid and binding upon the Authority and enforceable in accordance with its terms.

3. The Bonds are secured by a valid pledge of Revenues (as defined in the
Indenture), including all monies received by or on behalf of the Authority or the Trustee representing
(i) principal and interest payments and related payments on the Loans and the Acquired Bonds (in
each case as defined in the Trust Indenture), and (ii) Acquired Development Operating Income (as
defined in the Trust Indenture), and all other monies and investments in all Funds and Accounts
established by the Trustee, all as to the extent provided in the Resolution. The Bonds will be on 2
parity with any additional bonds (other than Subordinate Bonds, as defined in the Trust Indenture,
to which the Bonds are superior) issued in the future under the Trust Indenture with respect to such
pledge of Revenues and of moneys in the Funds and Accounts under the Trust Indenture.

4, The Bonds are valid and legally binding direct and general obligations of the
Authority as provided in the Resolution, enforceable in accordance with their terms and the terms
of the Trust Indenture and the applicable Series Supplemental Indenture and entitled to the benefits
of the Trust Indenture, the applicable Series Supplemental Indenture and the Act. The fuil faith and
credit of the Authority (subject to the provisions of resolutions or indentures pledging particular
moneys, assets or revenues of the Authority to the payment of notes, bonds or other obligations of
the Authority other than the Bonds), is validly pledged for the payment of the principal of and
premium, if any, and interest on the Bonds. :

H-1-2
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Ilinois Housing Development Authority
[Date of Issuance]
Page 3

5. Under existing law, interest on the 1999 Series A Bonds is not includible in
the gross income of their owners for federa] income tax purposes, if there is continuing compliance
by the Authority and the owners of the Developments with their respective covenants described
above. No opinion is expressed, however, as to the exclusion from gross income for federal income
tax purposes of interest on any 1999 Series A Bond for any period during which such 1999 Series
A Bond is held by a person who is a "substantial user” of any Development or a “related person” (as
defined in Section 103(b)(13) of the 1954 Code). Interest on the 1999 Series A Bonds will not be
treated as a preference item for purposes of computing the federal alternative minimum tax for
individuals or corporations. That interest is, however, includible in the earnings and profits of

corporations and may be required to be taken into account when computing the alternative minimum
tax for certain corporations.

6. The Authority has no taxing power. The Bonds are not a debt of the State of

Ilinois and the State of Hlinois is not liable on the Bonds. The Bonds are not subject to Section 26.1
of the Act,

7. Under the Act, interest on the Bonds is exempt from Illinois income tax.

The rights of the owners of the Bonds and the enforceability of the Bonds, the Trust
Indenture, the 1999 Series A Supplemental Indenture and the 1999 Series C Supplemental Indenture
may be subject to bankruptey, insolvency, reorganization, moratorium and other similar laws
affecting creditors’ rights. Enforcement of provisions of the Bonds, the Trust Indenture, the 1999
Series A Supplementa! Indenture or the 1999 Series C Supplemental Indenture by an equitable or

similar remedy is subject to general principles of law or equity governing such a remedy, incl uding
the exercise of judicial discretion whether to grant any particular form of relief,

Very respectfully yours,
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APPENDIX H-2

Form of Opinion of Bond Counsel -- Acquired MFHB Bonds
[Date of Issuance]

Illinois Housing Development Authority
401 North Michigan Avenue

Suite 900

Chicago, Hlinois 60611

We have examined a certified copy of the record of proceedings of the Illinois
Housing Development Authority (the "Authority™), together with various accompanying
certificates, pertaining to the issuance by the Authority of § aggregate principal amount
of its Multi-Family Housing Bonds, 1999 Series A (the "Acquired MFHB Bonds"). The record
of proceedings includes the Authority's Multi-Famj Iy Housing Bond General Resolution, adopted
February 26, 1975, as amended and restated as of November 17, 1995 (as further amended from time
1o time, the "General Resolution™), and 2 Series Resolution pertaining to the Acquired MFHB
Bonds, adopted December 18, 1998, including a written determination of officers of the Authority
(the "Series Resolution™ and, together with the General Resolution, the *Resolution').

The Acquired MFHB Bonds mature on the dates and in the principal amounts and
bear interest as set forth in the Series Resolution. The Acquired MFHB Bonds are issuable only as
fully registered bonds in the denomination of $5,000, or authorized multiples of that amount. The
Acquired MFHB Bonds are subject to redemption prior to their maturity as provided in the Acquired
MFHB Bonds. We have also examined an executed and authenticated Acquired MFHE Bond.

Based upon this examination, we are of the opinion that:

1. The Authority is a legally existing body politic and corporate of the State of
Iliinois. :

2, Under the Illinois Housing Development Act, as amended to the date of this
opinion (the "Act"), the Authority has the right and power to adopt the Resolution. The Resolution
has been duly and lawfully adopted by the Authority, is in full force and effect, is valid and bindin g
upon the Authority and is enforceable in accordance with its terms. No authorization of the
Resolution is required in addition to that which the record of proceedings evidences has been taken.
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Ilinois Housing Development Authority
[Date of Issuance]
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3. The Acquired MFHB Bonds have been duly and validly authorized by the
Authority and issued in accordance with law and the Resolution.

4, The Acquired MFHB Bonds are secured by a valid pledge of mortgages
securing the Mortgage Loans (as defined in the Resolution) which have been or are subsequently
made by the Authority and which have been or will be financed by the issuance of outstanding bonds
previously issued under the General Resolution, of the Acquired MFHB Bonds and of additional
bonds which may be issued under the General Resolution (together. the "Bonds™). The Acquired
MFHB Bonds are also secured by a valid pledge of the Revenues defined in the Resolution and
certain other receipts of the Authority derived from the developments with respect to which such
Mortgage Loans have been or will be made and of the moneys and securities in funds and accounts
established by the Resolution (including the Debt Service Reserve Fund), all as to the extent
provided in the Resotution. The Acquired MFHB Bonds are on a parity with outstanding Bonds
previously issued under the General Resolution and additional series of Bonds which may be issued
under the General Resolution in the future with respect to such pledge of mortgages, Revenues and
of moneys and securities in the Debt Service Reserve Fund.

5. The Acquired MFHB Bonds are valid and legally binding direct and general
obligations of the Authority as provided in the Resolution, secured by a pledge of Revenues,
Prepayments, Recovery Payments, Acquired Development Receipts (as these terms are defined in
the Resolution), Mortgage Loans and monies and securities held in the Funds and Accounts
established by the Resolution, and enforceable in accordance with their terms and the terms of the

" Resolution and entitled to the benefits of the Resolution and the Act.

6. The Authority has no taxing power. The Acquired MFHB Bonds are not a
deht of the State of Iilinois and the State of Illinois is not liable on the Acquired MFHB Bonds. The
Acquired MFHB Bonds are not subject to Section 26.1 of the Act.

The rights of the owners of the Acquired MFHB Bonds and the enforceability of the
Acquired MFHB Bonds and the Resolution may be subject to bankruptcy, insolvency,
reorganization, moratorium and other similar laws affecting creditors' rights. Enforcement of
provisions of the Acquired MFHB Bonds or the Resolution by an equitable or similar remedy is
subject to general principles of law or equity governing such a remedy, including the exercise of
judicial discretion whether to grant any particular form of relief.

Very respectfully yours,

H-2-2
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APPENDIX H-3

Form of Opinion of Bond Counsel - Acquired HDB Bonds

[Date of Issuance]

[llinois Housing. Development Authority
401 North Michigan Avenue

Suite 900

Chicago, Illinois 60611

We have examined a certified copy of the record of proceedings of the Iilineis
Housing Development Authority (the "Authority”), together with various accompanying
certificates, pertaining to the issuance by the Authority of § aggregate principal amount
of its Housing Development Bonds, 1999 Series A (the " Acquired HDB Bonds"). The record of
proceedings includes the Authority'’s Housing Development Bond General Resolution, adopted by
Members of the Authority on April 17, 1970, as amended and restated as of November 19, 1993 (as
further amended from time to time, the "General Resolution™), and a Series Resolution for the
Acquired HDB Bonds, adopted by Members of the Authority on December 18, 1998, including a
written determination of officers of the Authority (the "Series Resolution™ and, together with the

General Resolution, the "Resolution'). We have also examined an executed and authenticated
Acquired HDB Bond.

The Acquired HDB Bonds are being issued for the purpose of redeeming certain
outstanding Series of Housing Development Bonds of the Authority issued pursuant to the General
Resolution. The Acquired HDB Bonds mature on the dates and in the principal amounts and hear
interest as set forth in the Series Resolution. The Acquired HDB Bonds are issuable only as fully
registered bonds in the denomination of $5,000 or a multiple thereof. The Acquired HDB Bonds are
subject to redemption prior to their maturity as provided in the Acquired HDB Bonds.

Based upon this examination, we are of the opinion that;

1. The Authority is a Jegally existing body politic and corporate of the State of
Lllinois.
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Iliinois Housing Development Authority
[Date of Issuance]
Page 2

2. Under the Illinois Housing Development Act, as amended to the date of this
opinion (the " Act™), the Authority has the right and power to adopt the Resolution and perform its
obligations thereunder. The Resolution has been duly and lawfully adepted by the Authority, is in
full force and effect, is valid and binding upon the Authority and is enforceable in accordance with
its terms. No authorization of the Resolution is required in addition to that which the record of

proceedings evidences has been taken.

3. The Acquired HDB Bonds have been duly and validly authorized by the
Authority and issued in accordance with law and the Resclution, and constitute valid and legally
binding direct and general obligations of the Authority as provided in the Resolution, enforceable
in accordance with their terms and the terms of the Resolution and entitled to the benefits of the
Resolution and the Act. The full faith and credit of the Authority (subject to the provisions of
resolutions pledging particular moneys, assets or revenues to the payment of notes, bonds or other
obligations of the Authority other than the Acquired HDB Bonds} is validly pledged for the payment
of the principal of and premium, if any, and interest on the Acquired HDB Bonds.

4. The Acquired HDB Bonds, together with all bonds (collectively, the "Bonds”)
heretofore and hereafter issued and outstanding on a parity therewith under the General Resolution,
are secured by a valid pledge of (i) the Revenues {as defined in the Resolution) and (ii) moneys and
investments in the funds and accounts established by the Generai Resolution. Section 26.1 of the Act
does not apply to the Acquired HDB Bonds. The Authority has no taxing power. The Acquired
HDB Bonds are not a debt of the State of Illinois and the State of Illinois is not liable on the

Acquired HDB Bonds.

The binding effect and enforceability of the Acquired HDB Bonds and the Resolution
are subject to the effect of any applicable bankruptcy, insolvency, reorganization, moratorium or
other similar laws affecting the enforcement of creditors' rights. Enforcement of provisions of the
Acquired HDB Bonds or the Resolution by an equitable or similar remedy 1s subject to governing
sucharemedy, including the exercise of judicial discretion as to whether to grant any particular form
of relief, Furthermore, we express no opinion as to the binding effect or enforceability of any
mortgage loan made by the Authority from the proceeds of bonds issued under the General

Resolution.

Very respectfully yours,

H-3-2
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APPENDIX |
SUMMARY OF CONTINUING DISCLOSURE COVENANT

1. The Authority shall make all required filings and reports so that all requirements of Rule
15¢2-12(b)(5) of the United States Securities and Exchange Commission, as amended from time to time,
are met with respect to the Offered Bonds.

2. Each year the Authority shall provide annual financial information concerning the
Offered Bonds to each nationally recognized municipal securities information repository and to any
entity designated by the State of Hlinois as a state information depository for purposes of Rule 15¢2-
12{b}(5). A copy of the annual financial informaticn shall also be provided to the Trustee. The annual
financial information shall be so provided within 180 days after the end of the Authority’s fiscal year,
beginning with the fiscal year ending June 30, 1999. Copies of the annual financial information shall
also be made available to any beneficial or registered owner of Offered Bonds upon request. The annual
financial information shall include the Authority’s audited financial statements, prepared in accordance
with generally accepted accounting principles as in effect from time to time. The annual financial
information shall also include the financial and operating information of the type set forth in the final
Official Statement for the Offered Bonds, including the fotlowing information:

(a) Information concerning the Financed Developments set forth under the captions “THE
OFFERED BONDS - Redemption — Special Redemption” and “FINANCED
DEVELOPMENTS - Description of Financed Developments.”

(b) Information concerning the MFHB Developments set forth under the captions
“CERTAIN INFORMATION REGARDING THE MFHB PROGRAM — General,” “~
Description of Developments Financed by the MFHB Bonds,” “— MFHB Mortgage Loan
Portfolio,” “~ MFHB Program Financial Information,” and “~ Acquired MFHB
Development” in Appendix B.

{c) Information concerning the HDB Developments set forth under the captions “CERTAIN
INFORMATION REGARDING THE HDB PROGRAM — General,” “~ Description of
HDB Developments,” and “~ HDB Program Financial Information” in Appendix D,

{d) Information regarding the principai amount, interest rate, optional prepayment date and
maturity for the Loans.

(e) Information regarding the principal amount, interest rate, maturity and redemption
provisions for the Acquired Bonds. '

® Information concerning amounts on deposit in the Reserve Fund in respect of Bonds
issued under the Indenture, in the Debt Service Reserve Fund in respect of the MFHB
Bonds and in the Capital Reserve Fund in respect of the HDB Bonds.

The annual financial information may include any or all information by incorporating, by specific
reference, other documents which have been provided to each of those national information repositories
and the state information depository, if any. If the incorporated information is in an Official Statemnent,
it must be available from the Municipal Securities Rulemaking Board. The annual financial information
shall include a notice of any change in the Authority’s fiscal year.
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3. Upon the occurrence of any of the following events with respect to the Offered Bonds, if
material, the Authority shall report the event in a timely manner to the state information depository, if
any, and either to each of the national information repositories described above or to the Municipal

Securities Rulemaking Board:
i principal and interest payment delinquencies;
ii. non-payment related defaults;

. unscheduled draws on debt service reserves reflecting financial difficulties;

v, unscheduled draws on credit enhancements reflecting financial difficulties;

V. substitution of credit or liquidity providers or their failure to perform;

vi. adverse tax opinions or events affecting tax-exempt status; |

vii.  modifications to rights of Owners of the Offered Bonds;

viii.  non-scheduled redemptions;

ix. _ defeasances;

X. release, substitution, or sale of property securing repgyrnent of the Offered Bonds; and
xi. rating changes.

The Authority will give a copy of each such report to the Trustee. The Authority will give notice in a
timely manner to the Trustee, to the state information depository, if any, and either to each of the
national information repositories or to the Municipal Securities Rulemaking Board of any failure timely

to provide the annual financial information as provided in this Section.

4. The undertaking of the Authority described in this summary is a contract between the
Authority and the beneficial and registered owners from time to time of the Offered Bonds. It may be
enforced by any beneficial or registered owner of Offered Bonds. The sole remedy with respect to the
Authority’s compliance with its undertaking described in this summary shall be to require compliance.
The undertaking described in this summary shail be solely for the benefit of the beneficial or registered
owners of the Offered Bonds from time to time, and shall create no right in anyone else. The Trustee
shall have no powers or duties with respect to the undertaking described in this summary. No violation
by the Authority of any provision described in this summary shall constitute any Event of Default or a

default under the Indenture or under the Act.

5. The obligation of the Authority described in this summary shall end upon the Offered
Bonds being paid or treated as paid as provided in the Indenture, except for the obligations to give notice

under 3(vi} and 3(viii} above.
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6. The Authority may by resclution amend the undertakings described in this summary at
any time to the cxtent and in the manner allowed by Rule 15¢2-12(b)(5), as amended from time to time,
if the Authority’s undertaking described in this summary, as amended, shall continue to comply with the
Rule, the amendment to be effective upon receipt by the Autherity of an opinion of bond counsel,
selected by it with significant federal securities law expertise, to that effect. Any such amendment shail
be described in the next annual financial information,
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APPENDIX J

FORM OF BOND INSURANCE POLICY



MBlA

FINANCIAL GUARANTY INSURANCE POLICY

MBIA Insurance Corporation
Armonk, New York 10504
Policy No. [NUMBER]

MBIA Insurance Corporation (the "Inswrer"), in consideration of the pavment of the premium and subject the terms of this policy, hereby
uncorditionally and imevocably guarantees 1o any owner, as hereinafier defined, of the following described obligations, the full and corpiete payment
required to be made by or on behalf of the Issuer to [PAYING AGENT/TRUSTEE] or its successor {the "Paying Agent™) of an amount equal o (i) the
principal of (either at the stated maturity or by any advancement of maturity pursuant to a mandatory sinking fund payient) and imerest on, the

Obligations (as that term is defined below} as such payments shall become due but shall not be so paid (except that in the gvent of any acceleration of

the due date of such principat by reason of mandatory of optional redemption or acceleration resulting from default or otherwise. other than any
advancement of maturity pursuant to a mandatory sinking fund payment, the payments guaraniced hereby shail be made in such amounts and af such
tirnes as such payments of principal would have been due had there not been any such aceeleration); and (i) the reinbursement of any such payment
which is subsequently recovered from asmy owner pursuant o 2 final judgment by a court of competent jurisdiction that such payment consutwies an
avoidable preference to such owner within the meaning of any applicable bankeuptcy law. The amounts referred 0 in clauses (1) and (U) of the
preceding sentence shall be referred to herein cotlectively as the "Insured Amounts.” "Obligatons” shall mean:

[PAR]
LEGAL NAME OF ISSUE]

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by registered of certificd mail. or upon receipt of

written notice by registered or certified mail, by the Insurer from the Paving Agent or any owner of an Obligation the payment of an Insured Amount

for which is then due, that such required payment has not been made, the Insurer on the due date of such pavment or within one business day afler

receipt of notice of such nonpayment, whichever is later, will take a deposit of funds. in an account with Staie Street Bank and Trust Company. MN.A.

in New York New York, or its successor, sufficient for the payment of any such Insured Amounts which are then due. Upon presenment and

surrender of such Obligations or presentment of such other proof of ownership of the Obiigations, together with aty appropriaie insmuvents of
assignment to evidence the assignment of the Insured Amounts due on the Obligations as are paid by the Insurer, and appropriaie instuments 1 effect

the appointment of the Insurer as agent for such owners of the Obligations in any legal proceeding relaied o payment of inswed Amoums on the
Obligations, such instruments being in a form satisfactory to State Strect Bank and Trust Company, N.A.; State Street Bank and Trust Cormpany. N.A.

shall disburse to such owners, or the Paving Agent payment of the Insured Amounts due on such Obligations, less any amount held by the Paving

Agent for the payment of such Insured Amounts and legally available thercfor. This policy does not insure against loss of any prepayment premium

which may at any time be payable with respect to any Obligation.

As used herein. the term "owner* shali mean the registered owter of any Obligation as indicated in the books maimained by the Paving Agent, the
fssuer. or anv designee of the Issuer for such purpose. The term owner shall net include the Issuer or any party whose agreement with the lssuer
coustinttes the underlving security for the Chligations.

Anty service of process on the Insurer may be made to the Insurer at its offices located at 113 King Street, Armonk. New Yok 10504 and such senvice
of process shail be valid and binding.

This policy is non-canceliable for any reason. The preminm on this policy is not refundable for any reason including the payment prior © maturity of
the Chligations.

IN WITNESS WHEREOF, the Insurer has caused this policy. to be executed in facsimile on its behalf by its duly authorized officers. this [DAY] day

of PMONTH, YEAR].
VMBIA Insurance Corporation
| AN
~ President X‘N\E” *
e
Attest: Q@
Assisont SepRtary
STD-R4
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