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INTRODUCTION

The City of Portland Mortgage Credit Certificate (MCC) program allows eligible buyers to claim 20 percent of their first
mortgage interest as a dollar-for-dollar tax credit verses a traditional tax deduction. An MCC can increase the amount of a
mortgage for which a borrower will qualify. If you expect to pay federal income tax (either through payroll deductions or
directly at the end of the year) the MCC may provide a greater savings than other mortgage programs. To participate in the
MCC program you must:

• Have an annual income at or below $70,000 for a family of one or two, or $80,500 for a family of three or more; and

• Purchase a home in the City of Portland with financing from the Portland Development Commission or a PDCparticipating
lender; and

• Be a first-time homebuyer, which Internal Revenue Service defines as not having owned a home in the past three years.

• If awarded an MeC, you must file IRSform 8296 with your federal income tax return each year during term of the loan.

PRODUCT COMPARISON

You have many options when selecting financing to purchase your first home. This section compares three different
financing options including the Oregon Bond, a traditional market rate mortgage and that same market rate loan combined
with an MCC.

It is important to evaluate the terms of different loan products to determine which is best suited to your individual financial
situations and which help you achieve your personal, family and financial goals. Some people have limited savings but can
afford a larger monthly payment. Others have limited income but have cash in the bank for a down payment. Some people
intend to buy a home and hold it long term, while others plan to own for a shorter period of time. Here are a few key
questions you should ask yourself to help compare and select the product that is right for you.

• How much did you pay in federal income tax last year and do you expect to pay federal income taxes in the years to
come?

• Do you expect your number of dependents to change over the next 10 years?

• How long do you expect to remain in the home?
• How much do you expect your income to increase or decrease over the next 10 years?
• How much can you comfortably afford to pay for a mortgage each month?

HOW THE MCC PROGRAM WORKS

Under current tax law, a tax payer is generally allowed to claim the interest they pay on their purchase mortgage as a tax
deduction. A tax deduction allows you to subtract that item from your gross annual income. As a result, the amount of your
income that is subject to federal income tax goes down.
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Current tax law also allows for a variety oftax credits. Unlike a tax deduction which reduces your taxable income, a tax
credit provides a dollar-for-dollar reduction in the total amount of federal income tax you pay to the IRS. The MCC program

is an example of a tax credit program. The tax credit provided by a MCC is not a refundable credit which means it can only
be used to reduce the federal income tax you owe for the year to zero. If, for any given year, the tax credit available to you
from holding an MCC is greater than your federal tax liability before taking into account the MCC credit, you can carry
forward the unused amount of the MCC credit for three successive tax years.

The following chart compares a loan with the MCC to the Oregon Bond loan and a traditional market rate mortgage and the
difference between the interest deduction and the MCC tax credit.

ISALEAND FIRSTMORTGAGELOANASSUMPTIONS
....•.

Oregon Bond Traditional Loan MCC

Sales Price $309,900 $309,900 $309,900
Amount of Second Mortgage used for Purchase 0 0 0
Borrower Down Payment 10,847 10,847 10,847
FHA Upfront MIP 6,729 6,729 6,729
First Mortgage Loan Amount (incl. up front MI on FHA loans) $305,782 $305,782 $305,782

First Mortgage Note Rate 4.500% 4.625% 4.625%
Monthly Mortgage Insurance Premium Rate 0.500% 0.500% 0.500%
Loan Term (years) 30 30 30
Annual Interest (1st year) $13,760 $14,142 $14,142
MCC Credit (20% of 1st year interest) $0 $0 $2,828

Here's how the MCC program might affect your federal tax liability based upon the information your loan officer input into
the MCC Comparison Spreadsheet. This will show you which loan program may result in the lowest tax liability to you .

IFEDERALTAX ESTIMATE 1., 2.
.... ..

Oregon Bond Traditional Loan MCC

Gross Annual Income $60,000 $60,000 $60,000

Deductions (18,270) (18,652) (15,824)

Less IRSExemptions (10,950) (10,950) (10,950)

Other Deductions 0 0 0
Estimated Taxable Income $30,780 $30,398 $33,226

2010 Tax Liability from Calculator $3,779 $3,719 $4,146

Estimate Child Tax Credit (1,000) (1,000) (1,000)

Other Tax Credits (enter as a negative figure) 0 0 0

Estimated Tax Liability (Before MCC) $2,779 $2,719 $3,146

Less VALUE OF MCC Tax Credit (based on anticipated tax liability) 0 0 (2,828)

ESTIMATED Net Fed income Tax Owed 2.3. $2,779 $2,719 $318

The estimated net value of the MCC to you during the first full year of ownership would be: $2,828
This number may be lower than the full MCC credit available because your "Estimated Tax Liability (Before MeC)" above
was less than the available "MCC Credit (20% of 1st year interest)". Remember however, that the unused portion of the
MCC credit can be carried forward and applied toward your federal income tax liability over the next three years.

Recapture Tax
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Both the Oregon Bond and the MCC programs require the home to be owner-occupied and each has a recapture clause that
allows the IRS, under certain circumstances, to recapture lost tax revenue upon sale of the home. However, all three of the
following must apply for you to be subject to a recapture tax:

• You sell the home within nine years from the original purchase date; AND

• You sell the home at a profit after accounting for all costs to sell the home; AND

• Your income exceeds federal income thresholds. That threshold is set at the maximum program income limit established
in the year you purchase the home plus a 5% annual income increase allowance, adjusted for family size.

If ALL three apply, the maximum recapture tax you may have to pay is 6.25% of the original MCC loan amount. The
percentage of recapture tax potential adjusts annually over the first nine years of the loan, starting at 20% of this amount if
you sell in the first year, increasing annually at 20% to peak at 100% in year 5, and then decreasing annually by 20% until it is
completely removed in year 10. The chart below reflects this increase and decrease over time. After year 9 you are no
longer subject to a recapture tax.

Recapture Tax Adjustment

120% 100%
100% 80% 80%
80% 60% 60%
60% 40% 40%
40% 20% • 20%
20% • 1& 0%
0%

1 2 3 4 5 6 7 8 9 10

Year of Sale

You provided your loan officer with the following information about your plans over the next few years:

• Number of years you expect to own this home

• Homebuyer(s) estimated annual income at sale
• Estimated household size at sale
• Estimated annual appreciation
• Estimated costs of sale

10

$-------60,000

4
5.00%

10.00%

Based upon this information, we have estimated the recapture tax impact as outlined below. If these assumptions change,
the recapture tax estimate will change as well.

IESTIMATED RECAPTURETAX 4.
"i,C ,ii'

Oregon Bond Traditional loan MCC

[Estimated Recapture Tax (only applies if sold within 9 years of purchase) $0 $0 $0

If you intend to sell the home within 9 years of purchase, we recommend that you seek the services of a qualified tax advisor
to assist you in determining the full impact of the recapture tax to you. You can also contact the IRSand request Form 8828
and the form instructions. Both are available on the IRSwebsite at www.irs.gov.

Note Rate and Annual Percentage Rate (APR) Comparison
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There are two interest rates you should evaluate when comparing loan products - the Note Rate and the Annual Percentage
Rate (APR.) The Note Rate is the interest rate used to calculate the monthly payment you will make over the term of the

loan. The APR is intended to make it easier for you to compare loan options by factoring in prepaid financing costs such as
loan fees, discount points and mortgage insurance. These costs are added to the total interest you will pay over the term of
the loan to determine your "total finance charge." This total finance charge is then converted to an interest rate or APR
which tells you the true cost of your borrowing over time.

The MCC effectively reduces the interest you pay on your MCC mortgage by returning a portion of that interest to you in the
form of a tax credit. How you use your MCC and what tax liability you have in the future will determine the true impact the
MCC will have on your APR over time. For the program to have any benefit at all, you must file IRSForm 8396 - Mortgage
Interest Credit each year with your federal income tax returns. Below are some examples of how the APR for these example
mortgages would be affected at different stages of the loan.

r;,RST MORTGAGE APR COMPARISON
, ,""

Oregon Bond Traditional Loan MCC

Estimated Annual Percentage Rate (APR) at closing 4.924% 4.982% 5.002%
Eff. Interest Rate if MCC is used for only 9 years (but runs 30
yrs) 4.644%
Eff. Interest Rate if MCC is used full 30 year term 4.198%
Eff. Int. Rate if IRSform 8396 is not filed with federal tax
returns 5.002%

Payment Comparison

The total amount of your monthly payment is one of the factors that determine how much of a loan your lender will
approve. Because the MCC program provides a dollar-for-dollar reduction in your federal income taxes, many lenders will
deduct this amount from your monthly payment for loan qualifying purposes only. You must make the Total Monthly
Mortgage Payment each month and then claim the tax credit at the end of the year when you file your taxes.

IMONTHLY PAYMENT COMPARISON
'",'":'

Oregon Bond Traditional Loan MCC

First Mortgage Principal and Interest $1,564 $1,587 $1,587

Second Mortgage Principal and Interest 0 0 0
Estimated Monthly Property Taxes 248 248 248
Estimated Monthly Hazard Insurance Premium 50 50 SO
Estimated Monthly Mortgage Insurance 127 127 127
Homeowners Association Dues 0 0 a
Total Monthly Mortgage Payment $1,990 $2,013 $2,013

Maximum Monthly MCC Tax Credit 0 0 (236)
Net Effective Monthly Payment $1,990 $2,013 $1,778

Loan Fees and Settlement Charges

Loan fees and settlement charges vary by loan product and between lenders. In researching different financing options you
should request a loan cost analysis for each product you are considering. These estimates detail each fee you are likely to be
charged at loan closing. With recent changes in Federal Truth in Lending Laws to loan disclosure requirements, this
document may be called by a different name by different lenders. Once you have a signed purchase and sale agreement
your lender must provide you with a "Truth-in-Lending Disclosure" and a "Good Faith Estimate of Settlement Charges" for
each loan product you are considering.
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Two areas to pay particular attention to are "Prepaid Interest" and "Reserves Deposited with Lender". You will pay interest
on your loan from the date you close to the first of the next month. This is called "Prepaid Interest". You will also be
required to make an initial deposit into a reserve account through which your lender will pay your property taxes and hazard
insurance. Lenders will estimate the number of days of interest and the number of months of reserve deposits that will be
necessary and these can vary greatly from lender to lender during the initial application phase. Make sure that each
disclosure includes the same number of days of "Prepaid Interest" and the same estimated months of "Reserves." If these
are different it may incorrectly lead you to believe one product will cost you less at closing than another.

ILOAN FEES Oregon Bond Traditional Loan MCC

Loan Origination Fee (% of loan amount) 1.750% 1.000% 1.000%

Loan Origination Fee ($ amount) $5,351 $3,058 $3,058
Other Prepaid Finance Charges (excluding Loan Orig. Fee) 1,000 1,000 1,000

Prepaid/Reserves Deposited with Lender 1,500 1,500 1,500
MCC Fee 0 0 575
3rd Party Fees 1,000 1,000 1,000
Second Mortgage Loan Fees 0 0 0
Total Loan Fees $8,851 $6,558 $7,233

Down Payment from borrowers own funds 10,847 10,847 10,847
Total Estimated Cost to Close $19,698 $17,404 $18,079

How to use your MCC once awarded

We recommend that you consult an accountant or professional financial advisor to help you determine which loan product
best meets your short term and long term financial goals. The MCC is of most value to you if you expect to owe federal
income taxes today and in future years. And then only if you file IRSForm 8396 with your federal income tax returns.

WHAT NEXT?

Personal, family and financial goals differ and what is right for one homebuyer may not be right for another. In deciding
what loan program is best for you, you need to carefully consider all of your financing options including the impact on your
monthly payment, income taxes, and costs over time and upon refinancing or sale of the home. For more information about
the MCC program contact a MCC-Approved Participating Lender or PDCat 503.823.3400.

ACKNOWLEDGEMENT

July 2, 2010

Gabby Tyer - Example Date

July 2,2010

Date
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Make your listing more financially attractive.

You are the listing agent and most buyers come with an agent of their own
and a pre-approval. Why upset the apple cart and suggest other programs?

By suggesting to the buyer's agent your listing has something special (in this
case a Mortgage Credit Certificate) your listing looks much better than a
competing listing.

Making the suggestion.

When another agent calls or emails that they will be showing the property:

"By the way, this house is pre-approved for a Mortgage Credit
Certificate through the city of Portland. In a nutshell, it can
save a qualified buyer 200/0 of their annual interest. They are
done through HomeStreet Bank. You can call their banker
John Remboldt at 503-317-8886 for more information."

John Remboldt
Mortgage Credit Certificate Banker

(503) 317-8886
john.remboldt@homestreet.com

m HomeStreet Bank®
Great neighbors. Great bankers.

Open House?
Do you have an Open House corning up? I want to be your sponsor and present the MCC

to buyers or other agents! Contact me to discuss marketing your property as "Pre-
Approved for the Mortgage Credit Certificate"

----_. __ .... _-------


