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	Multifamily


Bond Credit Enhancement


Date:

August 7, 2008
To:

Fannie Mae DUS® Lenders

From:
Manuel Menendez, Vice President for Product Development
Peter Coccaro, Director for Product Management
Subject:
Lender Memo 08-16, Bond Credit Enhancement

NOTE  is this still the guide term for this product: DUS Variable Rate Demand Bond Credit Enhancement Loans.  Then this term should be used out this memo.
Fannie Mae is revising the liquidity terms for its DUS Variable Rate Demand Bond Credit Enhancement Loan (Variable Rate BCE) execution.  The following changes apply to all new commitments for Variable Rate BCE.  The following changes are effective as of the date of this Lender Memo:  

1. Transaction Type

For purposes of determining applicable liquidity terms, projects supported by Variable Rate BCE transactions will fall in one of two categories described below:

· Affordable:  Multifamily housing with income restrictions on NO less than 40% of the units at a minimum of 60% or less of Area Medium Income (AMI) (“40% Test”), including the following:
· LIHTC:

Transactions with LIHTCs that meet the 40% Test.

· Non Profit:  
501(c)3 transactions without LIHTC that meet the 



40% Test.

· Market Rate:  Multifamily housing that does not satisfy the 40% Test.
2. Liquidity Term:
Liquidity terms for Affordable and Market Rate Variable Rate BCE transactions are as follows:

· Affordable:  15 year maximum liquidity term with an automatic annual one-year maturity extension 2 years prior to the liquidity termination date.  Fannie Mae retains the right to suspend annual liquidity extensions at its sole discretion.

EXAMPLE:  An Affordable BCE transaction closes on July 1, 2008 with a liquidity expiration of July 1, 2023.  On July 1, 2021 the liquidity expiration date automatically extends one year, to July 1, 2024.  However, for the first reset opportunity, any time prior to July 1, 2021 Fannie Mae may choose to suspend the annual liquidity extension and, at that time, the liquidity facility will expire on July 1, 2023.  
Certain exceptions apply to these rules as described below:
· New 4% LIHTC BCE:  For newly originated 4% variable rate BCE transactions with a 15 year LIHTC compliance period, 15 year maximum liquidity term.  
· Existing 4% LIHTC BCE:  For existing 4% variable rate BCE transactions with less than a full 15 year LIHTC compliance period, liquidity terms are as follows:

1. if the remaining LIHTC compliance period is less than or equal to 10 years, the liquidity term will be a maximum of 10 years. 
2. if the remaining LIHTC compliance period is greater than 10 years, the liquidity term will match the remaining term of the LIHTC compliance period.

· Forwards:  15 year maximum term from the original forward commitment termination date plus the term of the first lender delegated extension, but in no case to exceed a 36 month forward period.

· Non Profit 501(c)3:  10 year maximum term.

· Market Rate:  Maximum of three years with an automatic annual one-year maturity extension 2 years prior to the liquidity termination date.  Fannie Mae retains the right to suspend annual liquidity extensions at its sole discretion.
Please note, the term of the credit enhancement component of Variable Rate BCE will continue to be written for the full term of the bonds.  However, as is the current convention, if Fannie Mae gives notice to the borrower that the liquidity expiration date will no longer be extended, the credit enhancement component of the BCE may only be continued if the bonds convert to a fixed rate mode.   
3.  Liquidity Pricing:

Effective immediately, the liquidity pricing for forward and immediate delivery Variable Rate BCE has been adjusted.  Please call your Deal Team for updated liquidity pricing.

4.  Standby Commitments:  
As is the current convention, Fannie Mae will no longer provide standby forward commitments for Variable Rate BCE transactions, where Fannie Mae provides a commitment to provide BCE and liquidity support upon stabilization of a new construction or rehabilitation forward transaction.  
Funded forward commitments for Variable Rate BCE will continue to be available.  Standby forward commitments will continue to be available for fixed rate BCE transactions ONLY.
5.  Prepayment Period:
The standard prepayment premium requirements for DUS Variable Rate BCE will continue to apply to new Variable Rate BCE transactions.  However, if Fannie Mae gives notice that it will no longer extend the liquidity expiration date for a transaction, the remaining term of the liquidity facility will be open to prepayment or credit enhancer substitution with no prepayment premium due if the transaction is refinanced at any time during the remaining term of the liquidity facility.

6. Liquidity Advance Rate:

The liquidity advance rate will continue to be the Prime Rate plus 4% for both Affordable and Market Rate Variable Rate BCE transactions.
7. Conclusion
All changes are effective immediately.  Any questions regarding the changes may be addressed to: 
· Manny Menendez at (301) 204-8013 or by e-mail, manuel_menendez@fanniemae.com,

· Peter Coccaro at (301) 204-8166 or by e-mail, peter_coccaro@fannnie.com,

· Stu Davis at (301) 204-8004 or by e-mail, stuart_r_davis@fanniemae.com, or 
· your Affordable Deal Team.  
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Highlights





Fannie Mae announces changes to the liquidity facility terms supporting Variable Rate Bond Credit Enhancement (“BCE”) transactions.


This memo supersedes Lender Memo 08-08.  
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