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1. High interest rates, and
2. An inverted yield curve

The current, steeper yield 
curve, and lower absolute 
rates have led to bigger pay-
ups and lower TBA program 
mtg rates
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MMD/UST Ratio Curve

Meanwhile, the value of tax-
exempt MRBs has remained
high
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The value of tax-exemption 
remains strong despite MMD 
ratios trending upward and 
better performance in the TBA 
market

TAX-EXEMPT MRB VALUE REMAINS STRONG
Mortgage Rate on FHA Loan w/ DPA Financed w/ TBA or Tax-Exempt MRB
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BEST EXECUTION
Improved performance in the TBA market and continued strong performance in the 
MRB market have created best execution opportunities for HFAs that …

 Realize the full specified pool pay-up on each MBS sale
Competitive specified pool sales through a network of broker-dealers to realize full pay-up

 Analyze relative economics at the product and loan level
Best ex for Mtg Product A may be different than best ex for Mtg Product B; pay ups will 
vary based on loan type

 Optimize economic return at multiple pipeline and deal cycle milestones
Daily TBA and MRB rate sheets, optimize loan pools, MRB structure, MRB pricing

 Regularly assess medium and long-term resource capacity
How do you expect your program to utilize TBA vs. MRB, taxable vs. tax-exempt, and 
variable vs. fixed over the next year? How about over the next three to five years?

 Utilize resources when the value is greatest
Deploying limited PAB volume cap, variable rate debt, and cash resources when return on 
investment is high will stretch resources further

 Rigorously assess risk
Evaluating value in the context of prepayment risk, interest rate risk, counterparty risk, basis 
risk, delivery risk, and the other risks related to various executions. Is it better to lock in
value today or take spread over time?
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Tax Exempt Funding Costs vs National Mortgage Rate

Sources: Barclays and FRED as of September 24, 2024.
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30-Year/10-Year UST& MMDRatios

Ratio (%) 
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Current vs. 10 Year Average USTYield Curves1

30-Yr Less 5-Yr = 0.13%

30-Yr Less 5-Yr = 0.74%

Current Curve Versus 10 Year Average

Currentvs. 10 Year Average MMDYield Curves1

30-Yr Less 5-Yr = 0.93%

30-Yr Less 5-Yr = 1.20%

30-Yr Less 5-Yr = 0.62%

30-Yr Less 5-Yr = 1.21%
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Current Rates 10 YearAvg.
MMD, Current
Spreads

10 YearAvg. MMD, 
10 YearAvg.
Spreads

Bond Yield Benefit 75% PSA PAC 18 bps 21 bps 29 bps

Bond Yield Benefit 100% PSA PAC - - 39 bps

PAC Values: Current1 vs Historical
While PACs are still seeing a strong investor response in the market, the structural benefit is modest.
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This document has been prepared by Barclays Capital Inc. (“Barclays”) for information purposes only and for the sole and exclusive use of the receiver of the document who was sent the document by Barclays (the “Recipient”) in connection with the
matter or possible transaction to which this document relates. The final terms and conditions of the transaction will be set out in full in the applicable offering document(s) or binding transaction document(s). This document is incomplete without
reference to, and should be assessed solely in conjunction with, the oral briefing provided by Barclays.

This document is strictly confidential and remains the property of Barclays. The Recipient agrees that it shall only use this document for the purpose of evaluating and considering the matter or possible transaction to which this document relates.
This document may not be distributed, published, reproduced, or disclosed, in whole or in part, to any other person, nor relied upon by the Recipient or any other person, nor used for any other purpose at any time, in each case without the prior
written consent of Barclays.

Members of Barclays and its subsidiaries, affiliates, respective officers, directors, employees, agents, advisors and other representatives (Barclays together with such persons being the “Barclays Group”) are involved in a wide range of commercial
banking, investment banking and other activities out of which conflicting interests or duties may arise. In the ordinary course of its business, Barclays Group may provide services to any other entity or person whether or not a member of the same
group as the Recipient (a “Third Party”), engage in any transaction (whether on its own account, on behalf of any Third Party or otherwise, and including any transaction or matter contemplated by this document), notwithstanding that such services,
transactions or actions may be adverse to the Recipient or any member of the Recipient’s group, and Barclays Group may retain for its own benefit any related remuneration or profit. Barclays Group may also, from time to time, effect transactions
for its own account or the account of its clients and hold long or short positions in debt, equity or other securities of the companies referred to herein. Barclays Group operates in accordance with a conflicts of interest policy that identifies conflicts
of interest Barclays Group faces in the ordinary course of its business, and establishes organizational and procedural measures to manage those conflicts where it is reasonably able to do so. Neither Barclays nor any other part of Barclays Group
shall have any duty to disclose to the Recipient or utilize for the Recipient’s benefit any non-public information acquired in the course of providing services to any other person, engaging in any transaction (on its own account or otherwise) or
otherwise carrying on its business.

The Barclays Group’s research analysts and research departments are independent from the Barclays Group’s banking business (“Banking”) and are subject to certain regulations and internal policies. The Barclays Group’s research analysts may hold
and make statements or investment recommendations and/or publish research reports with respect to any company referred to herein, the transactions contemplated herein or any person involved therein or related thereto that differ from or are
inconsistent with the views or advice communicated by Banking.

Furthermore, any preliminary valuation summary presented herein represents the views of Banking. In the course of vetting potential transactions and pursuant to Barclays’ internal preliminary valuation, diligence and compliance procedures,
Banking may obtain the independent views of the Barclays Group’s research department regarding the company and merits of a proposed transaction. However, the Barclays Group’s research department is independent and, in accordance with
U.S. rules, Banking is not permitted to make any representation regarding the views of the research analyst who has been, or may be, assigned by research management to independently evaluate a company and any proposed transaction.
Accordingly, you should not infer that any preliminary valuation summary presented by Banking reflects the views of the Barclays Group’s research department and nothing herein or otherwise should be construed as a promise or offer of favorable
coverage or an indication of a specific rating or price target that may be assigned in the future by any Barclays Group research analyst.

Neither Barclays nor any of its subsidiaries or affiliates shall be obliged by having made this document available to you to provide any financial advisory services (whether in relation to the matter or possible transaction to which this document relates
or otherwise) or to sell, acquire, place or underwrite any securities or to lend moneys or to provide any other commitment, facility, product, risk management solution or service, nor does Barclays represent by providing this document to the
Recipient that it will be possible for Barclays to provide, arrange or undertake any of the aforementioned services, activities, products or solutions. Any commitment by Barclays to provide, arrange or undertake any of the aforementioned services,
activities, products or solutions would be subject to Barclays signing appropriate documentation, obtaining all necessary internal approvals and completing due diligence, in each case in a manner satisfactory to Barclays.

This document was prepared on the basis of information and data obtained from publicly available sources and, where applicable, from the Recipient and/or any other entity that may be involved in any transaction or matter contemplated by this
document (and/or any of the Recipient’s or the aforementioned entities’ affiliates), in each case prior to or on the date hereof. The information in this document has not been independently verified by Barclays. Barclays has relied on any information
provided by the Recipient or from third party or public sources as complete, true, fair, accurate and not misleading. With respect to any financial or operating forecasts and analyses provided to it, Barclays has assumed that they are achievable and
have been reasonably and properly prepared on bases reflecting the best currently available information, estimates and judgments as to the future financial performance of the entity(ies) to which they relate and that such forecasts or analyses
would be realized in the amounts and time periods contemplated thereby. Barclays does not make any warranty or representation, express or implied, as to the accuracy, completeness or reasonableness of the information (including projections
and assumptions) contained in this document whether obtained from or based upon third party or public sources or otherwise.

This document is given as of the date hereof, may not be final, is based on information available to Barclays as of the date hereof, is subject to any assumptions set out therein and is subject to change without notice. Accordingly, this document may
be based on (a) data and information that may no longer be current and (b) estimates that may involve highly subjective assessments. It should be understood that subsequent developments may affect this document and Barclays Group (as defined
below) does not undertake any obligation to provide any additional information or to update any of the information or the conclusions contained herein or to correct any inaccuracies which may become apparent. Any data or information regarding,
or based on, past performance is no indication of future performance.

The Recipient is responsible for making its own independent investigation and appraisal of the risks, benefits, appropriateness and suitability of any transaction or matter contemplated by this document. Barclays is not making any recommendation
(personal or otherwise) or giving any investment advice. The decision to proceed with any transaction or action contemplated by this document must be made by the Recipient in light of its own commercial assessments, and Barclays will not be
responsible for such assessments. Barclays is not responsible for providing or arranging for the provision of any general financial, strategic or specialist advice, including legal, regulatory, accounting, model auditing or taxation advice or services or
any other services in relation to the transaction and/or any related securities described herein.

Barclays Group does not accept any liability whatsoever for any direct, indirect or consequential losses (in contract, tort or otherwise) arising from the use of this document or its contents or any reliance on the information contained herein. Barclays
Group is not responsible for any specialist advice, including legal, regulatory, accounting, model accounting, tax, actuarial or other advice.

This document shall not constitute an underwriting commitment, an offer of financing, an offer to sell, or the solicitation of an offer to buy any securities described herein, which shall be subject to Barclays’ internal approvals. No transaction or
service related thereto is contemplated without Barclays' subsequent formal agreement.

NOACTION HAS BEEN MADE OR WILL BE TAKEN THAT WOULD PERMIT A PUBLIC OFFERING OF THE SECURITIES DESCRIBED HEREIN IN ANY JURISDICTION IN WHICH ACTION FOR THAT PURPOSE IS REQUIRED. NO OFFERS, SALES,
RESALES OR DELIVERY OF THE SECURITIES DESCRIBED HEREIN OR DISTRIBUTION OF ANY OFFERING MATERIAL RELATING TO SUCH SECURITIES MAY BE MADE IN OR FROM ANY JURISDICTION EXCEPT IN CIRCUMSTANCES WHICHWILL
RESULT IN COMPLIANCE WITH ANY APPLICABLE LAWS AND REGULATIONS AND WHICHWILL NOT IMPOSE ANY OBLIGATION ON BARCLAYS OR ANYOF ITS AFFILIATES.

THIS DOCUMENT DOES NOT DISCLOSE ALL THE RISKS AND OTHER SIGNIFICANT ISSUES RELATED TO AN INVESTMENT IN THE SECURITIES DESCRIBED HEREIN. PRIOR TO TRANSACTING, POTENTIAL INVESTORS SHOULD ENSURE
THAT THEY FULLY UNDERSTAND THE TERMS OF THE RELEVANT SECURITIES AND ANY APPLICABLE RISKS.

THE INFORMATION CONTAINED HEREIN IS NOT INTENDED TO BE DISTRIBUTED TO ANY PROSPECTIVE OR ACTUAL INVESTORS AND, ACCORDINGLY, MAY NOT BE SHOWN OR GIVEN TO ANY PERSON OTHER THAN THE RECIPIENT, AND
IS NOT TO BE FORWARDED TO ANY OTHER PERSON (INCLUDING ANYRETAIL INVESTOR OR CUSTOMER), COPIED OR OTHERWISE REPRODUCED OR DISTRIBUTED TO ANY SUCH PERSON IN ANY MANNER WHATSOEVER. FAILURE TO
COMPLY WITH THIS DIRECTIVE CAN RESULT IN A VIOLATION OF THE SECURITIES ACT OF 1933, AS AMENDED.

Barclays Capital Inc. is the United States investment bank of Barclays Bank PLC. Barclays Bank PLC is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority
(Financial Services Register No. 122702). Registered in England. Registered No. 1026167. Registered office: 1 Churchill Place, London E14 5HP. Copyright Barclays Bank PLC, 2024 (all rights reserved).
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AFFORDABLE HOMEOWNERSHIP FINANCING IN A HIGH-INTEREST RATE MARKET

Focus on the bigger picture as markets continue to change and evolve

 FOMC decided to cut rates by 50 bp to a targeted range of 4.75% - 5.00% marking the first rate cut since March 2020 as Powell stressed “The time has 
come for policy to adjust” and placed an emphasis on supporting the labor market

 Median projections of 4.25% - 4.50% by year end 2024 signaling 2 more 25 bp cuts

Rate Analysis - 1/1/2012 to 9/26/2024
10-Year 

AAA
MMD

30-Year 
AAA
MMD

Bond Buyer
20 GO Bond Index

Bond Buyer 
Revenue Bond
Index

10-Year
U.S. Treasury

30-Year
U.S. Treasury SIFMA

1-
Mont
h 
SOFR

Current 2.63 3.52 3.81 4.10 3.79 4.12 3.15 3.67
Maximum 3.59 4.57 5.03 5.40 4.93 5.09 5.20 5.36
Minimum 0.58 1.27 2.02 1.97 0.55 1.17 0.01 0.01

Average 1.99 2.86 3.48 3.92 2.38 2.96 0.95 1.38
% Time

Lower
85.7% 83.0% 64.8% 54.4% 88.6% 91.6% 90.4% 85.7%

Source: Refinitiv Municipal Market Date, UST and Bloomberg

(1) SOFR 1 Month is blended with LIBOR 1 Month rates prior to 2019

AAA MMD AAA MMD Steepness
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AFFORDABLE HOMEOWNERSHIP FINANCING IN A HIGH-INTEREST RATE MARKET
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Focus on the bigger picture as markets continue to change and evolve

 Tax-Exempt MRB Par Structure is always the ideal to maintain maximum optionality

 Taxable MRBs continue to provide value

 With QE expected to continue and potential for a steeper yield curve, TBA may provide alternative

 Additional structuring options for Tax-Exempt and Taxable financings lower borrowing costs at the expense of flexibility

 PACs -- Results in approximately 20bps of all-in yield benefit when included

 Spreads have widened, but still provide value on a relative basis for Tax-Exempt and Taxable structures

 Limits indenture optionality, especially in recent higher rate environment

 Slower prepayments can cause stress to maintain schedules

 5% Premium Coupons -- 24 bps to 52 bps of yield benefit throughout the curve for Tax-Exempt

 Lock-out structures can limit optionality

 Recent higher rate environment has produced more attractive par cross-call candidates

 Typically structured within 10-year range and provides approximately 5bps of all-in yield benefit when included

 Longer structures provide additional benefit and may result in future economic savings (shorter par calls can increase optionality)

 Front Loaded Structures -- Yield curve has steepened

 Base structure on faster prepay assumption

 Dependent on capacity of indenture cashflows and may be better suited in faster prepayment environment

 VRDBs and Swaps -- An alternative to fixed rate Taxable, PACs or longer premium bonds

 Can be structured with more customized optionality

 Consider cost and availability of credit

 Tax plan maintenance, basis risk and counterparty risk



AFFORDABLE HOMEOWNERSHIP FINANCING IN A HIGH-INTEREST RATE MARKET

Focus on the bigger picture as markets continue to change and evolve
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AFFORDABLE HOMEOWNERSHIP FINANCING IN A HIGH-INTEREST RATE MARKET

Focus on the bigger picture as markets continue to change and evolve

 In the current higher rate environment slower prepayments have caused stress on PAC amortizations

23 © 2024 Hilltop Securities Inc. All rights reserved. Member NYSE/FINRA/SIPC. Confidential and Proprietary.



AFFORDABLE HOMEOWNERSHIP FINANCING IN A HIGH-INTEREST RATE MARKET

Focus on the bigger picture as markets continue to change and evolve

 Consideration for 5% Premium Coupons should be accessed relative to future optionality

24 © 2024 Hilltop Securities Inc. All rights reserved. Member NYSE/FINRA/SIPC. Confidential and Proprietary.



AFFORDABLE HOMEOWNERSHIP FINANCING IN A HIGH-INTEREST RATE MARKET

Focus on the bigger picture as markets continue to change and evolve

 Conventional mortgage basis

vs. blend of 5-yr and 10-yr USTs

Wider mortgage basis since the 

QT cycle began in 2022

With easing on the horizon and 

the steepening of the yield 

curve, one can expect

mortgage basis to tighten

 Should make the mortgage 

secondary market more 

competitive from a rate setting 

standpoint
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The general market commentary herein is intended for educational and informational purposes only and does not 

constitute legal or investment advice, nor is it an offer or a solicitation of an offer to buy or sell any investment or 

other specific product. Information provided in this market commentary was obtained from sources that are 

believed to be reliable; however, it is not guaranteed to be correct, complete, or current, and is not intended to 

imply or establish standards of care applicable to any attorney or advisor in any particular circumstances. This 

market commentary represents historical information only and is not an indication of future performance. This 

market commentary may not be shared with anyone other than the intended recipient without the explicit written 

consent of HilltopSecurities.

This information is intended to be a summary of general market information. HilltopSecurities is not

recommending an action to you as the municipal entity or obligated person. This commentary does not represent 

municipal advice pursuant to Section 15B of the Exchange Act. HilltopSecurities is acting for its own interests. You 

should discuss any information and material contained in this communication with any and all internal or external 

advisors and experts that you deem appropriate. When not already acting as a municipal advisor, HilltopSecurities 

could seek to serve as an underwriter on a future transaction. The primary role of an underwriter is to purchase 

securities with a view to distribution in an arms-length, commercial transaction with the issuer. The underwriter 

has financial and other interests that differ from those of the issuer.

DISCLOSURE
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This presentation is provided for informational and education purposes only. Any
opinions expressed in this presentation are solely those of the presenter and do
not necessarily reflect the views and opinions of MGIC.

2
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Disclaimer



There is increasing intentionality among lenders thinking of their offerings 
as a product solutions waterfall designed to meet identified community 
lending needs and challenges.

If they’re not already embedded, HFA programs can offer a unique set of 
solutions within a product waterfall.

Depository portfolio programs include proactive product offerings and 
solutions to catch loans that fall outside of other investor eligibility.

GSE affordable housing and Duty-to-Serve (D2S) and Equitable Housing 
Finance Plan (EHFP) solutions are seeing increased utilization.

Targeted SPCPs informed through community engagement and data 
analysis are emerging to meet acute needs.

An intentional product solutions waterfall can ensure 
market credit needs are addressed

2
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State and Local HFA 
Programs

GSE Affordable, Duty to 
Serve, EHFP Programs

Bank and Credit Union 
Portfolio Products

Use of affordable lending programs is increasing, led by 
HFA programs

• Lower rates due to TE MRB market emergence
• DPA is in high demand
• GSE delivery fee changes are boosting GSE HFA 

market share

• GSE delivery fee changes are boosting usage
• Flagship programs are driving most volume
• HFA programs are seeing highest percentage 

growth within GSE programs

• Higher-rate environment is driving ARM usage
• Liquidity challenges not meaningfully impacting 

affordable lending product offerings
• Greater focus on fair lending compliance is 

driving innovation and SPCPs

Arrow size represents relative growth in new Insurance written (NIW) in the identified segment versus MGIC’s overall NIW, 2022:1H to 2024:1H



DPA typically comes in the form of 
a grant, forgivable and/or deferred 
loan used to cover down payment 
and/or closing costs.

Most DPA reduces the borrower’s 
cash needed to close, helping them 
overcome one of the most common 
barriers to homeownership.

However, applying a means test 
might reveal other applications of 
DPA that would benefit the 
borrower and position them better 
for long-term success.

Reimaging the application of Down Payment Assistance (DPA)

Savings 
Means Test

• Will the borrower have at least 3-4 
months reserves after closing if they 
apply the subsidy elsewhere?

Monthly 
Affordability 

Test

• Will the borrower’s back-end DTI 
exceed 45% if the subsidy is not 
applied to reduce the monthly 
payment?

Post-Close 
Savings

3
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• Amounts not needed to increase
monthly affordability are applied
to a Rainy Day Reserve.



To increase monthly affordability, 
DPA could be applied to a) reduce 
a loan’s balance, b) buydown the 
interest rate, or c) buydown or 
eliminate monthly MI.

Interest rates, duration 
expectations and the borrower’s 
DTI will dictate the most efficient 
application of the DPA.

3
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Using DPA to create monthly affordability
Principal 

Reduction
Interest Rate 

Buydown
MI

Buydown

• Less total debt

• Potentially lower LTV, could 
reduce delivery fees and MI

• Potentially reduce risk 
layering, increasing approval 
rate

• Grant proceeds added to 
equity if not recaptured

• Increased rate of principal 
accrual

• Less interest over life of loan

• Buydown benefit is regressive: 
Each discount point buys less 
in rate reduction (typically, the 
1st discount point buys a
0.25% reduction in rate)

• Reduce or potentially 
eliminate monthly MI

• Typically reduces monthly 
payment more than rate 
buydown

• Buydown benefit is linear: 
Each point of upfront MI 
proportionally reduces the 
renewal rate

(Use Choice Monthly for partial buydown 
of monthly MI renewal rate; use BPMI 

Single to eliminate monthly MI)



Reimaging the use of DPA to optimize affordability

Assumptions & Notes:
• $250,000 purchase price; $9,000 DPA grant available in the DPA scenarios
• “DPA” scenario is a 97% LTV loan, 30-year fixed-rate mortgage at 6.125%
• 2 borrowers, 700 credit score, buying in Milwaukee’s Sherman Park neighborhood with a 38% housing 

expense-to-income (HEI) ratio and a 43% debt-to-income ratio
• Closing costs, excluding MI and discount points, are 1.8% of the purchase price; and taxes and 

insurance (excluding MI) is 1.5% of the purchase price
• Add $9,000 to the “Paid-In Equity Accrual” total for the “Reduce Principal” scenario if grant is no 

longer subject to recapture.

best outcomes for the consumerworst outcome for the consumer

3
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Potential applications of DPA

Loan Details Loan Details Loan Details Loan
Details
Interest Rate 6.125% Interest Rate 6.125% Interest Rate 5.625% Interest Rate 6.125%
Purchase Price $ 300,000 Purchase Price $ 300,000 Purchase Price $ 300,000 Purchase Price $ 300,000
Loan Amount $ 291,000 Loan Amount $ 285,000 Loan Amount $ 291,000 Loan Amount $ 291,000

Cash-to-Close Cash-to-Close Cash-to-Close Cash-to-
Close
Down Payment $ 9,000 Down Payment $ 15,000 Down Payment $ 9,000 Down Payment $ 9,000
Closing Costs $ 5,400 Closing Costs $ 5,400 Closing Costs $ 5,400 Closing Costs $ 5,400
Upfront MI $ - Upfront MI $ - Upfront MI $ - Upfront MI $ 5,907
Discount Points $ - Discount Points $ - Discount Points $ 8,730 Discount Points $ -
Gifts $ - Gifts $ - Gifts $ - Gifts $ -
DPA / Grants $ (9,000) DPA / Grants $ (9,000) DPA / Grants $ (9,000) DPA / Grants $ (9,000)
Borrower Out-of-Pocket $ 5,400 Borrower Out-of-Pocket $ 11,400 Borrower Out-of-Pocket $ 14,130 Borrower Out-of-Pocket $ 11,307

Monthly Payment Monthly Payment Monthly Payment Monthly
Payment
Principal $ 283 Principal $ 277 Principal $ 311 Principal $ 283
Interest $ 1,485 Interest $ 1,455 Interest $ 1,364 Interest $ 1,485
MI $ 109 MI $ 67 MI $ 109 MI $ -
T&I $ 375 T&I $ 375 T&I $ 375 T&I $ 375
Monthly PITI $ 2,252 Monthly PITI $ 2,173 Monthly PITI $ 2,159 Monthly PITI $ 2,143

Life-of-Loan Outcomes Life-of-Loan Outcomes Life-of-Loan Outcomes Life-of-Loan
Outcomes
Duration Assumption (Mos) 96 Duration Assumption (Mos) 96 Duration Assumption (Mos) 96 Duration Assumption (Mos) 96
Tot Interest Expense $ 134,817 Tot Interest Expense $ 132,037 Tot Interest Expense $ 131,937 Tot Interest Expense $ 134,817
Tot Paid-In Equity $ 34,926 Tot Paid-In Equity $ 34,205 Tot Paid-In Equity $ 37,608 Tot Paid-In Equity $ 34,926 3

4

Reduce Cash-to-Close Reduce Principal (95% LTV) Buydown Interest Rate Buydown MI



Thank you!
Irma Yepez Klassen
Director, Equitable Homeownership Strategy 
Irma_yepez_klassen@mgic.com

mailto:Irma_yepez_klassen@mgic.com
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