Massachusetts Housing Finance Agency (MassHousing)
Debt Management Policy 
(March 11, 2014)
1.
Purpose

This policy was prepared to satisfy the Debt Management Policy requirements of 976 CMR 2.01 et seq as promulgated by the Finance Advisory Board.  The purpose of the Debt Management Policy is to provide a framework for the issuance, management, and reporting of MassHousing’s debt obligations.  The policy shall be reviewed at least every two years with the Members of MassHousing.  Matters arising under this policy shall be under the purview of the Investment and Audit Sub-Committee of MassHousing.       

2.
General Policy 

All debt obligations of MassHousing will be issued in compliance with Chapter 708 of the Acts of 1966 of The Commonwealth of Massachusetts (MassHousing’s Enabling Act), the bond resolutions adopted by the Members of MassHousing and other applicable security agreements, and applicable state and federal laws governing the issuance of debt. As required by the Enabling Act, all new debt issuances, including refundings, must be presented to the Members of MassHousing for approval.  It will be the MassHousing’s policy to:

· Finance multi-family and single family loans in accordance with MassHousing’s Enabling Act and public purpose mission;

· Maximize MassHousing’s ability to access the capital markets through a strong credit rating and maintaining investor interest in the issuances;

· Match loan and bond maturities to the extent required to provide for bond debt service; provided that reasonable assumptions on loan performance and prepayments can be utilized; and
· Manage its debt financings responsibly, mindful of generational equity and long-term financial impacts. 

3. Debt Limits

MassHousing’s debt is issued in compliance with its Enabling Act and new or existing bond resolutions and other applicable security agreements.  As of March 13, 2012 the statutory limit of total debt outstanding was $4.9 billion.

4.
Use and Purpose of Debt Proceeds
All debt issuances will finance single family or multifamily whole loans or single family or  multifamily mortgage back securities consistent with MassHousing’s various lending programs and adhering to MassHousing’s Enabling Act, bond resolutions and other applicable security agreements and all applicable state and federal laws.  Debt proceeds may also be used to fund reserves created under the applicable bond resolutions and to pay costs of issuance.
5.
Internal Debt Management Organizational Structure, Personnel Qualifications, Training
Debt issuance and management activities will be the primary responsibility of the Chief Financial Officer/Finance Director.  MassHousing will employ staff with experience and education sufficient to allow it to properly administer this policy.  The Chief Financial Officer/Finance Director shall make recommendations, if any, to the Audit and Investment Committee on deficiencies of staffing qualifications on a regular basis, and at least once every two years.  

MassHousing’s Treasury Department will be responsible for debt service payments.  MassHousing’s Financial Reporting Department will report on bond program activity as part of its financial reporting obligations.  
MassHousing encourages appropriate staff training, continuing education and professional accreditation, consistent with its personnel manual, including attendance and participation in National Council of State Housing Agency conference and training seminars.
6. Professional Services

MassHousing will retain such outside expertise as needed, including, but not limited to:

· Qualified investment banking firms;
· Bond Counsel to advise it on debt issuances and related matters;

· A Quantitative Cash Flow Consultant to provide analytical support and information;

· From time-to-time, a Financial Advisor, to advise it on new or complicated transactions or as required by Finance Advisory Board regulations. As a general matter, MassHousing does not employ a Financial Advisor on routine debt issuances;

· A Derivative Advisor on new derivative financial products as defined by the Finance Advisory Board and the termination if existing derivative products;

· Auditing or accounting expertise on financial reporting, and arbitrage issues. 

MassHousing will procure such services using a request for proposal or request for qualifications process consistent with its procurement procedures.

7. Process of Debt Issuance
a. Method of Sale Determination

From time to time, MassHousing will conduct a competitive process to qualify an investment banking team of senior and co-senior managing underwriters to structure and sell MassHousing’s debt.  Due to the highly structured nature of housing finance agency debt, MassHousing generally issues debt through a negotiated process with its investment banking team.  Under the Enabling Act such sales are subject to the written approval of the Treasurer and Receiver-General of the Commonwealth.
b. Circumstances to Refund Bonds

MassHousing will monitor its debt portfolio for opportunities to refund any outstanding debt when debt service savings will be realized.  Generally, MassHousing considers a refunding transaction if the refunding will provide 4% or greater net present value savings to final maturity inclusive of costs of issuance.  In addition, there must net present value savings assuming the loans financed by the refunded debt prepay at their earliest prepayment date (or other reasonable assumptions) for multifamily loans and based on reasonable pre-payment speeds for single family loans.  At the direction of the Board, MassHousing may refund or restructure existing debt to meet particular organizational and/or strategic needs when it is advantageous to do so.

8. Debt Affordability/Borrowing Capacity
For special obligation debt (non-MassHousing General Obligations), MassHousing shall perform or have performed a cash flow analysis demonstrating sufficient resources to make timely debt service payments.  Generally MassHousing will assume loans that are current in their obligations will be fully performing for the purpose of its cash flow analysis.  It should be understood that future loan performance, investment return and other factors cannot be predicted precisely at the time of debt issuance. 
9. Risk Controls/Monitoring

MassHousing will report on the financial performance of each bond program on a quarterly basis.  Quarterly financial information on each bond program will be made available on MassHousing’s website.  Any change the underlying rating of a MassHousing bond will be reported to the Members of MassHousing.  The Members of MassHousing will be provided with a monthly report on loan delinquencies in the portfolio.

MassHousing will retain a Director of Internal Audit who, along with Agency’s auditing firm, shall present internal control issues to the Audit and Investment Committee.  
10. Debt Structure Parameters

a. Amount of Outstanding Debt

See “Debt Limits” above.

b. Maturity Structure/principal repayment

Generally, the maximum term for MassHousing bonds will not exceed the underlying loan term or loan amortization that the debt finances and should be consistent with MassHousing’s applicable lending program’s underwriting criteria.  The debt service should generally be level and include extraordinary call provisions (in the case of default or prepayment of the underlying loans) as well as a call option after ten years where appropriate.  The Enabling Act limits the maturity of bonds issued by MassHousing to not exceeding fifty years.
c. Credit Enhancement/Insurance

Credit enhancements, such as bond insurance and letters of credit, will only be used when the anticipated present value savings in terms of reduced interest expense exceeds the cost of the enhancement.

d. Proportion of Variable Rate Interest Rates to Fixed Interest Rates
MassHousing’s interest rate mode will to the extent possible match the underlying loans it finances.  From time to time, for a variety of economic, market access, and programmatic reasons MassHousing may issue variable rate debt to finance fixed rate loans or vice versa.  In these circumstances, MassHousing will try to reduce its interest rate risk by entering into such arrangements for shorter-terms (five year or less) or through the use of synthetic fixed-rate products or other risk-reducing measures.  
11. Credit Ratings and Rating Agencies Management and Communications

While high credit ratings generally reduce MassHousing’s cost of debt and increase its market access, credit ratings must be balanced with maintaining flexibility to meet its operational and capital needs.  Generally, MassHousing will attempt to maintain its current ratings while at the same time strive to enhance its overall credit quality.  MassHousing shall provide information to rating agencies to support existing ratings.  
12. Investor Relations Management

MassHousing shall provide an Information Statement or other such document with its public offering of bonds.  Such Information Statement shall include information that MassHousing, along with its relevant counsel, deem complete and sufficient enough to market and sell bonds and to comply with applicable federal and state disclosure standards.  Each such Information Statement shall provide a contact person with sufficient expertise and information on MassHousing and the relevant transaction to communicate with investors.  MassHousing will update the Information Statement from time to time and generally on at least a quarterly basis.  MassHousing will circulate the Information Statement among relevant staff to verify its accuracy.  
MassHousing shall retain such bond, disclosure or other relevant issuer counsel to assist it in its investor relations activity.  
13. Derivative Financial Products

The use of derivatives in connection with debt must comply with the terms of MassHousing’s Master Swap Policy adopted by MassHousing on January 10, 2006.  Bond Counsel and MassHousing’s swap advisor will be consulted in the event MassHousing is considering entering into or terminating any derivative product.  MassHousing will comply with Finance Advisory Board requirements relative to Derivative Financial Products.
14. Post Sale Monitoring, Management, Compliance
MassHousing will maintain an adequate system of internal controls to provide compliance with applicable laws, rules, regulations, and covenants associated with outstanding debt.  Such controls will include, but not be limited to the timeliness and accuracy of compliance with:
· Debt Service Payments

· Financial Reporting

· Bond Resolution Compliance
· Arbitrage Compliance
· Loan Portfolio Performance

· Other Contractual Agreements

MassHousing will prepare reports, on at least a quarterly basis, identifying:

· Outstanding Debt by Series 

· Unscheduled Debt Payments

· Variable Rate Debt by Series

· Loan Delinquencies

· Fair-Market Value of Swaps Outstanding (as prepared by a third-party valuator)
15. Continuing Disclosure
MassHousing has and will enter into Continuing Disclosure Agreements with its trustees to file certain continuing disclosure information in accordance with the provisions of Rule 15c2-12(b)(5) under the Securities Exchange Act of 1934 (as amended, the “Rule”).  The form of such Continuing Disclosure Agreements may be modified to the extent necessary to conform to changes in the Rule.
In the existing Continuing Disclosure Agreements, MassHousing has agreed for the benefit of the bondholders to provide certain financial information and operating data relating to MassHousing by no later than 180 days after the end of each fiscal year (the “MassHousing Annual Information”), and to provide notices of the occurrence of certain enumerated events. MassHousing Annual Information will be filed by MassHousing with the Municipal Securities Rulemaking Board (the “MSRB”) through its Electronic Municipal Market Access (“EMMA”) system. Notices of enumerated events will be filed by MassHousing with the MSRB through EMMA.

16. Other Reporting Requirements

MassHousing may enter into arrangements to provide such other reporting as may be required.  Counsel shall be consulted before any such arrangement is executed.
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