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Basic SF Bond Structure

Part 1 — Mortgage Supported Bonds

* Annual bond principal payments = annual mortgage scheduled
payments

* Annual mortgage scheduled payments pay annual bond interest
payments; excess mortgage interest pays HFA program costs
(maximum permitted excess/spread is 1.125%);

* Mortgage prepayments used to redeem a like amount of bonds (can
also be used to make new loans in first 10 years)



Basic SF Bond Structure

Part 2 — Reserve Fund Bonds

* Bonds which fund reserve fund = 30-year term bonds; usually interest
only until maturity

* Reserve fund moneys invested in 30-year Treasury; interest on
Treasury pays bond interest and at maturity pays bond principal
(Treasury interest in excess of mortgage revenue bonds yield must be
paid/“rebated” to U.S. Treasury



Basic SF Bond Structure

Bottom Line —

 Single Family Bonds are effectively pass-throughs of the
underlying mortgage loan payments and reserve fund
Investment payments.

* The mortgage loans and reserve fund investments are held
to maturity; not sold or traded.







MBOH Audited Financials

»Snapshot — not a forecast

» Artificial reporting methodology (GASB dictates)
»Some terms not intuitive

» Financials include:
»Management’s Discussion and Analysis
» Auditor’s Report
»Balance Sheets and Income Statements
» Footnotes
»Supplementary Information — Indenture specific



Definitions — Balance Sheet/Income Statement

»“Current” — generally due/payable within the next year
»“Noncurrent” — anything not “current”; aka “non-operational”

» “Restricted” — restricted as to use by financial covenants (legal or
otherwise)

» “Investments” — marketable securities (e.g., Treasuries, GNMASs); not
loans

» “Deferred Costs” — prepaid costs

> “Deferred Outflow of Resources” — assets to be “used” in future
periods (e.g., prepaid items)

» “Deferred Inflow of Resources” — assets of a future period received
early (e.g., advance collections or deferred revenue)



Particular GAADP Rules

Balance Sheet (Net Position)

» Mortgage Loans — valued at outstanding principal, regardless of interest rate or
maturity

» DPA Loans, RAM loans
»Investments — valued at “market/fair value”

» GNMA mortgage loans treated as investments

» Even if investments held to maturity
» Operating Revenues/Expenses

» Investment market/fair value changes flow through “operating revenue”
»Rules that don’t affect MBOH —

» Program grants treated as “Revenue”

» Interest rate hedges/swaps also subject to “fair value” marked-to-market rules



Balance Sheet/NET Position
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Statement of Revenues, Expenses and
Changes 1in Net Position



MBOH Single Family Program — Bottom Line

1. Cash Flow is key — especially for bond issues and ratings

2. Fair value/market value of Investments is not particularly
Important

3. Some mortgage loans are ignored for cash flow purposes

4. GNMA'd mortgages will further distort future MBOH balance
sheets and income statements due to fair value/market
value rule
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