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INDEPENDENT AUDITORS’ REPORT

Office of the Secretary
Department of Housing and Community Development
Lanham, Maryland

Report on the Audit of the Financial Statements

Opinions

We have audited the statements of the Maryland Housing Fund (MHF) of the Department of Housing
and Community Development of the State of Maryland, as of and for the years ended June 30, 2023

and 2022, and the related notes to the financial statements, which collectively comprise the MHF’s
basic financial as listed in the Table of Contents.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the Fund, as of June 30, 2023 and 2022, and the changes in financial position, and,
its, cash flows for the years then ended in accordance with accounting principles generally accepted in
the United States of America.

Basis for Opinions

We conducted our audits in accordance with auditing standards generally accepted in the United States
of America (GAAS). Our responsibilities under those standards are further described in the Auditors’
Responsibilities for the Audit of the Financial Statements section of our report. We are required to be
independent of the Department of Housing and Community Development and to meet our other ethical
responsibilities, in accordance with the relevant ethical requirements relating to our audit. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinions.

Emphasis of Matter
Financial Statement Presentation

As discussed in Note 1, the financial statements present only the financial position, changes in financial
position, and cash flows of MHF and do not purport to, and do not, present fairly the financial position of
the Department of Housing and Community Development of the State of Maryland as of June 30, 2023
and 2022, and the changes in its net position and its cash flows for the year then ended, in conformity
with accounting principles generally accepted in the United States of America. Our opinion on the basic
financial statements was not modified with respect to this matter.

CLAglobal.com/disclaimer
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Office of the Secretary
Department of Housing and Community Development

Responsibilities of Management for the Financial Statements

Management is responsible for the preparation and fair presentation of the financial statements in
accordance with accounting principles generally accepted in the United States of America, and for the
design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole
are free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that
includes our opinions. Reasonable assurance is a high level of assurance but is not absolute assurance
and therefore is not a guarantee that an audit conducted in accordance with GAAS always detect a
material misstatement when it exists. The risk of not detecting a material misstatement resulting from
fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control. Misstatements are considered
material if there is a substantial likelihood that, individually or in the aggregate, they would influence the
judgment made by a reasonable user based on the financial statements.

In performing an audit in accordance with GAAS, we:
e Exercise professional judgment and maintain professional skepticism throughout the audit.

e Identify and assess the risks of material misstatement of the financial statements, whether due
to fraud or error, and design and perform audit procedures responsive to those risks. Such
procedures include examining, on a test basis, evidence regarding the amounts and disclosures
in the financial statements.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Department of Housing and Community Development’s
internal control. Accordingly, no such opinion is expressed.

e Evaluate the appropriateness of accounting policies used and the reasonableness of significant
accounting estimates made by management, as well as evaluate the overall presentation of the
financial statements.

We are required to communicate with those charged with governance regarding, among other matters,

the planned scope and timing of the audit, significant audit findings, and certain internal control related
matters that we identified during the audit.
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Office of the Secretary
Department of Housing and Community Development

Required Supplementary Information

Management has elected to omit the management's discussion and analysis that accounting principles
generally accepted in the United States of America require to be presented to supplement the basic
financial statements. Such information is the responsibility of management and, although not a part of
the basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of financial reporting for placing the basic financial statements in an
appropriate operational, economic, or historical context. Our opinion on the basic financial statements is
not affected by this missing information.

WM—K/M i

CliftonLarsonAllen LLP

Baltimore, Maryland
September 25, 2023
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MARYLAND HOUSING FUND
STATEMENTS OF NET POSITION
JUNE 30, 2023 AND 2022

2023 2022

ASSETS

CURRENT ASSETS
Unrestricted Current Assets:
Deposit with State Treasurer:
Operating Account $ 4,372,306 $ 3,697,570
Loans and Interest Receivable, Net of Allowance for
Loans and Related Losses - -
Due from Other Funds 1,573 340,012

Other 88,425 43,695
Total Unrestricted Current Assets 4,462,304 4,081,277

Restricted Current Assets:
Deposit with State Treasurer:

Reserve Accounts 87,607,096 84,946,335

Total Restricted Current Assets 87,607,096 84,946,335

Total Current Assets 92,069,400 89,027,612
NONCURRENT ASSETS

Investment Held for Borrower 2,490,957 2,459,425

Loans and Interest Receivable, Net of Allowance for Loans
and Related Losses and Current Portion

Total Noncurrent Assets 2,490,957 2,459,425

Total Assets $ 94,560,357 $ 91,487,037

See accompanying Notes to Financial Statements.
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MARYLAND HOUSING FUND

STATEMENTS OF NET POSITION (CONTINUED)

JUNE 30, 2023 AND 2022

LIABILITIES AND NET POSITION

CURRENT LIABILITIES

Accounts Payable

Accrued Compensated Absences

Accrued Workers' Compensation

Investment Held for Borrower

Unearned Premiums

Unearned Fees

Allowance for Unpaid Insurance Losses
Total Current Liabilities

NONCURRENT LIABILITIES
Accrued Compensated Absences, Net of Current Portion
Accrued Workers' Compensation, Net of Current Portion
Investment Held for Borrower, Net of Current Portion
Allowance for Unpaid Insurance Losses, Net of Current Portion
Total Noncurrent Liabilities

Total Liabilities

NET POSITION

Restricted Net Position:
Multi-Family Reserve
Single Family Regular Reserve
Revitalization (Pilot) Reserve
Small Business Reserve
General Reserve
Unallocated Reserve

Total Restricted Net Position

Unrestricted Accumulated Deficit
Total Net Position

Total Liabilities and Net Position

See accompanying Notes to Financial Statements.
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2023 2022
$ 50,050 121,097
40,726 40,532
300 300
239,188 194,828
494,542 463,233
12,737 12,885
132,469 83,993
970,012 916,868
45,825 61,173
1,700 1,700
2,490,957 2,459,425
9,716,411 9,437,472
12,254,893 11,959,770
13,224,905 12,876,638
53,698,739 44,698,739
13,893,666 13,821,570
2,185,258 2,185,258
9,000,000 10,000,000
2,593,422 8,593,422
6,308,107 5,636,189
87,679,192 84,935,178
(6,343,740) (6,324,779)
81,335,452 78,610,399
$ 94,560,357 $ 91,487,037




MARYLAND HOUSING FUND
STATEMENTS OF REVENUES, EXPENSES AND CHANGES IN NET POSITION
YEARS ENDED JUNE 30, 2023 AND 2022

2023 2022

OPERATING REVENUES
Net Premiums $ 859,298 $ 779,591
Interest Income on Reserves 2,671,918 375,421
Interest Income on Loans 524,670 526,546
Other Income 799,009 987,120
Total Operating Revenues 4,854,895 2,668,678

OPERATING EXPENSES
General and Administrative 1,384,846 1,348,661
Direct Losses on Claims (66,149) 20,178
Provision (Benefit) for Insurance and Loan Losses 811,145 605,300
Total Operating Expenses 2,129,842 1,974,139
CHANGE IN NET POSITION 2,725,053 694,539
Net Position - Beginning of Year 78,610,399 77,915,860
NET POSITION - END OF YEAR $ 81,335,452 $ 78,610,399

See accompanying Notes to Financial Statements.
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MARYLAND HOUSING FUND
STATEMENTS OF CASH FLOWS
YEARS ENDED JUNE 30, 2023 AND 2022

2023 2022
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from Premiums, Net $ 1,184,316 $ 1,236,317
Receipts from Principal and Interest on Loans 524,670 526,546
Changes to Provision for Insurance and Loan losses (811,145) (605,300)
Receipts from Mortgage Escrows 75,892 (163,446)
Payments for Mortgage Escrows (31,532) 91,728
Receipts from Miscellaneous Fees 798,861 986,979
Payments for General and Administrative Expenses (1,143,632) (1,308,584)
Payments for Claims 66,149 (20,178)
Receipts from Interest Earned on Reserves 2,671,918 375,421
Net Cash Provided by Operating Activities 3,335,497 1,119,483
NET INCREASE IN CASH 3,335,497 1,119,483
Deposit with State Treasurer, Balance - Beginning of Year 88,643,905 87,524,422
DEPOSIT WITH STATE TREASURER, BALANCE - END OF YEAR $ 91,979,402 $ 88,643,905

RECONCILIATION OF CHANGE IN OPERATING INCOME TO NET
CASH PROVIDED BY OPERATING ACTIVITIES
Operating Income $ 2,725,053 $ 694,539
Adjustments to Reconcile Change in Net Position to Net Cash
Provided by Operating Activities:
Effects of Changes in Operating Assets and Liabilities:

Premiums and Other Receivables (44,730) 161,705
Investments and Other Assets 44,360 (71,718)
Due from DHCD 338,439 224947
Accounts Payable and Other Accrued Liabilities (86,201) (79,616)
Allowance for Unpaid Insurance Losses 327,415 119,693
Unearned Premiums 31,309 70,074
Unearned Fees (148) (141)

Net Cash Provided by Operating Activities $ 3,335,497 $ 1,119,483

See accompanying Notes to Financial Statements.
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NOTE 1

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

PROGRAM DESCRIPTION

The Maryland Housing Fund (MHF) was established in 1971 by Section 3-201 through
3-208 of the Housing and Community Development Article of the Annotated Code of
Maryland, as amended, to encourage the flow of private investment capital into multiple-unit
and Single Family housing by insuring qualified lending institutions against losses on
mortgage loans. MHF is authorized to insure mortgage loans, including mortgage loans for
Multi-Family developments financed by public agencies such as the Community
Development Administration (CDA), a governmental unit within the Division of Development
Finance of the Department of Housing and Community Development (DHCD) and to provide
primary insurance for Single Family mortgage loans. Legislation enacted in 2016 expanded
MHF’s authority to insure business loans originated by qualified lending institutions. MHF
insures against certain monetary losses incurred as a result of nonpayment of principal,
interest or other sums agreed to be paid and certain other events of default under the terms
of any insured mortgage loan, but does not insure against property losses, including without
limitation, title risk, risks of defective construction or casualty, or any other reduction in
project value due to insurable risk or force majeure, casualty or title loss. Legislation
enacted in 1981 enables MHF to originate mortgage loans to assist in the disposal of
property acquired through foreclosure or pursuant to any other payment in settlement of a
claim or loss. MHF is a governmental unit within DHCD’s Division of Credit Assurance.

MHF maintains six restricted insurance reserves, which are separate from MHF’s operating
funds. Five of the reserves cover specific categories of insurance; the Multi-Family Reserve,
the Single Family Regular Program Reserve, the Revitalization Reserve (formerly known as
the PILOT program insurance reserve), the Business Reserve, and the General Reserve.
The investment earnings on each of the five specific reserves are credited to a sixth reserve,
the Unallocated Reserve. The Unallocated Reserve may be allocated and transferred by the
Secretary into each of the reserves, restricted by the Secretary as a reserve to pay claims
on all categories of claims, applied by MHF as payment of a claim, or retained in the
Unallocated Reserve pending allocation, transfer, or restriction. Investment earnings on
each of the six reserves are credited to the Unallocated Reserve. In 2008, legislation was
passed pursuant to Senate Bill 983 requiring MHF to transfer from the Unallocated Reserve
to DHCD’s Homeownership Programs Fund, Rental Housing Programs Fund, and Special
Loan Programs Fund all amounts in excess of $10,000,000 at the end of each fiscal year.
These transfers can be found in Note 8 of this document.

The MHF statute provides that any moneys of MHF that DHCD creates as an identifiable
insurance reserve may be used only in conformance with the terms and conditions creating
that reserve. MHF regulations provide that each reserve is maintained to pay claims arising
from its respective category of insurance and may not be subject to claims arising from other
categories of insurance except for the Unallocated Reserve.

MHF’s reserve funds are derived from the net proceeds of five issues of the State of
Maryland (State) general obligation bonds aggregating $39,300,000 and $7,500,000 in
proceeds derived from State appropriations. In addition, the funds have earned investment
income and paid claims. The unrestricted accumulated deficit reflects MHF’s operations
since inception less interest income. The reserves are held by the Office of the Treasurer of
the State, which credits MHF with income on investment of reserves for the benefit of MHF.

(8)



NOTE 1

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

PROGRAM DESCRIPTION (CONTINUED)

The Multi-Family Reserve supports several programs. All existing Multi-Family insurance
insures projects financed by CDA’s revenue bonds and projects with Montgomery County.
These programs include:

Regular Multi-Family Program fully insures permanent mortgages originated prior to
1997 that were funded by CDA and the Housing Opportunities Commission of
Montgomery County. These loans were paid in full during FY2021.

Risk-Share Program insures both construction and permanent mortgages financed with
CDA bond proceeds with credit enhancement under the Federal Housing Administration
(FHA) Risk Sharing Program. As a Level | participant under the FHA Risk-Sharing
Program, upon payment of a claim by FHA, CDA is responsible for reimbursing FHA up
to 50% of such claim. As a Level Il participant under the FHA Risk-Sharing Program,
upon payment of a claim by FHA, CDA is responsible for reimbursing FHA up to 25% of
such claim. MHF then reimburses CDA for its share of such losses. This is an active
multi-family program.

Special Housing Opportunity Program (SHOP) insures mortgages financed or refinanced
for the acquisition, construction or rehabilitation of shared living and related facilities for
the special needs population which are owned by and sponsored by nonprofit
organizations. This is an active multi-family program.

Single-Family mortgages funded through private lenders and CDA for permanent
mortgages in publicly designated renewal or redevelopment areas. Insurance offered
provided 100% coverage and is backed by the Multi-Family Reserve Fund. MHF
continues to manage the existing portfolio but ceased issuing new insurance under this
program in 1997.

MHF Demonstration Program — Effective December 9, 2014, MHF and CDA created a
demonstration program (the “MHF Demonstration Program”) whereby MHF insures short
term loans (“Short Term Loans”) financed with proceeds from the sale of short term
bonds (“Short Term Bonds”) issued under CDA’s multi-family Housing Revenue Bond
Resolution (“HRB”). The MHF Demonstration Program is an additional cost-effective
option extended to borrowers for the provision of credit enhancement for Short Term
Loans financed under HRB. Eligibility for the MHF Demonstration Program is limited to
projects that: (i) need to use more than 25% of its projected tax credit equity to cash
collateralize a letter of credit (“LOC”) that otherwise would be delivered to secure Short
Term Bonds during construction, and (ii) where the amount of the Short Term Loan
(which equals the amount of the cash collateral account that would be required by a
LOC provider) is greater than 25% of the projected tax credit equity. No borrower,
including all related entities, may have Short Term Loans insured under the MHF
Demonstration Program at any one time in excess of $5 million. In addition, 25% of the
projected amount of tax credit equity to be generated by a project must be contributed to
the project at the closing of the Short Term Loan. MHF’s obligations under the MHF
Demonstration Program are backed only by MHF’s Unallocated Reserve. The aggregate
amount of outstanding indebtedness to be insured under the MHF Demonstration
Program may not exceed $10 million from MHF’s Unallocated Reserve at any given
time. There are no loans currently insured under this program.
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NOTE 1

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

PROGRAM DESCRIPTION (CONTINUED)

The Single-Family Regular Reserve insures mortgages funded by private Maryland lending
institutions and CDA. These programs include:

Single-Family Regular Insurance Program consists of mortgages originated prior to
1997. These mortgages may have had primary insurance (MHF is liable for the top 25%
of the original mortgage) and/or pool insurance (MHF is liable for the bottom 75% of the
original mortgage). Pool insurance coverage was limited to 10% of lendable proceeds for
the aggregate of revenue bond issues (stop-loss). Effective August 1, 2010, MHF was
released from any obligation to provide the pool insurance on these loans. MHF
continues to provide primary insurance on these loans.

Mortgage Protection Program consists of 30 and 40 year mortgages originated after
2005, funded with CDA bond proceeds with insurance coverage only for the top 35% of
the original mortgage and up to six months of mortgage payments (limited to no more
than $2,000 per month). These mortgages maintain a fixed rate of interest for the full
loan term and allow borrowers to finance a one-time mortgage insurance premium as
part of the mortgage, thereby requiring no additional outlay of cash by the borrower at
the closing, resulting in a lower monthly mortgage payment. MHF no longer issues new
insurance under this program.

Reinsurance Program commenced in 2011 and consists of mortgages originated
between 2005 and 2010 funded with CDA bond proceeds which had mortgage
insurance only for the top 35% of the original mortgage. Under the program, CDA paid a
monthly premium for MHF to insure 50% of any losses incurred by CDA on the
uninsured 65% of the original mortgage up to $12.5 million. The program was set to
terminate on the earliest date of MHF reaching $12.5 million in net losses or
December 31, 2020. All claims are paid from the Single Family Regular Insurance
Reserve. The program terminated in May of 2014 when MHF had paid $12.5 million in
net losses.

The Revitalization (Pilot) Reserve insures mortgages funded through CDA and private
Maryland lenders for up to 100% of the mortgage balance.

The program stimulates the flow of private mortgage capital into areas which have
suffered decreasing home ownership and associated economic and social instability.
These mortgages originated prior to 2005. The last of the loans in this program was paid
off during FY2021.

The Healthy Neighborhood Program provides credit enhancement to a loan program
sponsored by a nonprofit corporation, which is intended to stabilize and strengthen
property values in targeted areas in the City of Baltimore. MHF insures less than 3% of
the outstanding loan balance under this program.
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NOTE 1

NOTE 2

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

PROGRAM DESCRIPTION (CONTINUED)

Small Business Insurance Reserve

e Business Loan Program provides insurance coverage and credit enhancement on loans
originated by CDA or other eligible lenders to stimulate the flow of private capital to fund
business projects located in publicly designated renewal or redevelopment areas. There
are currently no loans insured under this program.

General Reserve

e The General Insurance Reserve provides 35% insurance on certain CDA single-family
mortgages as an incentive to refinance or restructure loans for Maryland borrowers with
an existing CDA loan. MHF continues to maintain active mortgages but no longer issues
new commitments under this program.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Relationship with the State

MHF is one of many programs administered by DHCD and the State. Other State agencies,
such as the Department of Budget and Management, support DHCD by providing services
for DHCD and thus allocate a portion of their expenses to DHCD. MHF has no direct
employees and is entirely supported by staff at DHCD to perform all necessary functions of
MHF. Thus, MHF’s accompanying financial statements are not indicative of MHF as if it
were a stand-alone entity. MHF is included in the enterprise funds of the State.

Generally Accepted Accounting Principles

MHF reports its financial activities by applying Standards of Governmental Accounting and
Financial Reporting as promulgated by the Governmental Accounting Standards Board
(GASB). Consequently, MHF applies all applicable GASB pronouncements.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions. These estimates and assumptions affect the reported amounts of assets and
liabilities and disclosures of contingent assets and liabilities at the date of the financial
statements and the reported amounts of revenues, expenses, gains, and losses during the
reporting periods. Actual results could differ from these estimates.

Cash and Cash Equivalents on Deposit

Cash and cash equivalents may include money market funds, repurchase agreements,
investment agreements and any other investments, primarily obligations of the U.S.
Treasury and U.S. Government Agencies, which have maturities of 90 or less days at the
time of purchase.
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NOTE 2

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Investments

The investment is a U.S. government treasury zero-coupon bond carried at fair value based
on quoted market prices. The investment is classified as long-term based on the maturity
date.

Loans and Interest Receivable, Net of Allowance for Loans and Related Losses

Loans and interest receivable, net of allowance for loans and related losses, consist of loans
made directly by MHF and loans originally made by others and subsequently assigned to
MHF under the provisions of the insurance agreements plus interest receivable, net of
possible losses. Based on Management’s assessment, MHF has reviewed these loans and
determined that collection is unlikely given the financial situation of the borrowers. A full
allowance has been recorded.

Allowance for Unpaid Insurance Losses

MHF provides for estimated insurance losses under each insurance plan. The allowance for
unpaid insurance losses is increased by provisions charged to current operating expenses
and reduced by claim payments. The provision for possible insurance losses is based on
management’s review of insured properties, considering past loss experience, current
economic conditions, and other environmental factors which may affect the frequency of
claims and the recovery of claim costs. Actual results could differ from those estimates.

Restricted Net Position

In accordance with accounting guidance issued by the GASB, net position should be
reported as restricted when constraints placed on net position use are either: externally
imposed by creditors (such as through debt covenants), grantors, contributors, or laws or
regulations of other governments; or are imposed by law through constitutional provisions or
enabling legislation. Accordingly, all funds and accounts whose purpose is to pay possible
future claims are restricted as to their use, as is interest earned on these restricted assets.
MHF first applies restricted resources when an expense is incurred for purposes for which
those restricted and unrestricted net position is available.

Revenues and Expenses

Operating revenues and expenses generally result from mortgage insurance activities in
connection with MHF’s ongoing operations. The principal operating revenue is mortgage
insurance premiums. Operating expenses include expenses relating to claims from
defaulted loans and general and administrative expenses. The interest earned on reserve
accounts is restricted revenue.

Premium Income Recognition

Premium income on all loans is recognized on a straight-line basis over the benefit period
covered by the premiums.
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NOTE 2

NOTE 3

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

General and Administrative

MHF is subject to an allocation of intradepartmental support costs of the DHCD, which are
included in general and administrative in the Statements of Revenues and Expenses. Such
costs could affect MHF’s financial position or operating results in a manner that differs from
those that might have been obtained if MHF was autonomous. MHF records these costs as
invoiced by DHCD for the fiscal year. However, the allocation is subject to review and
adjustment subsequent to year-end.

CASH AND INVESTMENTS

Deposit with State Treasurer

MHF defines cash and cash equivalents as cash and short-term investments that are held
on deposit with the State Treasurer. Cash receipts and disbursements of MHF are made
through a cash pool maintained by the State Treasurer. None is uninsured and
uncollateralized. MHF has on deposit with the State Treasurer both unrestricted and
restricted cash and cash equivalents. MHF reports its operating account as unrestricted.
MHF reserve accounts are reported as restricted.

Additional information can be obtained from the State of Maryland Annual Comprehensive
Financial Report by visiting the website https://www.marylandtaxes.gov/reports/cafr.php.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates will adversely affect the fair value of
an investment. MHF adheres to Maryland State Treasurer’s policy for managing its exposure
to fair value loss arising from increasing interest rates. The Maryland State Treasurer’s
investment policy states that to the extent possible, it will attempt to match its investments
with anticipated cash flow requirements. Unless matched to a specific cash flow, the
Treasurer’s Office will not directly invest in securities maturing more than five years from the
date of purchase.

Credit Risk and Concentration of Credit Risk

Credit risk is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. MHF’s policy for reducing its exposure to credit risk is to comply with Maryland
State Treasurer’'s policy, which requires that the Treasurer's investments in repurchase
agreements be collateralized by U.S. Treasury and agency obligations. In addition,
investments may be made directly in U.S. Treasuries or agency obligations.

Concentration of credit risk is the risk of loss attributed to the magnitude of a government’s
investment in a single issuer. MHF’s policy for reducing this risk of loss is to comply with the
Maryland State Treasurer’s policy, which limits the amount of repurchase agreements to be
invested with a particular institution to 30% of the portfolio. Otherwise, there is no limit on
the amount that may be invested in any one issuer.
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MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

NOTE3 CASH AND INVESTMENTS (CONTINUED)

Custodial Credit Risk

Custodial credit risk is the risk that in the event of a bank or counterparty failure, MHF will
not be able to recover its deposits or the value of its collateral securities that are in the
possession of an outside party. Investments and collateralized securities are held in trust by
the trustee or the trustee agent, kept separate from the assets of the bank and from other
trust accounts and are held in MHF’s name.

Investment Held for Borrower

The investment consists of a U.S. government treasury zero-coupon bond carried at fair
value based on quoted market prices. The investment is classified as long-term based on
the maturity date.

The following asset reported at fair market value and held by MHF at June 30, 2023 and
2022 is evaluated in accordance with accounting guidance issued by the GASB for interest
rate risk, credit risk, concentration of credit risk and custodial credit risk. This investment is
held as collateral on a Multi-Family loan and matures on April 15, 2024.

2023 2022

Investment Held for Borrower (Obligations of
U.S. Government Agencies) $ 2,490,957 $ 2,459,425

This bond is pledged as additional collateral to further secure the repayment of certain
promissory notes by the borrower of loans that are owned by MHF. The loan agreements
provide that, at maturity, MHF will either (i) return the proceeds, or a defined portion thereof,
to the borrower if certain limited conditions have been satisfied, or (ii) apply the proceeds, or
a defined portion thereof, to the outstanding balances owed to MHF.

Fair Value Measurements

MHF categorizes its fair value measurements within the fair value hierarchy established by
generally accepted accounting principles. The hierarchy is based on the valuation inputs
used to measure the fair value of the asset. Level 1 inputs are quoted market prices in
active markets for identical assets; Level 2 inputs are significant other observable inputs;
Level 3 inputs are significant unobservable inputs.

The Funds have the following recurring fair value measurements as of June 30, 2023:
e Pooled cash maintained by the State Treasurer of $91,979,402 (Level 1).

¢ Investments held for Borrower, consisting of a U.S. government treasury zero-
coupon bond of $2,490,957 carried at fair value based on quoted market prices
(Level 1).

(14)



MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

NOTE3 CASH AND INVESTMENTS (CONTINUED)

Fair Value Measurements (continued)
The Funds have the following recurring fair value measurements as of June 30, 2022:

e Pooled cash maintained by the State Treasurer of $88,643,905 (Level 1).

¢ Investments held for Borrower, consisting of a U.S. government treasury zero-
coupon bond of $2,459,425 carried at fair value based on quoted market prices
(Level 1).

NOTE 4 LOANS AND INTEREST RECEIVABLE, NET OF ALLOWANCE FOR LOANS AND
RELATED LOSSES

Loans and interest receivable, net of allowance for loans and related losses, consist of loans
made directly by MHF and loans originally made by others and subsequently assigned to
MHF under the provisions of the insurance agreements plus interest receivable, net of
possible losses. Based on Management’s assessment, MHF has reviewed these loans and
determined that collection is unlikely given the financial situation of the borrowers. A full
allowance has been recorded. Mortgage loans, notes receivable, and interest receivable
were as follows for the years ended June 30, 2023 and 2022:

2023 2022
Multi-Family $ 7,376,076 $ 7,413,074
Single-Family 178,490 178,490
Other 8,731 9,692
Interest Receivable on Loans 13,636,475 13,114,786
Total 21,199,772 20,716,042
Allowance for Possible Losses on Multi-Family Loans (7,376,076) (7,413,074)
Allowance for Possible Losses on Single-Family Loans (178,490) (178,490)
Allowance for Possible Losses on Other (8,731) (9,692)
Allowance for Possible Losses on Interest Receivable (13,636,475) (13,114,786)
Total Allowance for Possible Losses (21,199,772) (20,716,042)
Loans and Interest Receivable, Net of Allowance for
Loans and Related Losses $ - $ -

Changes in the allowance for possible losses on loans and interest receivable were as
follows for the years ended June 30, 2023 and 2022:

2023 2022
Balance - Beginning of Year $ 20,716,042 $ 20,230,436
Increase in Provision 483,730 485,606
Balance - End of Year $ 21,199,772 $ 20,716,042

(15)



MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

NOTE 5 UNEARNED PREMIUMS

The unearned premiums for the unexpired terms of all policies in force or written as of

June 30, 2023 and 2022, and the changes for the years then ended were as follows:

Multi-Family Programs:
Construction and Permanent Mortgages
SHOP Loans
Total Multi-Family Programs

Single Family Programs:
Single Family Regular:
Primary

Total - Year Ended June 30, 2023

Multi-Family Programs:
Construction and Permanent Mortgages
SHOP Loans
Total Multi-Family Programs

Single-Family Programs:
Single-Family Regular:
Primary

Total - Year Ended June 30, 2022

2023
Unearned
Premiums at Unearned
Beginning of Premiums Premiums Premiums at
Year Written Earned End of Year
$ 411,994 § 736,865 $ 692,889 $ 455,970
11,459 16,911 18,463 9,907
423,453 753,776 711,352 465,877
39,780 111,778 122,893 28,665
$ 463,233 $ 865,554 $ 834,245 $ 494,542
2022
Unearned
Premiums at Unearned
Beginning of Premiums Premiums Premiums at
Year Written Earned End of Year
$ 322,238 $ 736,497 $ 646,741 $ 411,994
19,463 20,043 28,047 11,459
341,701 756,540 674,788 423,453
51,458 68,015 79,693 39,780
$ 393,159 § 824,555 $ 754,481 $ 463,233
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MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

NOTE6 NONCURRENT OBLIGATIONS

Changes in noncurrent obligations for the years ended June 30, 2023 and 2022 were as

follows:
2023
Amount Due
Beginning Ending Within
Balance Additions Reductions Balance One Year
Compensated Absences $ 101,705 $ - 8 (15,154) $ 86,551 $ 40,726
Workers' Compensation 2,000 - - 2,000 300
Investment Held for Borrower 2,654,253 75,892 - 2,730,145 239,188
Allowance for Unpaid Insurance
Losses 9,521,465 327,415 - 9,848,880 132,469

Total - Year Ended June 30, 2023 $ 12,279,423 $ 403,307 $ (15,154) $ 12,667,576 § 412,683

2022
Amount Due
Beginning Ending Within
Balance Additions Reductions Balance One Year
Compensated Absences $ 103,044 $ - 9 (1,339) $ 101,705 $ 40,532
Workers' Compensation 2,000 - - 2,000 300
Investment Held for Borrower 2,817,699 - (163,446) 2,654,253 194,828
Allowance for Unpaid Insurance
Losses 9,401,772 119,693 - 9,521,465 83,993

Total - Year Ended June 30, 2022 $ 12,324,515 $ 119,693 § (164,785) $ 12,279,423 § 319,653

NOTE7 ALLOWANCE FOR UNPAID INSURANCE LOSSES

The allowance for unpaid insurance losses is the estimated claims settlement on notices of
default that has been received by MHF, as well as loan defaults that have been incurred but
have not been reported by the lenders. Although current accounting guidance specifically
excludes mortgage guaranty insurance from its guidance relating to the reserves for losses,
MHF establishes loss reserves using the general principles contained in the insurance
standard.

For insured Multi-Family program properties, MHF establishes loss reserves on a case-by-
case basis when insured loans are identified as currently in default based on MHF’s
expected claim payment, net of estimated recovery. At June 30, 2023, MHF had no Multi-
Family loans in default. As a result, MHF provides only limited loss reserves on the Multi-
Family portfolio.

(17)



NOTE 7

MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

ALLOWANCE FOR UNPAID INSURANCE LOSSES (CONTINUED)

For insured Single Family loans, MHF establishes its loss reserves based on past loss
experiences and the current real estate market. MHF also reserves for defaults that have
been incurred but have not been reported prior to the close of an accounting period, using
estimated claim rates and claim sizes for the estimated number of defaults not reported. For
Single Family program properties, insured loans which have gone through foreclosure and
MHF has not paid a claim, MHF also reserves for losses based on past loss experiences
and the current real estate market.

MHF’s reserve process is based upon the assumptions of past experience, including the
current real estate market and housing values in the locations where MHF has experienced
high claim rates. Therefore, the reserves are necessarily based on estimates and the
ultimate liability may vary from such estimates. Management regularly reviews the
evaluation of the loss reserves utilizing current information and updates the assumptions in
the estimation process accordingly. Any resulting adjustments are reflected in the current
period’s earnings as either a provision for losses or reduction in losses. Management
believes that the allowance for unpaid insurance losses at June 30, 2023 was appropriately
established on an aggregate basis and was adequate to cover the ultimate net cost of
settling reported and unreported claims.

Changes in allowance for unpaid insurance losses were as follows:

Multi-Family Single-Family Business Total
Balance - June 30, 2021 $ 7740389 $ 1,661,383 $ - $ 9,401,772
Increase (Decrease) in Provision 875,639 (755,946) : 119,693
Balance - June 30, 2022 8,616,028 905,437 - 9,521,465
Increase (Decrease) in Provision 570,000 (242,585) - 327,415

Balance - June 30, 2023 $ 9,186,028 § 662,852 § - $ 9,848,880
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MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

NOTE9 COMMITMENTS AND CONTINGENCIES

Multi-Family Mortgages
MHF insured mortgage loans as of June 30, 2023, net of partial claim payments, were as

follows:
Current
Number Balance
CDA Construction and Permanent Mortgages 92 $ 516,290,213
CDA SHOP Loans 115 9,811,835
Total 207 $ 526,102,048

As of June 30, 2023, MHF had commitments of $15,393,566 which had not yet been drawn.

Single-Family Mortgages

All loans insured by MHF are with approved lenders and are collateralized by a first or
second lien against the improved property, which must be located in the state of Maryland.
The details of insured loans and commitments to insure loans as of June 30, 2023, were as
follows:

Insured Mortgages

Original Current Contingent
Number Amount Amount Liability
Primary Insurance Coverage

Single Family Regular

25% Insured 338 $ 19,460,156 $ 3,256,558 $ 814,140

35% Insured 56 10,937,903 8,722,823 3,052,988
Revitalization (Pilot) Program

2.5% Insured 171 23,708,221 21,177,859 529,446
General

35% Insured 9 2,215,368 1,796,837 628,893

Total 574 $ 56,321,648 $ 34,954,077 § 5,025,467

As of June 30, 2023, MHF had no unfunded commitments under the Revitalization Reserve
or Healthy Neighborhood Program.

Effective August 1, 2010, MHF was released from any obligation to provide pool insurance
for loans originated prior to 2005.
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MARYLAND HOUSING FUND
NOTES TO FINANCIAL STATEMENTS
JUNE 30, 2023 AND 2022

NOTE 10 PENSION AND OTHER POST-RETIREMENT BENEFITS

NOTE 11

Eligible employees of the state of Maryland are covered under the retirement plans of the
State Retirement and Pension System of Maryland (the System) and are also entitled to
certain healthcare benefits upon retirement. MHF’s only obligation for retirement and
post-employment benefits is its required annual contribution, which was paid in full by MHF
to the state of Maryland prior to year-end. The liability for the employees is recorded by the
general fund of the state of Maryland and is not allocated to MHF. The System prepares a
separate audited Comprehensive Annual Financial Report which can be obtained from the
State Retirement and Pension System of Maryland, 120 East Baltimore Street, Baltimore,
Maryland 21202 or by visiting the website at www.sra.maryland.gov.

RELATED PARTY TRANSACTIONS

MHF engages in certain transactions with related parties, specifically other units within
DHCD. Premium and fee income generated from insured loans with CDA represent
approximately 99% of the total premium and fee income reported during each of the fiscal
years ending June 30, 2023 and 2022. Additionally, MHF pays certain post-foreclosure
expenses for both CDA and DHCD’s State Funded Loan Program to achieve a cost savings
to the Agency as a whole. As these expenses are not expenses related to the operations of
MHF, they are recorded on the balance sheet as Due From Other Funds, affecting only cash
and receivables. These expenses are subsequently reimbursed to MHF by the responsible
unit, and the outstanding receivable is cleared.
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