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This material has been prepared by Jefferies LLC, a registered broker‐dealer. The information upon which this material is based was obtained from sources 
believed to be reliable, but has not been independently verified, therefore, we do not guarantee its accuracy. It may be based on subjective assessments 
and assumptions and may utilize one among alternative methodologies that produce differing results; accordingly, it should not be relied upon as an 
accurate representation of future events. This is not an offer or solicitation of an offer to buy or sell any security or investment.  

This document is not a product of any Jefferies research department and should not be construed as a research report. The information provided in this 
document is strictly for informational purposes only. No responsibility is accepted, and no representation, undertaking or warranty is made or given, in 
either case, expressly or impliedly, by Jefferies as to the accuracy, reliability or completeness of the information contained herein or as to the 
reasonableness of any assumptions on which any of the same is based or the use of any of the same. Accordingly, Jefferies and its officers, directors, 
employees, agents or representatives will not be liable for any direct, indirect or consequential loss or damage suffered by any person resulting from the 
use of the information contained herein, or for any opinions expressed by any such person, or any errors, omissions or misstatements made by any of 
them.

Jefferies LLC  is not acting as a municipal advisor, financial advisor or fiduciary to the recipient or any other person or entity. Jefferies will not have any 
duties or liability to any person or entity in connection with the 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 recipient should consult with its own 
financial and/or municipal, legal, accounting, tax, and other advisors, as applicable, to the extent it deems appropriate.

Reproduction without written permission of Jefferies is expressly forbidden.  All Jefferies logos, trademarks and service marks appearing herein are 
property of Jefferies LLC.

Member SIPC • © 2021 Jefferies LLC.

Disclaimer
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Historically HFA’s used the municipal bond market to fund their single‐family mortgage originations

 Structured as traditional Mortgage Revenue Bonds:
 Underlying loans pledged as whole loans or MBS
 Serial bonds, Term Bonds and PAC bonds

 Often incorporating variable rate debt and swaps to 
achieve a competitive mortgage rate

Mortgage‐Backed 
Securities

Sale of municipal 
bonds

Prior to 2008 financial crisis

 Most HFA’s began selling their originations into the Mortgage 
market in lieu of issuing bonds
 Income switched from annuity to upfront payment
 HFA’s converted to MBS backed bond issues

1

Post 2008 financial crisis
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Today, HFA’s have developed multiple funding options for their single‐family mortgage originations

 Produces annuity stream capped at 1.125%
 Structured as traditional MRB or passthrough bonds

Sale of blended tax‐
exempt/taxable bonds

Sale of taxable bonds

Sale of tax‐exempt 
bonds

 Produces upfront payment/sale proceeds
 No transaction process or upfront costs

 Produces annuity stream with no spread limitation
 Structured as traditional MRB or passthrough bonds

Sale of MBS into 
mortgage market

 Produces annuity stream with some limits, subject to blended 
allocation
 Blended structure can be traditional MRB or passthrough

Choice of execution is determined by volume cap limits, market conditions and preference of annuity 
vs. upfront payment
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New Funding Alternative for HFAs Single Family Originations:   MBS Interest‐Only Securities

This approach produces a significant income stream for the HFA, often more than a bond transaction, with no 
upfront costs of issuance, volume cap use, tax restrictions or ongoing administration

 Provides HFAs with MBS securities the option to receive an annuity stream similar to a bond issue with the ease of 
execution of an MBS Sale

 The schematic below summarizes a new financing alternative that has been utilized by six state HFAs thus far, with 
several others in process

 It can be executed on a regular basis with the price locked in at trade time (once pool is identified) and the related 
Interest‐Only (“IO”) security CUSIP delivered at the end of the month (via trading account with CMO/MBS dealer)

 The IO security can be held in any HFA investment account or Resolution that allows for such investment, producing 
income stream, i.e. spread

 As this is not a bond issue, documentation and securities issuance occurs at the CMO level, which is minimal
 Unlike a bond issue, once the MBSs are delivered to Jefferies, the HFA will not have an option to unwind the CMO trust 

to extract collateral (no 10‐year call)

Deliver HFA MBS 
portfolio to 
Jefferies

Wire funds for 
purchase of HFA MBS 

portfolio and
deliver IO Security 

MBS
POOL

IO security held as 
HFA investment

Originate MBS 
portfolio

Ginnie Mae or 
Agency
CMO

Deposit HFA MBS 
portfolio into CMO

Receive CMO 
Securities 

HFA
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Sample Ginnie Mae CMO Offering

4
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Interest‐Only Execution Timeline

Conventional 
Pool Delivery  

February 14th

Ginnie Mae CMO 
Structure Due

Conventional 
CMO Structure 

Due

Ginnie Mae Pool 
Delivery

CMO Settlement 
Date

February 21st February 28th

February 15th February 22nd
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Interest‐Only Execution Mechanics

$10,000,000 2.5% coupon pool sold at 105.793 
dollar price to Jefferies = $10,579,300

$4,800,000* 2.5% coupon IO strip sold at 12.020 
dollar price to the HFA = $576,959

(equivalent to $10,000,000 1.2% IO strip) 

Jefferies retains $10,000,000 
1.3% coupon strip

Trade Mechanics

HFA

* Market convention dictates that the IO notional amount is downsized to reflect the underlying MBS coupon

 For example, Jefferies executes a trade under this structure for an HFA with a Ginnie Mae 2.5% passthrough pool of 
loans and a principal amount of $10,000,000

 The MBS would be delivered to Jefferies by the HFA and then deposited with Ginnie Mae and reissued as a REMIC/CMO 

 The CMO would settle at month end and Jefferies would deliver an IO security to the HFA on the same day

 The purchase price of $105.79 for the sale of the collateral from the HFA is based on recent TBA pricing

 Jefferies would retain a 1.30% par coupon security

 The HFA would receive an IO security reflecting the remaining 1.20% coupon as an annuity stream at a cost equal to the 
premium received on the MBS purchase

6

 Based on the above market conditions, in lieu of issuing municipal bonds at approximately 1.65%, Jefferies could 
purchase the MBS collateral at a par yield of 1.30% − 35 bps lower than the municipal bond offering which 
provides an interest strip of 120 bps over the life of the portfolio
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Benefits and Considerations of Jefferies’ I/O Execution

Benefits Considerations
 Significant annuity earnings, 

often greater than what can be 
achieved with bonds

 Tradeable security
 Ease of execution
 No arbitrage restrictions
 No issuance costs
 Minimal documentation related 

to trading account and trade 
booking

 No ongoing administration or 
disclosure requirements

 No use of volume cap

 No option to unwind the CMO 
trust to extract collateral (no 
10‐year par call)

 No cross‐calling or recycling 
from MBS principal

 IO security subject to mark‐to‐
market price movement, 
similar to MBS itself

 Can not manage zero
participations

The HFA community has realized the value of diversified funding options for its programs 
— the IO execution is another attractive financing tool to complement existing strategies

7



HELPING CLIENTS NAVIGATE UNCHARTED WATERS

Serving public agencies & non-profits since 1978

— GENE SLATER —

HOMEOWNERSHIP FINANCING 
TO STRENGTHEN THE HFA



HFA’S 
HOMEOWNERSHIP 
FINANCING 
STRATEGY FOR 

2021

MANY CHOICES
ü wider range of options than ever before
ü favorable financing rates

BUT CLEAR STRATEGY NEEDED 
So that the homeownership program:
ü helps buyers now 
ü strengthens HFA’s sustainability
ü isn’t solely driven by individual deals

THREE KEY ELEMENTS
ü down payment assistance
ü preserving resources
ü building ongoing net income



1. 
DOWN PAYMENT 
ASSISTANCE (DPA) 
FINANCING 
STRATEGY

WHY EXPAND DPA RESOURCES
ü Help buyers now, when DPA is key, and
ü Financially strengthen HFA, including DPA in future
ü Concern at running out of DPA has led some HFAs to limit assistance

HOW EXPAND RESOURCES
ü Use DPA as an agency investment 
ü Invest bond proceeds and/or agency cash
ü To lower rate on DPA, leverage: 

— zero participations
— opportunity fund

ü Long-term budget including prepayments
ü Versus forgiveness or subordinating DPA

MONTANA 
HOUSING

Value of a proactive DPA strategy for 2021
Benefits to the program and HFA



2.
BUILD CAPACITY FOR 
WHEN CONDITIONS 
LESS FAVORABLE

ZERO PARTICIPATIONS
ü Many HFAs have or can build 

up zeros now
ü How much is enough?
ü Is lowest cost execution 

always best? 
ü Spending zeros to strengthen 

program and HFA
ü Fund low cost DPA
ü Reduce 1st mortgage 

rates
ü Can target lower rates for 

some borrowers

VOLUME CAP
ü Volume Cap
ü Taxable financing never been more 

attractive
ü blended debt, taxable pass-through 

bonds, interest-only strips
ü Less need for and less value from 

volume cap
ü Recycling high prepayments
ü Retain cap for future years, while 

needing some now for zeroes

Linking these tools together
Preserving resources for future years

10 YEAR TREASURY

2018 2019 2020



3.
STRENGTHENING 
FUTURE INCOME

2021 LENDING TO BUILD 
ONGOING NET INCOME
Balanced strategy:
ü Mix of executions
ü Cash income v. more zeros
ü Use zeros effectively
ü Interest-only strips to boost 

average spread
ü DPA to reduce future 

prepayments 
ü Current v. future income
ü Build resources

PRESSURE ON FUTURE 
HFA INCOME
From:
ü Prepayments 
ü Lower reinvestment rates
Why ongoing net income so crucial

ultimately the key limit on what
HFA can do for all borrowers
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Systemic Approach
Ask underwriters and advisors to show 
cumulative projected impacts
Opportunity-driven business makes 
overall criteria even more important 

ONGOING INCOME FROM PAST ACTIVITIES
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