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Douglas Garver, Executive Director 
Errin Jackson, Director of Debt Management  
 
When the Guaranteed Investment Contract (GIC) market virtually vanished in 2009, housing finance 
agencies were left with enormous negative arbitrage issues when issuing bonds prior to originating the 
underlying mortgages, which was historically how HFAs had done business. In an effort to minimize 
negative arbitrage, the Ohio Housing Finance Agency (OHFA) began using a warehouse line extended by 
their loan servicer to purchase the loans from originating lenders, pool the loans into Mortgage-Backed 
Securities (MBS), and warehouse the MBS without using bond proceeds. The bonds would then be issued 
after the majority of the underlying MBS were already originated, therefore lessening the effect of 
negative arbitrage. 
 
When the MBS were being warehoused by the loan servicer, OHFA would receive only one third of the 
pass-through interest earned on the MBS.  In July 2012, OHFA began using reserves within its General 
Trust Indenture to self-warehouse the MBS. This enabled the Agency to retain the entire pass-through 
interest on the MBS until the bonds were issued.   
 
The reserves in the OHFA’s General Trust Indenture were a limited resource. In October 2012, the 
Agency was accepted by the Federal Home Loan Bank of Cincinnati as a Housing Associate Member, 
enabling OHFA to take advantage of advances offered by the bank. When the reserves within the General 
Trust Indenture became completely tapped in June 2013, OHFA utilized a fully collateralized advance 
under the Housing Associate Membership with a cost of borrowing as low as 0.14%.  This enabled the 
Agency to purchase approximately $25 million of MBS with a rate of return of 3.42%, with a cost of 
funds of only 0.14%.  OHFA then netted 3.28% as opposed to having the loan servicer hold the loans 
until the bond proceeds were available. 

Through April 30, 2013, OHFA earned approximately $2.4 million by self-warehousing the MBS, for an 
imputed interest yield of 3.76%.  If the Agency would have continued to use the warehouse line with the 
loan servicer for the same portfolio of MBS, the rate of return would have been approximately 1.25%, or 
$800,000. The reserves used for self-warehousing were previously invested earning only approximately 
0.96%, or $600,000.  By utilizing reserves to self-warehouse the MBS, OHFA was able to generate at 
least $1.6 million in additional return on the General Trust Indenture’s reserves. 
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