MORTGAGE CREDIT CERTIFICATE (“MCC”)
PROGRAM

This Mortgage Credit Certificate (“MCC”) Program Manual is intended to be used in
conjunction with the Washington State Housing Finance Commission’s (the
“Commission”) House Key State Bond Program Manual which can be found at
http://www.wshfc.org/sf/downloads.html. Many of the terms and conditions of the
House Key State Bond Program are also applicable to the MCC Program. The
Commission’s House Key State Bond Program is NOT available for use with the MCC
Program.

All loan originators are eligible to offer MCCs to their borrowers. The lender approving
and funding the loan is required to sign the MCC Participation Agreement prior to
offering the MCC Program to customers. The MCC Agreement details the Participant
Lender’s responsibilities, including reports provided to the IRS.

The MCC Program was authorized by Congress in the 1984 Tax Reform Act as a means
of providing housing assistance to low- and moderate-income homebuyers. The
feasibility of the MCC Program and the degree to which it can provide housing assistance
is totally dependent upon the extent to which homebuyers have federal tax liability which
can be offset by the MCC tax credit. Typically, higher income homebuyers with few
deductions or credits are generally the best able to use the MCC tax credit as a form of
housing assistance.

A qualified homebuyer using the MCC is able to claim up to 20% of annual mortgage
interest paid as a federal income tax credit. The remaining mortgage interest (80%)
continues to qualify as an itemized deduction. As an example, on a $200,000 mortgage
with a 6% interest rate the homebuyer will pay $12,000 in interest the first year. Twenty
percent of this amount, or $2,400, can be used to directly reduce the homebuyer’s federal
income tax liability. The MCC Program provides a dollar-for-dollar reduction of federal
income taxes. Unused credit can be carried forward up to three years and the homebuyer
can retain the federal tax credit for the life of the loan so long as the homebuyer continues
to occupy the property as their principal residence.

The Commission may reissue the MCC when the holder of the certificate refinances the
original mortgage loan so long as certain guidelines are met as outlined in the
“Reissuance” section of this MCC Program Manual.
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2 - ELIGIBILITY GUIDELINES

The MCC will be issued only with respect to a loan made in compliance with the federal
eligibility requirements as may be found below and in the relevant sections of the House
Key State Bond Program Manual:

FIRST-TIME HOMEBUYER REQUIREMENT

The MCC Borrower(s) must be a First-Time Homebuyer unless the Single-Family
Residence is located within a Targeted Area (see “ELIGIBLE PROPERTIES” below). A
First-Time Homebuyer is defined as someone who has not owned and occupied a primary
residence at any time in the three years preceding the closing of the Mortgage Loan.

Applicants may qualify if they owned other property such as vacation property, a
recreational vehicle, a mobile home (not affixed to real property and for which they paid
no property tax or claimed a mortgage interest deduction), or if they inherited property in
which they did not reside.

The primary form of documentation is the federal income tax returns for the last three
years submitted by the Applicant at loan application. The Participant Lender must
examine the returns to determine that no mortgage interest or real estate tax deductions
were taken.

MAXIMUM ANNUAL HOUSEHOLD INCOME LIMITS

(See also Section 3 “Eligible Borrowers” of the House Key State Bond Program Manual
for instructions on how to calculate compliance income)

Non-Targeted Targeted
County 1-2 persons 3 or more 1-2 persons 3 or more
persons persons

Jefferson/Skagit/Whatcom  $70,000 $80,000 $70,000 $80,000
Island/Kitsap/Thurston

Clark/Pierce $80,000 $90,000 $80,000 $90,000
San Juan $75,000 $90,000 n/a n/a
King/Snohomish $90,000 $97,000 $90,000 $97,000
All Other Counties $65,000 $75,000 $80,000 $85,000

MAXIMUM ACQUISITION COST LIMITS

(See also Section 4 “Property Requirements” of the House Key State Bond Program
Manual for additional property requirements.
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Acquisition cost limits of a Single-Family Residence must not exceed the following:

County Non-Targeted Targeted
Clark $330,000 $360,000
Island/Jefferson $300,000 $360,000
Pierce/Snohomish $370,000 $395,000
King/San Juan $450,000 $475,000
Kitsap $285,000 $335,000
Whatcom $285,000 $335,000
Skagit $285,000 NA

All Other Counties $235,000 $285,000

ELIGIBLE PROPERTIES

(See also Section 4 “Property Requirements” of the House Key State Bond Program
Manual for additional property requirements)

Eligible properties are new or previously occupied single family residential dwelling
units located in a Washington State, including stock held by a tenant shareholder in a
cooperative housing corporation, manufactured housing, and homes located on Native
American trust land.

Eligible properties may be located in both Targeted Areas and non-Targeted Areas. A
Targeted Area is defined as either a census tract in which 70% or more of the households
have an income which is 80% or less of the statewide median family income, or an area
designated as an area of chronic economic distress. (See also Section 4 “Property
Requirements” of the House Key State Bond Program Manual to see if the property is in
a Targeted Area.). Note: Not all counties have Targeted Areas.

If the property is a manufactured home, it must have a minimum of 400 square feet of
living space and a minimum width in excess of 102 inches and which is of a kind
customarily used at a fixed location. If property is a rehab, rehab must be complete and
final inspection provided prior to issuance of the MCC.

A copy of the full appraisal relating to the property must be provided to the Commission.

OWNER OCCUPANCY

The MCC is valid for the life of the loan, so long as the MCC holder remains the owner-
occupant of the residence.
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HOMEBUYER EDUCATION

The MCC applicant must complete a Commission sponsored homebuyer education
seminar. Please see the Commission’s Website for a complete list of seminars. If the
MCC applicant is not able to attend an in-person class, online homebuyer education is
available through eHome America with links on the Commission’s website.
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3 - MORTGAGE GUIDELINES

MCC:s are available with fixed or adjustable rate conventional conforming loans (i.e.,
Fannie Mae or Freddie Mac saleable), FHA, VA, Rural Development mortgages, all
allowable loan types as listed on Page 2.1 of the House Key manual, and other loans.
The Commission’s House Key State Bond Program is NOT available for use with the
MCC Program.

Participant Lenders will establish all underwriting criteria, including interest rate, down
payment requirement, term, fees, points, and closing costs based on the mortgage loan
type. However, MCC applicants may not be charged more than the reasonable fees as
would be charged to a borrower applying for a mortgage not provided in connection with
the MCC. Participant Lenders may charge up to a $100 MCC processing fee at closing.

The Participant Lender performs the mortgage processing and underwriting procedures in
the normal manner for the applicable type of loan. The Commission does not underwrite
or make loans, and the Commission does not establish underwriting criteria with respect
to loans made by Participant Lenders.

The MCC operates as a federal tax credit reducing the federal income taxes of eligible
homebuyers purchasing a qualified residence, thereby making more funds available for
the house payment. The Participant Lender may consider the benefits of the MCC when
determining the amount of income available for the monthly housing payment and debt
ratios by adding the MCC benefit to the MCC applicant’s gross income. If the MCC
applicant is receiving an FHA loan, the benefit may be used to directly offset the
mortgage payment before calculating the qualifying ratios.
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4 —MCC CALCULATION

To determine the amount of the MCC, the Participant Lender multiplies the loan amount
by the interest rate of the loan. This amount is approximately the first year interest paid
by the MCC applicant. The first year interest is multiplied by 20%, the percentage of the
federal tax credit. That percentage of interest can then be divided by 12 to arrive at a
monthly figure.

For example, a home buyer with a $200,000 loan amount with a 6% percent mortgage
rate will have a first year interest of approximately $12,000. That $12,000, when
multiplied by 20%, equals $2,400. If the federal income tax liability for the homeowner is
$2,400 or more, then the federal taxes would be reduced by $200 each month. (See MCC
Tax Credit Worksheet form (MCC13.1) for an example of how the tax is calculated.)

The balance of the interest paid remains a mortgage interest deduction for federal income
tax purposes.

It is important for the MCC holder to know that the amount of the credit will decrease
over the life of the loan as the interest is paid down.
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5 - MCC RESERVATION PROCESS

IN GENERAL

MCCs are reserved pursuant to a first-come, first-served reservation process. MCCs may
be reserved once an individual has a fully executed (signed by both buyer and seller)
purchase and sale agreement, has demonstrated completion of a Commission sponsored
homebuyer education course, has completed a loan application with a loan originator and
appears to meet Program compliance. MCCs reserved in violation of our policy will be
cancelled. The loan officer can re-reserve if credit is available. There are no exceptions
to this policy.

If the Commission, in its sole judgment, determines that the provisions of this Program,
including this Program Manual and all related forms and documents, require amendment
or revision, the Commission may make such amendments or revisions at any time. Such
changes shall be effective at the time a notice is provided to the Participant Lender’s
Program contact via email and posted on the Commission’s website.

The Commission will cease reserving and issuing MCCs under the MCC Program when
the aggregate amount of the Commission’s available MCC authority is fully committed.
Please refer to the Commission’s Website for information on the availability of MCC’s.

MCC FEE

At the time of loan closing the Participant Lender collects the appropriate non-
refundable MCC Fee, $1000 if first mortgage is from source other than the
Commission’s Home Advantage first mortgage program or $500 if MCC is combined
with Commission’s Home Advantage first mortgage program. At loan closing, the MCC
Fee is wired to the Commission (See Section 6 for wire instructions).

RESERVATION EXPIRATION DATE
Once a reservation is accepted by the Commission, it will be valid for 90 days.
RESERVATION PROCESS

Home Advantage participating Loan Originators must reserve funds on-line at
https://www.mitas.com/wshfc/

Non-Home Advantage Loan originators must reserve funds using a fax-in or emailed
reservation process. The reservation must be made and accepted prior to loan closing.
To reserve an MCC, the loan originator must complete the Reservation Form (MCC13.9)
and fax it to the Commission at (206) 287-4456 along with the MCC Applicant’s fully
executed purchase and sale agreement and homebuyer education course certificate.
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In lieu of faxing, the Reservation Form and required documents may be emailed to
homedocs@wshfc.org.

CONFIRMATION OF A RESERVATION

The Commission will fax a reservation confirmation to the loan originator’s reservation
contact person within two business days. Reservations are confirmed as of the time the
Commission enters them into the MCC reservation system, not at the time the
Reservation Form is received. Once a reservation is confirmed, an MCC number is
assigned. This number remains with the MCC reservation and becomes the permanent
MCC number.

The Commission will return incomplete/illegible Reservation Forms by fax or email
indicating why the reservation was rejected.

RESERVATION CANCELATION
To cancel an MCC reservation, write “CANCELED” across the MCC Applicant’s

reservation confirmation and fax it to the Commission. Once a reservation is canceled,
the MCC allocation previously reserved is returned to the pool for use by the next

applicant. MCC allocations cannot be transferred to another of the loan originator’s files.

You may also cancel a reservation by sending an email to homedocs@wshfc.org
RESERVATION MODIFICATIONS

To amend a reservation, notify the Commission by fax or email of the amendments

needed. Please include the MCC number assigned by the Commission with your request.

MCC amount increases will require approval by the Commission prior to closing and will

be subject to the availability of MCC authority.
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6 — PRE CLOSING, LOAN CLOSING AND MCC
ISSUANCE

PRE CLOSING

Prior to loan closing, Participant Lenders must upload all documents on the MCC Pre-
closing Checklist (MCC 13.2) into the reservation system for preliminary compliance
review and approval. The pre-closing review process does not automatically guarantee
that the MCC will be issued. If a loan is closed and the MCC application is subsequently
found not to meet Program requirements, the MCC will not be issued.

LOAN CLOSING

Participant Lenders must upload to the reservation system all documents listed on the
MCC-Post Closing Compliance Review Checklist (MCC13.13) as well as all outstanding
closing conditions posted in the reservation system.

A loan combined with an MCC is closed in the same manner as any other loan without an
MCC. The $1,000 MCC Fee is collected for stand-alone MCCs and the $500 MCC Fee
is collected for MCCs combined with a Home Advantage first mortgage at loan closing
and wired to:

ACH Transfer Instructions (no additional charge):

ABA #: 123308825

Bank : Bank of America, New York

For credit to: Washington State Housing Finance Commission
Acct #: 105000006158

Reference:  [MCC Holder’s name and MCC number]

Wiring Instructions (additional charge below):

Please include an additional $7.50 wire fee if using this option.

ABA# 026009593

Bank: Bank of America, New York

For credit to: Washington State Housing Finance Commission
Acct#: 105000006158

Reference:  (MCC Holder’s name and MCC number)
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MCC APPLICATION PACKAGE

MCC applications will be processed in the order they are received. Upon receipt of the
required documents, the Commission will review for MCC compliance only.

Once an MCC reservation has been accepted, the Commission must receive the MCC Pre
and Post Closing Checklist before the end of 90 days from the date of the reservation
confirmation.

If the application package is complete and is in compliance, the Commission will prepare
an MCC for execution by the Commission. An incomplete application will not be
considered or processed until it is complete.

If, upon completion of the compliance review, the MCC application is approved, the
Commission will deliver the original MCC to the MCC holder and send a copy to the
Participant Lender.

If the MCC application is denied, the Commission will notify the Contact on the MCC
Post Closing Checklist (MCC13.13) the reason(s) for denial.
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7 —STEPS

Step 1 Borrower completes a Commission sponsored homebuyer education
seminar

Step 2 Buyer and Seller to sign and execute purchase and sale agreement

Step 3 Borrower makes application with a loan originator

Additional forms/items needed at loan application:

O Homebuyer education certificate for each borrower that
will be on the loan
Tax returns for prior three years
Recent pay stubs within 45 days of closing & VOE
Notice of MCC Fee Guidelines (MCC13.3)
Notice of Potential Benefits Provided by a Mortgage Credit
Certificate (MCC13.4)
Application Recapture Provision (MCC13.5)
Mortgagor Affidavit (MCC13.6)
MCC Tax Credit Worksheet (MCC13.1)
Income and Household Member Disclosure (15.8)

o000 OoO0Oo0

Step 4 Loan originator to reserve MCC allocation online or using Reservation
Form (MCC13.9)

Step 5 Process/underwrite mortgage loan according to first mortgage guidelines
O Upload Pre-Closing file for preliminary compliance review
and approval

Step 6 Close mortgage loan and wire MCC Fee to Commission

Additional forms/items needed at loan closing:
O Seller Affidavit (MCC13.7)
O Closing Recapture Provision (MCC13.8)
O Re-executed Mortgagor Affidavit (MCC13.6), if necessary

Step 7 Upload MCC Post Closing Checklist and required documents to the
Commission
Step 8 If approved, the Commission will deliver original MCC to MCC Holder

and send a copy to the Participant Lender
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8 - MORTGAGOR’S USE OF MCC

The MCC holder should consider adjusting his or her federal income tax withholding to
receive the benefit from the credit on a monthly basis. The MCC holder may file a new
W-4 form with his or her employer reflecting the MCC credit savings. By taking this
action, the number of exemptions will increase, reducing the amount of taxes withheld
and increasing the MCC holder's disposable net income (take-home pay). It is important
for the MCC holder to know that the amount of the credit will decrease over the life of
the loan as the interest is paid down.

If the amount of MCC credit exceeds the MCC holder's tax liability reduced by any other
personal credits for the tax year, the unused portion of the credit can be carried forward
for the next three tax years or until used, whichever comes first. The MCC holder will
have to keep track of the unused credit each year. The current year credit is applied first
and then the oldest amount of unused credit applied next.

A letter will be sent to the MCC holder with the Mortgage Credit Certificate explaining
how to claim the MCC. The MCC holder will need to utilize the appropriate IRS form
each year in order to receive the credit.

Applicants should be strongly encouraged to consult a qualified tax preparer if they need
assistance completing their federal tax returns and claiming the MCC tax credit.

The MCC is not assumable, but may be reissued should the MCC holder refinance the

original mortgage loan. The reissuance must take place within one year from the date of
the refinancing. (See Section 10 “MCC Reissuance”)
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9 - RECAPTURE

MCC holders may be subject to a recapture tax if they sell their residence within nine
years.

The Internal Revenue Service requires that the Participant Lender:

1. Has a basic understanding of the recapture tax and explains it to the MCC
applicant before collecting the MCC fee from the MCC applicant.

2. Has the MCC applicant sign the form entitled "Application Recapture Provision
Notice of Potential Recapture Tax on Sale of Home.” This form is then included
in the MCC Application Package submitted to the Commission.

3. Has the MCC applicant sign the form entitled "Closing Recapture Provision
Notice of Potential Recapture Tax on Sale of Home.” This form is then included
in the MCC Application Package submitted to the Commission.

In an effort to clearly and adequately explain the recapture tax, the Commission sends a
form tailored to reflect the particular loan amount and income thresholds which pertain to
individual MCC Holders. The Commission forwards it to the MCC Holder with the
Mortgage Credit Certificate after loan closing.

If the Commission does not issue an MCC to the MCC Applicant, the Participant Lender
must notify the MCC Applicant that the recapture tax provisions no longer apply. A
Notice of Cancellation of Recapture Tax form (MCC13.12) is provided in the Forms
section of this MCC Program Manual. This form must be provided to the MCC
Applicant on the Participant Lender’s letterhead.

(See also Section 5 “Recapture Tax” of the House Key State Bond Program Manual for
additional information on the potential for recapture tax.)
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10 - MCC REISSUANCE

The MCC reissuance procedures in this section pertain only to MCCs issued after May 1,
2007,

The IRS issued a regulation allowing the reissuance of Mortgage Credit Certificates when
an MCC holder refinances the original mortgage loan. The regulation allows the
Commission to reissue an MCC under the following guidelines:

1. The reissued MCC must be completed within one year of refinance;

2. The reissued MCC must be for the same residence as listed on the MCC;
3. The reissued MCC replaces the existing certificate;

4, The certified mortgage amount on the reissued MCC doesn’t exceed the

outstanding balance of the mortgage amount prior to refinancing. MCC
holders may refinance for an increased mortgage amount but will only
receive the MCC credit to interest incurred from the existing balance of
the original mortgage;

5. The reissued certificate credit rate cannot exceed the certificate credit rate
specified in the existing Certificate; and

6. The reissued MCC does not result in an increase in the credit in any
taxable year.

REFINANCING APPLICANT CERTIFICATION

A Refinancing Applicant Certification must be completed by the MCC holder. The
certification contains information the Commission will use in determining that the MCC
reissuance requests meets IRS eligibility guidelines.

APPLICATION FEE

A $375.00 non-refundable application fee must be included in a reissuance request.

REQUIRED DOCUMENTATION

In order for the Commission to process an MCC reissuance request, the following (all
documents must be signed and dated) documents must be submitted:
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1. Acopy of the signed executed note for the existing and refinanced mortgage
loan;

A copy of the signed deed of trust for the residence;

The signed Closing Disclosure for the refinanced mortgage loan;

The original Mortgage Credit Certificate;

Refinancing Applicant Certification (signed and dated);

Copy of most recent paystub(s) and a current tax return (signed and dated);
An application fee of $375.00 payable to the Washington State Housing
Finance Commission.

Nogkrwd

Please send your completed package to:
Washington State Housing Finance Commission
Attn. MCC Program Administration
1000 Second Avenue, Suite 2700
Seattle, WA 98104-1040
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11 - PROGRAM NOTICES

This page left blank intentionally.
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12 - PARTICIPANT LENDER REPORTING

Participant Lenders shall file an annual report with the Internal Revenue Service on IRS Form
8329 (or such other form as may be designated by law or regulation) during the period that
MCC:s are being issued by the Commission. This Form 8329 must be filed on or before January
31% of the year following the calendar year to which the report relates. A copy of the annual
report shall be provided to the Commission within ten (10) days of the date the report was due to
the IRS at the following address:

Washington State Housing Finance Commission
1000 Second Avenue, Suite 2700

Seattle, WA 98104-1046

Attn. MCC Program Administration

For six years following the year in which a loan for which the Commission issued the MCC was
made, the Participant Lender shall retain on its books, records and have available a summary of
loans which includes the following information:

1. The name, address, and Social Security number of each MCC holder.

2. The name, address, and federal taxpayer identification number (91-1874730) of the
Commission.

3. The date the loan was closed, the date the MCC was issued, the certified indebtedness
amount, the credit rate under the MCC, and the amount of MCC issued.

Participant Lenders are subject to the penalty provisions of Section 6709(c) of the Code. These
provisions apply to the failure of Participant Lenders to file IRS Form 8329 and shall survive the
termination of this MCC Program or any resignation of the Participant Lender.
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