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Regulatory Disclosure

cfX Incorporated (“cfX”) 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.  cfX’s Form MA and Form MA-I filings can be accessed on the 
SEC.gov site via the Recent Filings link at cfX.com. 

Per MSRB Rule G-42 disclosures, cfX, 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.  Outside business activities of cfX 
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 the Chief Compliance Officer. Reports of outside business 
activity and annual certifications of outside business activity are reviewed by the Chief Compliance Officer. Investments held by cfX 
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 are reviewed upon completion by the Chief Compliance Officer of the 
firm. cfX 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. cfX is not aware of other scenarios that may give rise to a material 
conflict of interest that requires disclosure. No information included herein is municipal advice or advisory in nature, it is general and 
informational.
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Summary “Why?”

• Significant increase in single family production volume due to:
• Higher rates – tax-exemption more valuable
• DPA Programs
• Quantitative tightening – reduced viability of TBA

• Limited volume cap from increased MRB volume and competition 
from other uses; multifamily, IDB, student loans
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Example: 

• Single Family transaction -  $100 million lendable proceeds
• 50% tax-exempt, 50% taxable, all for first-time homebuyers
• 100% MBS
• New volume cap
• 9/18/2024 scale
• 4% DPA forgivable after 5 years
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Results @ 100% FHA A B C

Structure No PAC 
5-Yr TE 

50 PSA PAC 
5-Yr TX 

50 PSA PAC 
Fixed% / Variable% 100% Fixed 100% Fixed 100% Fixed 

PAC Sizing Speed NA 50 PSA 50 PSA 

Structure Summary (in 000's) 
Tax-Exempt Par Serials (2034-2036) 2,045 2,045 2,045 

Tax-Exempt Terms (2036-2054) 47,955 30,615 47,955 
Tax-Exempt PAC (2054) -   15,585 -   

Taxable Par Serials (2025-2035) 13,230 13,230 13,230 
Taxable Terms (2036-2054) 36,770 36,770 20,370 

Taxable PAC (2054) -   -   15,600 
Total Tax-Exempt Par 50,000 48,245 50,000 

Total Taxable Par 50,000 50,000 49,200 
Total Bond Par 100,000 98,245 99,200 

PAC Premium -   1,751 795 
Total Proceeds 100,000 99,996 99,995 
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Results @ 100% FHA A B C

Structure  No PAC 
 5-Yr TE 

50 PSA PAC 
 5-Yr TX 

50 PSA PAC 
Fixed% / Variable% 100% Fixed 100% Fixed 100% Fixed

PAC Sizing Speed NA 50 PSA 50 PSA

Composite Yield Spread Analysis (excludes Bond COI, Loan Acquisition & Servicing)
Mortgage Yield with DPA 5.93                5.93                          5.93                

Bond Yield 4.85                4.81                          4.69                
Composite Spread 1.08                1.12                          1.24                
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Summary “How?”

• Upward sloping housing bond yield curve, place most expensive taxable 
debt in front of structure

• Compare PACs to see where most efficient

• Mortgage yield compliance opportunities
• Fund and allocate first time homebuyer DPA loans to tax-exempt 

mortgage yield (reduces tax-exempt mortgage yield) 
• Taxable generally allowed to receive inflated portion of interest at a 

“market rate,” allowing for a reduced tax-exempt mortgage yield
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Premium Generation 

Designing Custom Blends of Taxable and Tax-Exempt 
Bonds

September 30th, 2024
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Backdrop
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Backdrop, cont.
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Backdrop, cont.
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Backdrop, cont.
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Down Payment Assistance (“DPA”) Product

• General Characteristics
• Second Mortgage up to 6% of the first mortgage amount
• No cap in place for amount of DPA proceeds

• Production
• Annual Origination Volume - $1,300,000,000
• Average first mortgage purchase price - $366,000
• Maximum DPA Funds needed per loan - $22,000
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Pricing Trend(s)
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Scenario Analysis
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Pros

•  Additional Premium

Cons

• 10 Year Rule Stress
• Mitigant – Parallel Structure

• Investor Sentiment
• Mitigant - Redemption Language

• Yield increase at 100FHA
• Mitigant – Expected PSA for UHC are 

higher and will offset initial yield 
increase

 

Considerations



Foreign Investment in 
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Revenue Bonds

Michael Babcock
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IHDA Single Family Revenue Bonds Series 2024 AB 

• Parity Indenture backed by Mortgage Backed Securities

• $495,250,000 Total Issuance, “AAA” Rated by Moody’s

• 2024 A: Non-AMT
– Par of $145,000,000
– Premium of 3,799,589

• 2024 B: Taxable
– Par of $349,250,000
– Premium of $1,310,400

IHDA Single Family Revenue Bonds Series 2024 AB 



Structuring Considerations

• Volume Cap constraints
– Oversubscribed on Single Family

• Record single family loan production
– $1.8BB in production in CY23

• Strategies for execution
– SF Mortgage Rate Setting
– “Best Execution”
– DPA Program Tailoring

• Investor Engagement

IHDA Single Family Revenue Bonds Series 2024 AB 



Taxable Debt 

• Access to broader investor base
• Eliminates Tax-Exempt restrictions
• Preserves Volume Cap
• Alternative to TBA 

IHDA Single Family Revenue Bonds Series 2024 AB 



Foreign Investors

• Considerations: 
– Bifurcation of Official Statement
– Disclaimer/Notice on Foreign Investment
– Additional Marketing

• Rationale/Logic: 
– Higher yield than tax exempt bonds
– Diversification for Foreign Investors’ portfolios
– Stable Currency (USD)
– Liquid Securities 
– Global Economic Conditions
– Credit Quality– “AAA” by Moody’s

IHDA Single Family Revenue Bonds Series 2024 AB 



Sale Results

• Series 2024 B (taxable)
– ~$20MM of orders by two (2) foreign institutional investors

IHDA Single Family Revenue Bonds Series 2024 AB 



Takeaways

• Overall pleased with the process
• Additional work on behalf of Counsels and Underwriters

– Bifurcation of documents/disclaimers
• Attempted a second sale with Series 2024 CD

– Similar structure/size
– No interest from foreign investors 
– Currency Hedging 
– Inadequate size

• Future: 
– Framework is in place
– Continue to consider so long as taxable debt is best execution

IHDA Single Family Revenue Bonds Series 2024 AB 



Interest Rates and MRB 
Structures
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Recession 2001 - 2003
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Rate Cutting Cycle: 1984 - 1986
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“Perfect” Soft Landing: 1994 – 1996
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Drivers of Longer-Term Yields

1) Are the cuts in response to perceived economic weakness?

• Flight to safety may push treasury yields down

2) Are the cuts expected to stimulate economic growth?

• This may lead to higher future inflation expectations

3) Are the cuts expected to shift money flows into higher risk assets?

• “Risk on” trade may cause UST to rise due to lower demand

• Fed Funds was higher than all UST rates

• Rate decrease was meant to be stimulatory 
to exit recession, but a lingering concern 
regarding inflation

• Previous rate increases were to tame 
inflation

Recession 
1989 - 1991

Recession 
2001 - 2003

Rate Cutting Cycle
1984 - 1986

“Perfect” Soft Landing
1994 – 1996

• Fed Funds did not exceed LT UST

• Rate decrease was meant to avoid chilling an 
already cooling economic cycle

• Economy never entered a technical recession

Recession 
1989 - 1991

Recession 
2001 - 2003
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Today
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Structuring to Curve Steepness – Basic Tools

8

HFAs have used various traditional strategies to “come down the curve”

Planned Amortization ClassPAC Bonds
• High coupon PAC bonds “kick” in low prepayment cash flow runs
• Return to higher prepay bands / larger size

Hedged or Unhedged Variable Rate
• Unhedged can cause stress in low prepayment / high-rate cash flow runs
• Hedged can cause stress in high prepayment / low-rate cash flow runs

Acceleration of nominal debt maturitiesFrontloading
• Causes stress in low prepayment cash flow runs
• Cross-callers may be able to “make room” for it if prepays accelerate

Single Maturity StructuresPass Throughs
• Stand-alone structure with optional call feature
• Prices to expected average life

September 2024



Cash flow 
capacity?

Universal 
Cap?

Volume Cap Remains a Constraint – How to Deploy Taxable Debt?

9

Blending TE / TX in a steeper yield curve environment presents new considerations

Tax-Exempt Taxable

Frontloading

PAC Bonds

Variable RateOpen Tax 
Plan

Avoids tax 
complexity

Generate 
more 

premium

May have 
more relative 
rate benefit

September 2024



Tax-Exempt PAC Pricing has Improved
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Short-Term Rates Generally Follow Fed Funds
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Accelerating Taxable Bonds
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This structure anticipates that Universal Cap transfers will need to occur
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Accelerated Taxable Bonds - Cost of Funds Benefit
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The yield benefits to the issuer must warrant the tax complications introduced 

BASE CASE (UHC 2024 GH STRUCTURE): 

ACCELERATED TAXABLE ALTERNATIVE: 

Non-AMT Serials and Terms
Non-AMT PAC
Taxable Serials and Terms
Taxable PAC

Bond Yield Calculation1

TAX-EXEMPT TAXABLE COMPOSITE
3.841% 5.385% 5.042%

Non-AMT Serials and Terms
Non-AMT PAC
Taxable Serials and Terms
Taxable PAC

Bond Yield Calculation1

TAX-EXEMPT TAXABLE COMPOSITE
4.336% 5.294% 4.972%

1. Bond Yield at 100% FHA. Rates as of August 22, 2024. 

7 basis points of 
relative benefit

September 2024
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TE / TX Ratios – Previous Rate Cutting Cycles
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TE / TX Ratios Today
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Looking Forward

-Accelerating taxable debt 
loses relative value

-Conversely, if ratios 
remain low accelerating 
TX debt could merit the 
complexity

-Evaluate both TE and TX 
PACs
-Taxable variable rate may 
provide an effective 
alternative

If the 10yr and longer rates 
remain elevated and curve 
re-steepens, tools to move 
“down the curve” increase in 
value:

-PAC Bonds
-Variable Rate
-Frontloading
-Pass-throughs
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Decreasing short-term
 rates



Disclaimer
Jefferies LLC (“Jefferies”) is providing the information contained in this document for discussion purposes only.  
Jefferies is registered with the Commodity Futures Trading Commission as a commodity trading advisor and is therefore exempt from the Securities and Exchange Commission’s 
Municipal Advisor Rule as it relates to providing advice on certain swaps or commodities.  Jefferies does not intend to be counterparty to your swap transaction.  Jefferies is providing the 
information contained in this document for discussion purposes only.  This document is intended to be reviewed in conjunction with an oral presentation by representatives of Jefferies 
and is therefore incomplete on a stand-alone basis.  It is intended for the exclusive use of the entity identified on the cover page and may contain information proprietary to Jefferies. The 
fact that Jefferies has made the materials or any other materials available to you constitutes neither a recommendation, opinion, nor a call to action that you enter into or maintain a 
particular transaction or position. While Jefferies would like to work with you to develop specific recommendations or opinions, Jefferies makes no representation that any transaction is 
suitable or appropriate for you at this time.  For the avoidance of doubt, Jefferies can provide advice on swaps but will require additional discussions with you before Jefferies can 
recommend a specific course of action.  
As it relates to the issuance of municipal securities, Jefferies is not acting as a municipal advisor, financial advisor or fiduciary. Jefferies will not have any duties or liability to any person 
or entity in connection with the municipal securities information being provided herein.  The information provided is not intended to be and should not be construed as “advice” within the 
meaning of Section 15B of the Securities Exchange Act of 1934.  The Issuer should consult with its own financial and/or municipal, legal, accounting, tax, and other advisors, as applicable, 
to the extent it deems appropriate as it relates to the issuance of municipal securities.
As it relates to the issuance of municipal securities (a) Jefferies is not recommending an action to you as the municipal entity or obligated person; (b) Jefferies 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) Jefferies 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) Jefferies 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.
This document is intended to be reviewed in conjunction with an oral presentation by representatives of Jefferies and is therefore incomplete on a stand-alone basis.  It is intended for the 

exclusive use of the entity identified on the cover page and may contain information proprietary to Jefferies. The fact that Jefferies has made the materials or any other materials available 
to you constitutes neither a recommendation that you enter into or maintain a particular transaction or position nor a representation that any transaction is suitable or appropriate for you.
This document is not a product of any Jefferies research department and should not be construed as a research report. All materials, including proposed terms and conditions, are 
indicative and for discussion purposes only.  The information contained herein is confidential.  By accepting this information, the recipient agrees that it will, and it will cause its directors, 
partners, officers, employees and representatives to use the information only to evaluate its potential interest in the strategies described herein and for no other purpose and will not 
divulge any such information to any other party. Any reproduction of this information, in whole or in part, is prohibited; except in so far as required to do so to comply with applicable law or 
regulation. No warranty, express or implied,  including but not limited to, warranties as to quality, accuracy, performance, timeliness, continued availability or completeness of any 
information contained herein is made. Any pricing or value information provided herein are also only as of the date indicated, taking into account prevailing market conditions and 
forecasts of expected market conditions (which may or may not be realized), is subject to change without notice and is not a complete analysis of every material fact associated with a 
transaction. The information contained herein has been prepared solely for informational purposes and is not an offer to buy or sell or a solicitation of an offer to buy or sell any security or 
instrument or to participate in any trading strategy. Transactions involving derivative or other financial products may involve significant risk and you should not enter into any transaction 
unless you fully understand all such risks and have independently determined that such transaction is appropriate for you.  Jefferies does not provide accounting, tax or legal advice; 
however, you should be aware that any proposed indicative transaction could have accounting, tax, legal or other implications that should be discussed with your advisors and or counsel. 
In addition, Jefferies and/or affiliates may have served as manager or co-manager of a public offering of securities by any such entity. Further information regarding this material may be 
obtained upon request.
Jefferies shall have no liability, contingent or otherwise, to the user or to third parties, or any responsibility whatsoever, for the correctness, quality, accuracy, timeliness, pricing, reliability, 
performance or completeness of the data or formulae provided herein or for any other aspect of the performance of these materials. In no event will Jefferies be liable for any special, 
indirect, incidental or consequential damages which may be incurred or experienced on account of the user using the data provided herein or these materials, even if Jefferies has been 
advised of the possibility of such damages. Jefferies will have no responsibility to inform the user of any difficulties experienced by Jefferies or third parties with respect to the use of the 
materials or to take any action in connection therewith.  
As permitted by law, we may share information about you with other companies affiliated with Jefferies, that is, companies that are owned or controlled by Jefferies Financial Group Inc..   
You may instruct us not to share information with our affiliates for certain purposes by contacting the sender of this presentation. 
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