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HFA SINGLE FAMILY FINANCINGS

PUBLIC FINANCE

Mortgage Revenue Bonds vs Non-Bond Mortgage Origination Programs

•

Mortgage revenue bonds (MRBs) have historically been a very efficient tool for HFAs. However, since
2008 the tax-exempt municipal market has not always allowed local HFAs to efficiently issue mortgage
revenue bonds to offer a continuous lending platform.

•

Non-bond mortgage programs such as “TBA” (to-be-announced), worked relatively well throughout the
2008-2009 crisis with little market impact, when MRBs were extremely challenging until Treasury’s
NIBP was launched, and again from 2012-2016.

•

HFAs have been able to structure TBA/market driven programs that are very similar to mortgage
programs funded by tax-exempt bonds.

•

The primary difference between a bond funded program and a non-bond, market driven program
(e.g., “TBA”) is how the mortgage loans/mortgage backed securities (MBS), as applicable, are
ultimately delivered by the Master Servicer after loan delivery.
‒ In a non-bond program, instead of being sold to a bond trustee and held as security for a
mortgage revenue bond, the mortgage loans/MBS are instead sold to a third party. The mortgage
loans/MBS sale can occur through:
1) a TBA contract used to hedge interest rate risk (MBS only);
2) predetermined terms of a contract with a third party; or
3) a third party in an open market transaction at the time of mortgage loan/MBS delivery.

•

Until the mortgage loans/MBS are available for delivery, the process is virtually identical to that of a
typical single family mortgage revenue bond program.
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MORTGAGE REVENUE BOND PROGRAM BASICS

PUBLIC FINANCE

•

HFA/Lenders – program guidelines/mortgage origination agreement

•

HFA/Servicer – servicing agreement

•

HFA/Trustee – trust indenture

•

HFA/Bond Underwriter – bond purchase agreement
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TBA PROGRAM BASICS

PUBLIC FINANCE

•

HFA/Lenders – program guidelines/mortgage origination agreement

•

HFA/Servicer – servicing agreement

•

HFA/Custodian – custody agreement

•

HFA/Hedge Provider – MBS purchase agreement
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WHY ARE HFAS USING NON-MRB PROGRAMS TO FUND SINGLE FAMILY?

PUBLIC FINANCE

• Since 2012 non-MRB programs, such as TBA, have become an efficient single
family funding mechanism for state and local HFAs nationwide, instead of or in
conjunction with MRBs. TBA programs:
‒ Can work side by side with MRB programs (not mutually exclusive).
‒ May provide a comparable NPV ($$) to the HFA than through tax-exempt
bonds (depending on loan volume and speed of reservations among other
factors).
 This dynamic changes with market fluctuations / HFA DPA resources.
‒ May allow broader homebuyer universe (e.g., borrower income not
required to include household income; no 1st-time homebuyer requirement)
and less paperwork for lenders (e.g., Form 1003 to establish 1st-time
homebuyer status; 3 years tax returns not a requirement).
‒ Can be paired with MCC (unlike MRB).
‒ Support HFA mission.
‒ Can help HFAs earn income and raise down payment assistance (DPA).
‒ Maintain lender networks, particularly when MRBs don’t work efficiently.
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MANAGING MARKET RISK IN “NEW” ENVIRONMENT

PUBLIC FINANCE

Timing of HFA Pricing is Critical to Managing Market Risk

Loan Reservation

Lock-in Financing On or
Before Loan Reservation

Lock-in Financing After
Loan Reservation

HFA locks in financing ON or
BEFORE loan commitment is made.

HFA locks in financing AFTER
loan commitment is made.

 Traditional Bond Financing
with Zeroes or Refundings
 TBA Hedges

 Pass-Through Financing
 Delayed TBA Hedges

HFA risk is limited/transferred to
bond investor or hedge provider.
Best execution: Rising or volatile
interest rate environment

HFA is exposed to market risk
until financing is obtained.
Best execution: Falling or stable
interest rate environment
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OTHER SINGLE FAMILY PROGRAM CONSIDERATIONS

PUBLIC FINANCE

• TBA is an evergreen program.
‒ One limiting factor is TBA results in a one-time payment as opposed to MRBs
which generate an annuity for the life of the MRBs.
‒ Beneficial when PAB volume cap is limited.
‒ HFAs can preserve PAB volume cap for MCC programs and multifamily bond
financings.
• How to set the mortgage rates under a TBA program?
‒ HFA Profit target - Min/Max?
‒ Under MRB there is a max spread HFAs can keep on tax-exempt financings,
per tax regs.
‒ Under TBA: HFA determines profit target.
‒ Preservation of DPA funds?
‒ DPA as a Grant or Second Mortgage?
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DISCLAIMER

PUBLIC FINANCE

The information contained herein is solely intended to facilitate discussion of potentially applicable financing applications and is not intended to be a specific buy/sell
recommendation, nor is it an official confirmation of terms. Any terms discussed herein are preliminary until confirmed in a definitive written agreement. While we believe that the
outlined financial structure or marketing strategy is the best approach under the current market conditions, the market conditions at the time any proposed transaction is
structured or sold may be different, which may require a different approach.
The analysis or information presented herein is based upon hypothetical projections and/or past performance that have certain limitations. No representation is made that it is
accurate or complete or that any results indicated will be achieved. In no way is past performance indicative of future results. Changes to any prices, levels, or assumptions
contained herein may have a material impact on results. Any estimates or assumptions contained herein represent our best judgment as of the date indicated and are subject to
change without notice. Examples are merely representative and are not meant to be all-inclusive.
Raymond James shall have no liability, contingent or otherwise, to the recipient hereof or to any third party, or any responsibility whatsoever, for the accuracy, correctness,
timeliness, reliability or completeness of the data or formulae provided herein or for the performance of or any other aspect of the materials, structures and strategies presented
herein. This Presentation is provided to you for the purpose of your consideration of the engagement of Raymond James as an underwriter and not as your financial advisor or
Municipal Advisor (as defined in Section 15B of the Exchange Act of 1934, as amended), and we expressly disclaim any intention to act as your fiduciary in connection with the
subject matter of this Presentation. The information provided is not intended to be and should not be construed as a recommendation or “advice” within the meaning of Section
15B of the above-referenced Act. Any portion of this Presentation which provides information on municipal financial products or the issuance of municipal securities is only given
to provide you with factual information or to demonstrate our experience with respect to municipal markets and products. Municipal Securities Rulemaking Board (“MSRB”) Rule
G-17 requires that we make the following disclosure to you at the earliest stages of our relationship, as underwriter, with respect to an issue of municipal securities: the
underwriter’s primary role is to purchase securities with a view to distribution in an arm’s-length commercial transaction with the issuer and it has financial and other interests that
differ from those of the issuer.
Raymond James does not provide accounting, tax or legal advice; however, you should be aware that any proposed transaction could have accounting, tax, legal or other
implications that should be discussed with your advisors and/or legal counsel.
Raymond James and affiliates, and officers, directors and employees thereof, including individuals who may be involved in the preparation or presentation of this material, may
from time to time have positions in, and buy or sell, the securities, derivatives (including options) or other financial products of entities mentioned herein. In addition, Raymond
James or affiliates thereof may have served as an underwriter or placement agent with respect to a public or private offering of securities by one or more of the entities
referenced herein.
This Presentation is not a binding commitment, obligation, or undertaking of Raymond James. No obligation or liability with respect to any issuance or purchase of any Bonds or
other securities described herein shall exist, nor shall any representations be deemed made, nor any reliance on any communications regarding the subject matter hereof be
reasonable or justified unless and until (1) all necessary Raymond James, rating agency or other third party approvals, as applicable, shall have been obtained, including,
without limitation, any required Raymond James senior management and credit committee approvals, (2) all of the terms and conditions of the documents pertaining to the
subject transaction are agreed to by the parties thereto as evidenced by the execution and delivery of all such documents by all such parties, and (3) all conditions hereafter
established by Raymond James for closing of the transaction have been satisfied in our sole discretion. Until execution and delivery of all such definitive agreements, all parties
shall have the absolute right to amend this Presentation and/or terminate all negotiations for any reason without liability therefor.
The information presented herein may include references to swaps or other derivative products and associated risks. This Presentation does not include a complete explanation
of interest rate swaps or other derivative products or their associated risks. Before any decision with respect to the use of swaps or other derivative products can be made, you
should receive a complete presentation that details such associated risks, which may be significant. You should not enter into any transaction involving swaps or other derivative
products unless you fully understand all such risks and have independently determined that such transaction is appropriate for you.
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