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RBC Capital Markets, LLC (“RBC CM”), seeks to serve as an underwriter on a future transaction and not as a financial advisor or municipal advisor. The information
provided is for discussion purposes only in anticipation of being engaged to serve as an underwriter. The primary role of an underwriter is to purchase securities with
a view to distribution in an arm’s-length commercial transaction with the issuer. The underwriter has financial and other interests that differ from those of the Issuer.
RBC CM is not recommending an action to you as the municipal entity or obligated person. RBC CM is not acting as an advisor to you and does not owe a fiduciary
duty pursuant to Section 15B of the Exchange Act to you with respect to the information and material contained in this communication. RBC CM 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 before acting on this information or material.

This presentation was prepared exclusively for the benefit of and internal use by the recipient for the purpose of considering the transaction or transactions
contemplated herein. This presentation is confidential and proprietary to RBC CM and may not be disclosed, reproduced, distributed or used for any other purpose
by the recipient without RBC CM’s express written consent.

By acceptance of these materials, and notwithstanding any other express or implied agreement, arrangement, or understanding to the contrary, RBC CM, its
affiliates and the recipient agree that the recipient (and its employees, representatives, and other agents) may disclose to any and all persons, without limitation of
any kind from the commencement of discussions, the tax treatment, structure or strategy of the transaction and any fact that may be relevant to understanding such
treatment, structure or strategy, and all materials of any kind (including opinions or other tax analyses) that are provided to the recipient relating to such tax
treatment, structure, or strategy.

The information and any analyses contained in this presentation are taken from, or based upon, information obtained from the recipient or from publicly available
sources, the completeness and accuracy of which has not been independently verified, and cannot be assured by RBC CM. The information and any analyses in
these materials reflect prevailing conditions and RBC CM’s views as of this date, all of which are subject to change.

To the extent projections and financial analyses are set forth herein, they may be based on estimated financial performance prepared by or in consultation with the
recipient and are intended only to suggest reasonable ranges of results. The printed presentation is incomplete without reference to the oral presentation or other
written materials that supplement it.

IRS Circular 230 Disclosure: RBC CM and its affiliates do not provide tax advice and nothing contained herein should be construed as tax advice. Any discussion of
U.S. tax matters contained herein (including any attachments) (i) was not intended or written to be used, and cannot be used, by you for the purpose of avoiding tax
penalties; and (ii) was written in connection with the promotion or marketing of the matters addressed herein. Accordingly, you should seek advice based upon your
particular circumstances from an independent tax advisor.

Disclaimer
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YTD 2020 Federal Reserve’s Open Market Operations – Agency MBS

Source: Federal Reserve Bank of NY
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The Fed’s Impact on the TBA Market

Source: Bloomberg

 Narrowed pricing spread between low- and high-coupon MBS pools
 Raised price of low-coupon MBS pools
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Date
G2SF
2.5%

G2SF
3.0%

G2SF
3.5%

G2SF
4.0%

G2SF
4.5%

01/02/2020 100.53 102.77 103.09 103.52 104.58
10/06/2020 104.86 104.31 105.44 106.31 107.05
Price Change 4.33 1.55 2.34 2.80 2.47
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Dealer Prepayment Speed Projections in the TBA Market Remain Elevated

Source: Bloomberg
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01/02/2020 289% PSA 3.30 1.88
10/06/2020 667% PSA 2.06 0.78
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State HFA MBS Portfolio Balances & Prepayment Speeds Tracking

Source: Bloomberg

Loan Portfolio Characteristics*
MBS Pass-thru 4.17 2.89 4.64 3.61 3.97 3.91
Loan Rate 4.70 3.62 5.18 4.26 4.57 4.41
PSA Since Issue 379 116 691 180 572 540
PSA 1-Month 392 238 549 170 472 605
PSA 3-Month 410 228 787 185 766 723
PSA 6-Month 356 195 893 210 781 752
PSA 12-Month 549 149 556 206 471 591

Loan Portfolio Balances
Monthly Par Amount

Jan-20 1,249,388,624 2,209,828,809 653,264,311 640,213,284 990,420,056 350,035,076
Feb-20 1,232,140,650 2,197,336,867 648,375,278 637,233,576 983,292,907 347,003,968
Mar-20 1,217,686,243 2,185,373,224 644,214,452 634,043,141 975,470,842 343,231,079
Apr-20 1,198,749,539 2,171,191,472 638,418,913 628,549,086 966,420,422 338,633,137
May-20 1,187,547,704 2,156,023,548 632,536,917 621,940,868 956,651,723 334,435,304
Jun-20 1,173,760,357 2,135,394,430 619,887,581 612,024,615 939,102,650 328,355,391
Jul-20 1,156,671,250 2,103,718,014 561,401,832 604,701,711 888,145,914 307,843,225
Aug-20 1,135,446,287 2,071,875,756 533,588,414 595,325,824 853,435,722 293,533,781
Sep-20 1,117,151,689 2,042,544,427 515,093,414 589,136,077 825,153,322 281,833,459

Current (Oct-20) 1,003,565,273 1,988,014,926 499,264,739 578,511,760 726,478,103 270,367,316
Average Month to Month Balance Changes
▲ Jan. - March Balances -1.37% -0.59% -0.76% -0.61% -0.81% -1.10%
▲ April - July Balances -1.18% -1.05% -4.12% -1.28% -2.76% -3.10%
▲ August - Oct. Balances -4.54% -1.87% -3.83% -1.46% -6.39% -4.23%
*October 2020 Factors
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Loan Portfolio Characteristics*
MBS Pass-thru 3.62 3.74 4.07 4.51 3.65 3.30
Loan Rate 4.36 4.28 4.60 5.01 4.24 4.41
PSA Since Issue 276 343 146 142 191 268
PSA 1-Month 317 372 171 169 235 319
PSA 3-Month 389 529 190 182 254 382
PSA 6-Month 421 541 197 172 234 406
PSA 12-Month 366 410 178 144 197 345

Loan Portfolio Balances
Monthly Par Amount

Jan-20 858,771,992 1,821,920,463 1,049,049,872 660,304,801 654,681,886 1,122,750,942
Feb-20 851,293,537 1,804,725,076 1,041,898,358 656,032,803 650,606,737 1,112,128,907
Mar-20 838,808,755 1,787,584,478 1,034,252,213 652,595,461 646,297,734 1,102,615,404
Apr-20 824,367,927 1,766,520,499 1,023,374,866 646,414,521 640,973,579 1,088,528,437
May-20 806,076,562 1,738,005,547 1,012,235,923 642,082,811 633,733,910 1,069,854,810
Jun-20 785,090,998 1,703,587,483 1,001,320,216 634,719,958 624,960,115 1,046,890,704
Jul-20 758,663,573 1,628,788,087 983,921,857 625,569,180 617,117,828 1,019,130,372
Aug-20 740,034,227 1,575,535,388 970,570,080 616,230,908 606,065,890 997,148,497
Sep-20 716,590,896 1,522,824,926 957,651,204 608,417,372 597,806,619 973,043,811

Current (Oct-20) 661,750,384 1,476,326,335 847,737,333 599,103,466 583,670,722 931,079,354
Average Month to Month Balance Changes
▲ Jan. - March Balances -1.35% -1.02% -0.82% -0.71% -0.70% -1.03%
▲ April - July Balances -2.73% -2.66% -1.30% -1.09% -1.26% -2.17%
▲ August - Oct. Balances -4.43% -3.22% -4.72% -1.43% -1.84% -2.96%
*October 2020 Factors

State HFA MBS Portfolio Balances & Prepayment Speeds Tracking (Continued)

Source: Bloomberg



RBC Capital Markets8

Housing Bond Rate Trend (YTD 2020)

Source: Bloomberg
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Traditional Level Debt
Traditional with 30% VRDO
Tax-Exempt Pass-thru
Taxable Pass-thru

Min Max Average Current
Traditional Level Debt 1.79% 3.89% 2.22% 1.88%
Traditional with 30% VRDO 1.47% 3.52% 1.86% 1.54%
Tax-Exempt Pass-thru 1.75% 2.70% 2.20% 1.75%
Taxable Pass-thru 1.75% 3.05% 2.41% 1.75%
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This information was prepared by Morgan Stanley sales, trading, banking or other non-research personnel. This is not a research report and the views or information contained herein should not be
viewed as independent of the interest of Morgan Stanley trading desks. Such interest may conflict with your interests and recipients should be mindful of such potential conflicts of interest when
reviewing this information. The views of the trading desk may differ from those of the Research Department or others at Morgan Stanley. Morgan Stanley may deal as principal in or own or act as
market maker or liquidity provider for the securities/instruments (or related derivatives) mentioned herein. The trading desks may engage in a variety of trading activities (which may conflict with the
position an investor may have) before or after providing this information, including accumulation of a position in the subject securities/instruments based on the information contained herein or otherwise.
Morgan Stanley may also perform or seek to perform investment banking services for the issuers of the securities and instruments mentioned herein. Morgan Stanley is not a municipal advisor and the
opinions or views contained herein are not intended to be, and do not constitute, advice, including within the meaning of Section 975 of the Dodd-Frank Wall Street Reform and Consumer Protection Act.
Please see additional important information and qualifications at the end of this material.
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Please see additional important information and qualifications at the end of this material.
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PAC Yields Continue to Reach New Lows

2020 Pre-COVID Average: 1.45% (+58) 
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Newly Originated Mortgages May Have Slower Prepayment Speeds
Historical Prepayment Speeds by Year Originated

3

Example: Northeast State HFA
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Please see additional important information and qualifications at the end of this material.

PAC Amortization: 100% PSA vs. 75% PSA

(A) (B) (C)
Maturity Prepayments at 75% PSA 100% PSA PAC Amortization Difference
7/1/2021 -- $15,000 $15,000
1/1/2022 $535,000 720,000 185,000
7/1/2022 950,000 1,265,000 315,000
1/1/2023 1,340,000 1,785,000 445,000
7/1/2023 1,700,000 2,255,000 555,000
1/1/2024 1,910,000 2,515,000 605,000
7/1/2024 1,845,000 2,410,000 565,000
1/1/2025 1,755,000 2,270,000 515,000
7/1/2025 1,665,000 2,135,000 470,000
1/1/2026 1,580,000 2,010,000 430,000
7/1/2026 1,495,000 1,885,000 390,000
1/1/2027 1,410,000 1,760,000 350,000
7/1/2027 1,325,000 1,640,000 315,000
1/1/2028 1,245,000 1,520,000 275,000
7/1/2028 1,165,000 1,415,000 250,000
1/1/2029 1,080,000 1,295,000 215,000
7/1/2029 1,005,000 1,190,000 185,000
1/1/2030 930,000 1,085,000 155,000
7/1/2030 850,000 295,000 --
Total $23,785,000 $29,465,000 $6,235,000

4

The cost to pay down a 100% PSA PAC if prepayments occur at 75% PSA averages $623,500 per year

Source: Morgan Stanley
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Current Market Single Family Funding Costs
Pair 75% PSA PAC with Premium Fixed Rate Soft Put

5

(A) (B) (C)

Term Structure
Indicative Rates

as of 10/2/20
100% PSA 

PAC
75% PSA

PAC
75% PSA PAC

w/ Soft Put
2021 – 2032 Serials 0.20% - 1.95% $26,215,000 $26,215,000 $26,215,000

2033 – 2035 Term 2.00% 8,730,000 8,730,000 8,730,000

2036 – 2040 Term 2.15% 16,670,000 16,670,000 16,670,000

2041 – 2045 Term 2.375% 15,990,000 19,725,000 18,330,000

2046 – 2050 Term 2.50% -- 3,690,000 --

2045 – 2050 PAC (5Y WAL) 0.95% 29,465,000 22,710,000 22,710,000

2041 – 2050 Premium Fixed Rate Soft Put 0.87% -- -- 4,570,000

Premium ($5k Rounded) 2,930,000 2,260,000 2,775,000

Total Proceeds $100,000,000 $100,000,000 $100,000,000

Bond Yield 1.86% 1.95% 1.86%

Yield Drag -- 9 bps --

Financing Assumptions
1.Originations of 5 equal monthly draws beginning at closing
2.Fixed Rate Soft Put remarketed at 5 year average of 5Y MMD (1.34%) + 5 year credit spread (0.65%)

Source: Morgan Stanley
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Reducing Funding Costs – Fixed Rate Soft Put Bonds
Mechanics and Current Pricing
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Soft Put Bond Mechanics: 5-Year Soft Put Bond with Par Call 6 Months Prior to Mandatory Tender Date

Indicative Pricing: Fixed-Rate Soft Put Bonds
Par Pricing Premium Pricing

Put Date Call Date MMD Spread Coupon Coupon Spread Yield Price

3Y 2.5Y 0.13% 52 0.65% 4.00% 41 0.54% 105.732

5Y 4.5Y 0.22% 73 0.95% 4.00% 65 0.87% 111.270

7Y 6.5Y 0.44% 86 1.30% 4.00% 76 1.20% 115.293

Today

Sell fixed-rate 
soft put 
bonds

Remarket Bonds into 
another mode 

(Put/Fixed/Variable)

Mandatory 
Tender Date

(5Y)

Initial Yield:
0.87%

Fixed- or Variable-
Rate Bonds

Final 
Maturity

(30Y)
Call Date
(6M prior 
to tender)

Maximum Rate (9%) if failed 
remarketing

Additional Considerations: Multi-Modal, No Liquidity Facility Required, No Term Out Provisions, Variable

PAC Pricing 

MMD 0.24%

Spread 0.71%

Yield 0.95%

Coupon 3.00%

Price 109.935

Source: Morgan Stanley
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Please see additional important information and qualifications at the end of this material.

Current Market Single Family Funding Costs
Pair 75% PSA PAC with Fixed Rate Soft Put or Variable Rate Debt

7

(A) (B) (C) (D)

Term Structure

Indicative 
Bond Rates
as of 10/2/20

100% PSA 
PAC

75% PSA
PAC

75% PSA PAC
w/ Soft Put

75% PSA PAC
w/ VR

2021 – 2032 Serials 0.20% - 1.95% $26,215,000 $26,215,000 $26,215,000 $26,215,000

2033 – 2035 Term 2.00% 8,730,000 8,730,000 8,730,000 8,730,000

2036 – 2040 Term 2.15% 16,670,000 16,670,000 16,670,000 16,670,000

2041 – 2045 Term 2.375% 15,990,000 19,725,000 18,330,000 19,725,000

2046 – 2050 Term 2.50% -- 3,690,000 -- --

2045 – 2050 PAC (5Y WAL) 0.95% 29,465,000 22,710,000 22,710,000 22,710,000

2041 – 2050 Premium Fixed Rate Soft Put 0.87% -- -- 4,570,000 --

2041 – 2050 Unhedged Variable 1.32% -- -- -- 3,690,000

Premium ($5k Rounded) 2,930,000 2,260,000 2,775,000 2,260,000

Total Proceeds $100,000,000 $100,000,000 $100,000,000 $100,000,000

Bond Yield 1.86% 1.95% 1.86% 1.86%

Yield Drag -- 9 bps -- --

Financing Assumptions
1.Originations of 5 equal monthly draws beginning at closing
2.Fixed Rate Soft Put remarketed at 5 year average of 5Y MMD (1.34%) + 5 year credit spread (0.65%)
3.Variable remarketed at 5 year average of SIFMA (0.92%) plus estimated spread of 40 bps for trading level and remarketing fee

Source: Morgan Stanley
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Reducing Funding Costs – Variable Alternative w/o Liquidity
Mechanics and Current Pricing

8

Remarketing Mechanics (Daily or Weekly Rate Mode)

Rate resets 5 business days Failure to remarket tendered bonds; bear interest at 12% indefinitely

RA resets 
rates

Investor exercises  
optional  tender 

notice

Monthly interest  Best efforts covenant to 
convert or refund

 RA continues to solicit buyers; if 
remarketed, bonds return to 
paying market-clearing rate

Long-dated 
maturity

Illustrative Trading Levels: Variable Rate Bonds w/o Liquidity
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Additional Considerations: Multi-Modal, No Liquidity Facility Required, No Term Out Provisions, Variable

Source: Morgan Stanley

Average Trading Spread: ~25 bps
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Disclaimer

We, Morgan Stanley & Co. LLC (“Morgan Stanley”), is not recommending an action to you; (b) Morgan Stanley is not acting as an advisor to you and does not owe a fiduciary duty pursuant to
Section 15B of the Exchange Act to you with respect to the information and material contained in this communication; (c) Morgan Stanley is acting for its own interests; (d) 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 before acting on this information or material; and (e)
Morgan Stanley seeks to serve as an underwriter on a future transaction and not as a financial advisor or municipal advisor. The information provided is for discussion purposes only in anticipation of
being engaged to serve as underwriter. The primary role of an underwriter is to purchase securities with a view to distribution in an arm’s-length commercial transaction with the issuer. The
underwriter has financial and other interests that differ from those of the issuer and obligated persons.

Any non-historical interest rates used herein are hypothetical and take into consideration conditions in today’s market and other factual information such as the issuer’s or obligated person’s credit
rating, geographic location and market sector. As such, these rates should not be viewed as rates that Morgan Stanley guarantees to achieve for the transaction should we be selected to act as
underwriter. Any information about interest rates and terms for SLGs is based on current publically available information and treasury or agency rates for open-market escrows are based on current
market interest rates for these types of credits and should not be seen as costs or rates that Morgan Stanley guarantees to achieve for the transaction should we be selected to act as underwriter.

We have prepared this document solely for informational purposes. You should not definitively rely upon it or use it to form the definitive basis for any decision, contract, commitment or action
whatsoever, with respect to any proposed transaction or otherwise. You and your directors, officers, employees, agents and affiliates must hold this document and any oral information provided in
connection with this document in strict confidence and may not communicate, reproduce, distribute or disclose it to any other person, or refer to it publicly, in whole or in part at any time except with
our prior written consent. If you are not the intended recipient of this document, please delete and destroy all copies immediately.

We have prepared this document and the analyses contained in it based, in part, on certain assumptions and information obtained by us from the recipient, its directors, officers, employees, agents,
affiliates and/or from other sources. Our use of such assumptions and information does not imply that we have independently verified or necessarily agree with any of such assumptions or
information, and we have assumed and relied upon the accuracy and completeness of such assumptions and information for purposes of this document. Neither we nor any of our affiliates, or our or
their respective officers, employees or agents, make any representation or warranty, express or implied, in relation to the accuracy or completeness of the information contained in this document or
any oral information provided in connection herewith, or any data it generates and accept no responsibility, obligation or liability (whether direct or indirect, in contract, tort or otherwise) in relation to
any of such information. We and our affiliates and our and their respective officers, employees and agents expressly disclaim any and all liability which may be based on this document and any errors
therein or omissions therefrom. Neither we nor any of our affiliates, or our or their respective officers, employees or agents, make any representation or warranty, express or implied, that any
transaction has been or may be effected on the terms or in the manner stated in this document, or as to the achievement or reasonableness of future projections, management targets, estimates,
prospects or returns, if any. Any views or terms contained herein are preliminary only, and are based on financial, economic, market and other conditions prevailing as of the date of this document
and are therefore subject to change. We undertake no obligation or responsibility to update any of the information contained in this document. Past performance does not guarantee or predict future
performance.

This document and the information contained herein do not constitute an offer to sell or the solicitation of an offer to buy any security, commodity or instrument or related derivative, nor do they
constitute an offer or commitment to lend, syndicate or arrange a financing, underwrite or purchase or act as an agent or advisor or in any other capacity with respect to any transaction, or commit
capital, or to participate in any trading strategies, and do not constitute legal, regulatory, accounting or tax advice to the recipient. We recommend that the recipient seek independent third party legal,
regulatory, accounting and tax advice regarding the contents of this document. This document does not constitute and should not be considered as any form of financial opinion or recommendation
by us or any of our affiliates. This document is not a research report and was not prepared by the research department of Morgan Stanley or any of its affiliates.
Notwithstanding anything herein to the contrary, each recipient hereof (and their employees, representatives, and other agents) may disclose to any and all persons, without limitation of any kind
from the commencement of discussions, the U.S. federal and state income tax treatment and tax structure of the proposed transaction and all materials of any kind (including opinions or other tax
analyses) that are provided relating to the tax treatment and tax structure. For this purpose, "tax structure" is limited to facts relevant to the U.S. federal and state income tax treatment of the
proposed transaction and does not include information relating to the identity of the parties, their affiliates, agents or advisors.

This document is provided by Morgan Stanley & Co. LLC and/or certain of its affiliates or other applicable entities, which may include Morgan Stanley Realty Incorporated, Morgan Stanley Senior
Funding, Inc., Morgan Stanley Bank, N.A., Morgan Stanley & Co. International plc, Morgan Stanley Securities Limited, Morgan Stanley Bank AG, Morgan Stanley MUFG Securities Co., Ltd.,
Mitsubishi UFJ Morgan Stanley Securities Co., Ltd., Morgan Stanley Asia Limited, Morgan Stanley Australia Securities Limited, Morgan Stanley Australia Limited, Morgan Stanley Asia (Singapore)
Pte., Morgan Stanley Services Limited, Morgan Stanley & Co. International plc Seoul Branch and/or Morgan Stanley Canada Limited Unless governing law permits otherwise, you must contact an
authorized Morgan Stanley entity in your jurisdiction regarding this document or any of the information contained herein.

© Morgan Stanley and/or certain of its affiliates. All rights reserved.
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Balance Sheet Tools and Management 
of Funding Executions
• MRB
• TBA
• Cash Window
• Specified Pools
• IO Strip
• Interest Rate Swaps
• Risk Retention Fund



Balance Sheet Lending
• Multifamily Loans

• 15 to 35yr terms with 2yr IO period
• Cash flow loans (Soft Money)

• Single Family Mortgages
• Held within the Agency’s 1982 Indenture
• Closing Cost Assistance Loans

• 10yr fully amortizing at 0%
• Forgivable Grants Coming Soon

• From MRB Proceeds



MRB – Single Family
• Public Negotiated Sale
• Private Placement
• Indenture Management

• Cross Calling
• In Issue Early Maturity Calls
• Debt Management

• Cross calling AMT bonds and issuing Non-AMT bonds in new issue
• Mix of taxable debt – especially for refundings



Secondary Marketing
• Active interest rate risk management
• In house management

• Utilize PowerSeller software application
• Cash Window (Fannie)
• TBA
• Specified Pools

• <85K
• 85-110K
• 110-150K
• 150-175K
• <200K
• New issuance



Alternative Investment
• GNMA IO Strip

• How it Works
• Sell MBS to dealer
• Buy IO strip from dealer on same collateral

• AAA security
• Potential for significant returns
• Great investment opportunity especially in this low yield environment



IO Strip Evaluation
• Best Execution

• IO Strip is another execution option
• Specified pool payup

• LLB, CRA etc.

• Knowing the underlying collateral
• Loan balances
• LTV
• FICO
• Loan type



IO Strip Evaluation
Yield Summary - 2.5 CPN IO Strip
Bond 50PSA 75PSA 100PSA 125PSA 150PSA 175PSA 200PSA 225PSA 250PSA 275PSA 300PSA 325PSA 350PSA 375PSA 400PSA 425PSA 450PSA 475PSA 500PSA
CS1 Yield 15.41 14.132 12.848 11.557 10.26 8.958 7.648 6.333 5.011 3.683 2.348 1.008 -0.34 -1.693 -3.053 -4.42 -5.793 -7.172 -8.557

WAL 13.273 11.765 10.518 9.48 8.609 7.873 7.247 6.71 6.246 5.842 5.489 5.178 4.902 4.657 4.437 4.239 4.059 3.897 3.748
CS2 100 Yield 1.348 1.347 1.346 1.345 1.345 1.344 1.343 1.342 1.342 1.341 1.34 1.339 1.338 1.338 1.337 1.336 1.335 1.335 1.334

WAL 13.273 11.765 10.518 9.48 8.609 7.873 7.247 6.71 6.246 5.842 5.489 5.178 4.902 4.657 4.437 4.239 4.059 3.897 3.748

Yield Summary - 3.0 CPN IO Strip
Bond 50PSA 75PSA 100PSA 125PSA 150PSA 175PSA 200PSA 225PSA 250PSA 275PSA 300PSA 325PSA 350PSA 375PSA 400PSA 425PSA 450PSA 475PSA 500PSA
CS1 Yield 17.147 15.878 14.602 13.32 12.033 10.739 9.44 8.135 6.823 5.506 4.183 2.853 1.518 0.176 -1.171 -2.525 -3.884 -5.249 -6.621

WAL 13.49 11.942 10.664 9.601 8.71 7.958 7.319 6.771 6.299 5.889 5.53 5.214 4.934 4.685 4.462 4.262 4.08 3.916 3.765
CS2 100 Yield 1.298 1.297 1.296 1.296 1.295 1.294 1.293 1.293 1.292 1.291 1.29 1.29 1.289 1.288 1.287 1.287 1.286 1.285 1.285

WAL 13.49 11.942 10.664 9.601 8.71 7.958 7.319 6.771 6.299 5.889 5.53 5.214 4.934 4.685 4.462 4.262 4.08 3.916 3.765

Summary of Trade Details

G2 2.5
PHFA sells 10,505,336 G2 2.5 pool @ 105-06  9/21 settle
PHFA buys 4,832,454 2.5% fixed rate IO @ 11-07  9/30 settle
Dealer retains 10,505,336 1.35% fixed rate strip @ 100-00

G2 3.0
PHFA sells 2,930,616 G2 3.0 pool @ 105-10  9/21 settle
PHFA buys 1,660,682 3.0% fixed rate IO @ 9-10  9/30 settle
Delear  retains 2,930,616 1.30% fixed rate strip @ 100-00

IO Structures can be analyzed 
using Bloomberg’s STRU tool



Pennsylvania Housing Insurance Fund (PHIF)

• Risk retention program
• Alternative to private mortgage insurance
• Provides for 97% conventional financing under PHFA’s MRB 

program
• Up to 100% financing when combined with closing cost assistance loan

• Viewed as G.O. rating by rating agencies (smaller haircut)
• Significant increase in conventional volume

• Great credit quality – Average FICO of 736 (as of 9/2020)
• <3% total delinquency (as of 9/2020)

• Additional Revenue Source



Interest Rate Swaps
• Goal is perfect hedge
• Actively utilizing optionality to extract value

• Extending trades
• Reducing fixed rates
• SIFMA Swaps

• Purchasing optionality

• Reducing LIBOR Exposure





Caine Mitter & Associates Incorporated (“Caine Mitter”) is a municipal advisor registered with the Securities and Exchange Commission (SEC) and the Municipal Rule Making Board (MSRB). The 
MSRB’s website address is www.msrb.org.

The following are MSRB Rule G-42 disclosures. Caine Mitter, in its conduct of all municipal advisory activities for municipal entities, is subject to a fiduciary duty that includes a duty of loyalty and a 
duty of care. Based on the method of compensation, an opportunity for conflict of interest may exist. If compensation is based on specific transactions or tasks, there may be a benefit to increasing 
the number of transactions or tasks. If compensation is based on the dollar amount of transactions, there may be a benefit to increasing the dollar amount of transactions. If compensation is based 
on hours of work, there may be a benefit to increasing the number of hours of work performed. If compensation is based on a fixed dollar amount, there may be a benefit to minimize the hours of 
work performed. To mitigate this opportunity for conflict of interest, invoices are reviewed by a senior official for compliance with client agreements and appropriateness of the work performed. 
Outside business activities of Caine Mitter associated persons involved in municipal advisory activities may provide an opportunity for conflict of interest. To mitigate this conflict, associated persons 
are not permitted to have outside business activities that create a conflict of interest. Associated persons are required to immediately report any new occurrence of outside business activity to a 
senior official of the firm and to annually provide a certificate listing all outside business activity. Reports of new occurrences of outside business activity and annual certifications of outside business 
activity are reviewed by a senior official of the firm for conflicts of interest. Investments held by Caine Mitter associated persons involved in municipal advisory activities may provide an opportunity 
for conflict of interest and/or transactions involving insider trading. To mitigate this conflict, associated persons are not permitted to invest in securities issued by municipal advisory clients of the firm.  
On an annual basis, associated persons are required to complete a certificate stating that they have not traded in securities issued by municipal advisory clients. Annual certifications of trading in 
securities issued by municipal advisory clients are reviewed upon completion by a senior official of the firm. Caine Mitter is not aware of any other actual or potential conflicts of interest that could 
reasonably be anticipated to impair its ability to provide advice in accordance with the established standards of conduct. Caine Mitter is not aware of other scenarios that may give rise to a material 
conflict of interest that requires disclosure. There are no legal or disciplinary events related to Caine Mitter or its associated persons involved in municipal advisory activities.

In accordance with MSRB Rule G-10, any complaint involving the municipal advisory activities of Caine Mitter or any of its associated persons involved in municipal advisory activities should be 
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http://www.msrb.org/
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1. 30yr non-AMT fixed rate, level debt: 3.55% (+0.15%)
2. 30yr non-AMT fixed rate w/ 100% PSA PAC, level debt: 3.10% (+0.10%)
3. 30yr non-AMT 67% fixed rate, 33% unhedged variable rate, level debt: 2.85% (+0.05%)
4. 30yr non-AMT 67% fixed rate, 33% swapped variable rate, level debt: 3.15% (+0.05%)
5. 30yr taxable swapped variable rate, level debt: 3.25% (+0.05%)
6. 30yr 50% Non-AMT Fixed Rate, 50% Taxable Variable Rate with Swap: 3.20% (+0.10%)
7. 30yr non-AMT MBS pass-through: 3.05% (no change): 2.90% (no change)
8. 30yr non-AMT 67% fixed rate w/ 100% PSA PAC, 33% swapped variable rate, level debt: 2.60% (no change)
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HFAs entered the crisis in a strong financial position
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Source: Moody’s Investors Service
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Benefits of excess assets include:
» Coverage of loan losses

– Offset non-payments from forbearance

– MBS program less reliant on balance sheets

» Mitigation on risks associated with complex structures
» Subsidies for new loans

– Lower interest rates

– Down payment or closing cost assistance

» Payment of bond costs 

Strong balance sheets offer financial strength & flexibility
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Different types of assets bring varying strengths and risks
» Cash provides liquidity but investment returns are limited
» Credit, term, and structure of investments drive or mitigate returns & risk
» TBA sales increase assets but how it’s invested drives profile
» Mortgage loans offer good returns but bring risk of loan loss

– MBS returns somewhat lower but payment guaranteed

– Second loans have highest loss upon default

» Diversification of assets and balancing risk and returns is an important approach

Mix of assets an important consideration
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