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MINNESOTA HOUSING FINANCE AGENCY

The Challenge and the Opportunity

In beginning your career with the Minnesota Housing Finance Agency,
you are an important member of a team. As a part of that team, you
have responsibilities and obligations as an employee of the people
of Minnesota whom you serve.

A new position always represents a challenge, to you as well as to
your new associates, and whether this challenge develops into an
opportunity as a truly rewarding experience depends upon a number
of important factors. The object of this Orientation Manual is to
try to explain these factors in relationship to you and your posi-
tion and in relationship to you and your future with the Minnesota
Housing Finance Agency.

We believe the Minnesota Housing Finance Agency can provide you with
the most interesting, creative, and challenging position in State
Government. To serve an expanding need for an efrective housing de-
livery system with devoted attention to supplementing the mortgage
needs of Minnesota will continue to be the Agency's goal. Progress
toward that goal, in large measure, will depend upon the attitudes
we apply to the job at hand. When our attitude toward our work and
our fellow workers continues at a high level, there is no limit to
our future. We are and will continue to be an important agency in
molding public and private sector housing policies and developing an
efficient housing delivary system for Minnesota, a resource that will
provide financing for decent, safe and sanitary housing for low and
moderate income persons and families.

We have designed this manual specifically for you. Read it carefully.
It can be a key to a rich, satisfying time in your life and the chal-
lenge and opportunity you've been waiting for. In addition, this
manual has been prepared as a guide for you as an explanation of the
rules, regulations and procedures which govern both Agency and State
employment practices. Retain this manual as a handy reference. Seek
the advice of your supervisor or other designated Agency personnel
when you have questions beyond the scope of this manual.

We hope this manual symbolizes for you the role you will play in hous-
ing and the growth o™ a dynamic agency, the Minnesota Housing Finance
Agency.

Welcome aboard:

12/75



1.1

1.2

STATE HOUSING AGENCY'S PLACE IN THE HOUSING AND MORTGAGE MARKET

Introduction

The type, quality and quantity of housing annually produced in the
United States is directly affected by two dependent variables. The
primary variable that affects the housing industry and the production
of housing in the country is the supply o mortgage credit at reason-
able rates. The second variable that affects the productinn of housing
is federal housing policies.

Historically, the nation's major suppliers of residential mortgage
credit have been financial institutions such as savings and loan asso-
ciations, savings banks, and commercial banks. When credit supply and
demand are in good balance and when savings deposits are plentiful,
residential mortgage funds are plentiful. However, during periods of
a credit shortage, when interest rates rise substantially, primary
mortgage lenders usually sharply reduce the volume of their mortgage
lending activities.

Significant differences also exist in the supply of mortgage money
relative to demand in various parts of the country. This is true even
within a state or a major metropolitan area or local community. This
on-again, off-again flow of funds of the housing industry is considered
to be one of the main reasons for the housing industry's general in-
stability. Consequently, a substantial rise in interest rates tends to
result in a substantial reduction in the supply and demand for mortgage
credit, especially for persons and families of low and moderate income.

State housing finance agencies in the past 15 years have been able to
some degree to stabilize the availability and distribution of below
market interest rate mortgage credit for low and moderate income
families. State housing finance agencies have earned the reputation
of providing high quality, efficient processing. During HUD's 236
Subsidized Program, state agencies financed 25% of all 236 projects.
State agencies have taken a very active role in the development process,
resulting in quality construction and effective public sector housing
policies. Through a combination of federal and state resources, re-
gional nlanning, and local community practices, state housing finance
agencies have developed a viable mortgage financing resource that has
effectively produced economies of scale on a state and local basis.

The state housing agencies tend to help stabilize the wide fluctuations
in the availability of mortgage credit and thereby assist in decreased
unemployment and restoration of consumer confidence.

Council of State Housing Agencies

In 1973, the Council of State Housing Agencies (CSHA) was formed during
an annual conference hosted by the Minnesota Housing Finance Agency.
The purpose of the CSHA is to promote the common interests of state
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housing finance agencies, business firms, and individuals who are
concerned with state housing programs and activities. The Council
of State Housing Agencies is limited to state housing finance or
development agencies and at this time virtually all of the 33 state
agencies belong. The Council also offers associate membership to
investment banking and financial service firms, bond counsels, de-
velopers, and investors in private and public organizations in-
volved in state housing programs.

The CSHA's activities include the dissemination of information on
pertinent developments in Congress aid the administration, a forum
for the exchange and formulation of /iews by its membership, repre-
sentation of those views before approrriate legislative and adminis-
trative bodies, basic data collecticn, a library of state housing
agency documents and publications, srogram information, ard direct
technical assistance.

History: State Housing Finance Agencies

In the past fifteen years, phenomenal growth has occurred in the
number of state housing finance agencies actively involved in mort-
gage financing and development of housing for low and moderate income
persons and families across the country. At the beginning of 1970,
only 11 states had operating agencies; by the end of 1974, 23 agen-
cies were in operation. These were: .

irst

1. New York Housing Finance Agency

2. Michigan State Housing Development Authority 1966 1971
3. Massachusetts Housing Finance Agency 1966 1972
4. I11inois Housing Development Authority 1967 1972
5. New Jersey Housing Finance Agency 1967 1970
6. New York State Urban Development Corporation 1968 1971
7. West Virginia Housing Uevelopment Fund 1968 197
8. Maine State Housing Authority 1969 1972
9. Missouri Housing Development Commission 1969 1971
10. New Jersey Mortgage Finance Agency 1970 1971
11. State of New York Mortgage Agency 1970 1970
12. MINNESOTA HOUSING FINANCE AGENCY 1971 1973
13. Alaska Housing Finance Corporation 1971 1972
14, Connecticut Housing Finance Authority 1971 1971
15. New York City Housing Development Corporation 1971 1972
16. Virginia Housing Development Authority 1972 1973
17. Kentucky Housing Corporation 1972 1973
18. Wisconsin Housing Finance Authority 1972 1974
19. Pennsylvania Housing Finance Agency 1973 1973
20. Rhode Island Housing & Mortgage Finance Corp. 1973 1974
21. South Daknt~ Housing Deveiopment Authority 1973 1974
22. Tennessee Huusing Development Agency 1974 1974
23. Vermont Housing Finance Agency 1974 1974

Established Bond Issue
1960 1961



1.4

1.5

12/75

-3-

In addition, under the impetus provided by the 1974 Hov.:ng and Com-
munity Development Act, 11 previously inactive agencies are involved
in the implementa:ion of their programs; these are Colorado, Delaware,
Georgia, Hawaii, Idaho, Louisiana, Maryland, North Carolina, Ohio,
Oregon, South Carolina.

The phenomenal growth of state agencies in the first half of this
decade demonstrates the interest of state government to increase a
previously passive state role in public sector housing policy. In
addition, state government now recognizes that housing is fundamental
to an individual's quality of life and represents an important sector
of a state's social and economic system. The general health and wel-
fare of communities depend on the availability of decent, safe and
sanitary housing for all people. Better housing is fundamental to
the solution of urban problems, industrial growth, and the conserva-
tion of land and energy.

General Administrative and Financing Structure of State Housing Agencies

The state housing agencies generally have been created as independent
state agencies, able to operate with some administrative flexibility.

At the same time, state agencies have almost universally been structured
to be financially self-supporting. Normally the: issue bonds to finance
single and multi-family housing. While state governments have shown
their willingness to support state agency programs, it has been neces-
sary for each agency to maintain the ability to repay its bond holders
from the revenues generated by its mortgage finance operations. This
combination of administrative independence and financial responsibility
has given state agencies a chance to innovate while, at the same time,
requiring them to invest their funds carefully in revenue producing
mortgages. In this sense the state housing agencies have some of the
constraints and some of the strengths of private business operations.

Apartment Development

The core of the operations of state housing agencies involved in direct
financing is bond-financed mortgage lending for construction of privately
owned and operated multi-family developments.

Typically, state housing agencies invite development proposals from
prospective developers, evaluate the proposals, agree to finance some
of the proposed developments, and sell short-term tax exempt notes to
finance construction and long term tax exempt bonds to finance the
full term of the mortgage. Throughout this process, the state housing
agency's central role is that cf a mortgage lender but with additional
concerns relating to project quality and operation. In other words,
state housing agencies select and monitor their projects to assure the
financial security of their bonds and foster the social interests of
their state.
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In this selection and monitoring process, many state housing agencies
assume tasks normally associated with the developer as well as the
mortgage lender. Most play an importéent role in reviewing or recom-
mending sites while a few are even involved directly in site selection
and acaquisition. A review role is oftzn played by state housing agen-
cies in the selection of architects and builders and direct selection
is carried out by a few agencies. Most state housing agencies are also
involved in determining the unit distribution of projects and selecting
non-housing ancillary facilities. Some state agencies have provided
pre-closing financial assistance and others have obtained or helped ob-
tain private equity investors for projects. Agencies have also obtained
or helped sponsors obtain government approvals. During this process,
most state housing agencies work closely with community leaders and
groups in various aspects of planning, management, or sponsorship.

State housing agencies have been concerned with more than just producing
a large volume of housing units. They have made a particular effort to
produce developments of high quality and design. In part, the frequent
emphasis on design is attributable to state agency concern about one basic
fact of project economics: as the income of each project occupant rises,
so does his rent. Consequently, unless a project offers particular at-
tractions for persons with the economic means to select their housing
freely, such people will tend to leave the project as their economic
conditions improve, thus depriving the project and its neighborhood of
valuable social stability and the federai government of an opportunity
to reduce its subsidy burdens. For both of these reasons, state agen-
cies facing the pressures of financial self-sufficiency have found good
design and attractive projects essential elements of their programs.

Economic integration has been achieved in a vast number of projects. A
mixture of market rate units, 236 subsidized, and publiic housing income
levels has been achieved in state agency apartment developments. This
directly contrasts with the typically 100% federally subsidized develop-
ment.

Homeownership Mortgage Purchase

An increasing number of state agencies are making use of their tax exempt
borrowing power to carry out indirect financing programs. The two major
programs in use, mortgage purchase and loans to lenders, are designed to
increase the amount of mortgage capital in the market and enable states
to provide an inflow of funds in tight credit periods. Under both of
these programs, the relatively lower interest rate achieved through tax
exempt financing is passed on to the primary lender and ultimately to

the borrower. These programs have special advantages for new state
agencies since they can be implemented in a short time with only a small
staff.

The Minnesota Housing Finance Agency pioneered a mortgage purchase program.
Under the terms of a Mortgage Purchase Agreement, the Agency purchases
from lenders below market interest rate FHA insured or VA guaranteed mort-
gages.
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Under the loans to lenders program, a state finance agency may pro-
vide loans to mortgage lending institutions which, in turn, make
residential loans, gererally for single family housing. The interest
rates are set by the stafe housing finance agency to cover the costs
incurred so that an agency may be self-sustaining.

Controls over the lending institutions are also exercised in the pro-
gram. For example, the state housing finance agency determines the
type of housing (1 to 4 Tamilies), qualifications or characteristics
of the residents who are recipients of the loans, the interest rate
that lending institutions can charge, and the general location of the
financed housing.

Other Programs and Characteristics of State Housing Agencies

Following are a few observations about the ways in which the past
experiences of state housing agencies might be used in future federal
programs. It is our “eeling that the existing base of state expertise
will be useful as one element of the new federal approach to housing
assistance.

State housing agencies can be lnoked to for an important role in the
new federal housing and community development programs because they
have proven they can work effectively and creatively with both the
federal and local governments. In the past, the expertise of the
siate housing agencies has proven of value in improving the efficiency
of both the federal and local governments. The involvement of many
state housing agencies in various aspects of the development process
has enabled local HUD offices to spend less time on detailed proces-
sing and monitoring of individual projects. Some state housing agen-
cies have also served as a vehicle for coordinating other federal and
local effort by lending their expertise to local agencies attempting
to utilize federal programs. In general local governments have re-
ceived assistance from state housing agencies in planning, financing,
research, and technical assistance. Other efficiencies have been
achieved through a close coordination of state housing agency programs
with state and recional ajencies involved in planning, transportation,
conservation, health, parks and recreation, welfare, etc.
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MINNESOTA HOUSING FINANCE AGENCY HISTORY

Introduction

The Minnesota Housing Finance Agency was established by the 1971
session of the State Legislature with the capacity to issue up to
$150 million in tax exempt agency revenue bonds for the purpose of
financing housing intended for occupancy for persons and families
of low and moderate income. In establ shing the Agency, Minnesota
became the 12th state in the country to take similar measures to
increase the State's previously passive role in housing.

Interest in increasing the State's role in housing emanated pri-
marily from the federal government which had sought and encouraged
increased state roles in the financing of federally assisted housing
programs. By combining federal subsidies with lower interest rates
resulting from the tax exempt nature of the state housing agency
bonds, more subsidized units could be developed with a fixed amount
of subsidy dollars.

In June, 1973, the Minnesota Supreme Court opinion presented the

Agency with a declaratory judgment stating that the Minnesota Housing
Finance Agency Law 702 was constitutional and valid.

MHFA Program Activity Summary

MHFA is engaged in providing construction and/or permanent mortgage
financing for the development of apartments to be occupied by persons
and families of low and moderate income. The Agency is also engaged
in providing mortgage financing to low and moderate income families
to purchase new and existing single family homes.

The Agency's Home lmprovement Loan Program is another source of
capital. Basically, the Agency provides the financing on FHA Title I
insured home improvement loan: for upgrading and rehabilitating
existing housing.

Finally, the Agency also administers three special programs in its
housing producticn services. The first is the Basic Homes Program
which is a research project on the design and a delivery system to
provide low cost housing for low income rural families. The second
program is the Deveiopmentaily Disabled Housing Program to assist
disabled and handicapped individuals to obtain decent, safe and sani-
tary housing at reasonable prices. Under the third program, the
Agency has also provided indirect apartment development construction
loans. The Agency finances 90. of a construction loan with a private
lender providing the remaining 10%. The Agency requires that the
project must have a permanent financing commitment from the Govern-
ment National Mortgage Association (GNMA) and the terms of the
Agency's participation agrecment are met.

-6-
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Minnesota Housira Finarce Ace-~cy Act

The Agency's Act is the legislation that empowers the Agency to
initiate its responsibilities and authorities as a public agency
with a public purpose. The Act provides for the appointment of

a Board and the Executive Director and, among other things, further
grants powers necessary for the continued operation of the Agency.

The Agency's Act details 24 major sections which are listed below
For additional information, see "State Housing Finance Agency Act",
Law 1971, Chapter 702, and Minnesota Housing Finance Agency Rules
and Regulations.

1. Citation

2. Policy

3. Definitions

4. Housing Finance Agency

5. Specific Powers of the Agency

6. General Powers of the Agency

7. Additional Powers and Duties of the Agency

8. Bonds and Notes: Purposes, Terms, Approval

9. Bonds and Notes: Resolution Authorizing, Additional Terms, Sale
10. Bonds and Notes: Optional Resolution and Contract Provisions
11. Pledges

12. Bonds and Notes: Non-Liability of Individuals

13. Bonds and Notes: Purchase and Cancellation
14. Bonds and Notes: Non-Liability of State

15. State Pledge Against Impairment of Contracts
16. Default in Payments: Appointment of Trustee
17. Powers and Duties of Trustee

18. Monies of Agency, Functions of State Treasurer
19. Exemption from Taxes

20. Housing Development Fund: Creation, Sources
21. Housing Development Fund: Advances, Use, Repayment
22. Bond Fund

23. Construction of Act

24. Authorization of Appropriation

Rules and Regulations

The Rules and Regulations of the Agency complement the Act by pro-
viding specific instructions, policies, procedures, and requirements
that must be met in relation to the Act.

MHFA Board

The policy making authority of the Agency is vested in the Board
members in accordance with the provisions of the Act. The members
of the Board are the State Planning Director, State Auditor, and
five public members appointed by the Governor with the advice and
consent of the Senate to four year terms. No more than two public
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members shall reside in the area of jurisdiction of the Metropolitan
Council, and no more than one public member shall reside in any one

of the Regional Development Areas of the State. The chairman of the
Board shz11 be designated by the Governor from among the public mem-
bers appointed.

MHFA Homeownersnip Program

The Agency's Homeownership Loan Program is a single family mortgage
purchase program. Basically, the Agency provides financing for FHA
insured and VA guaranteed mortgage loans on new and existing single
family residences to eligible citizens of the State of Minnesota at
below market interest rates.

Financing is provided by the Agency through participating private
lending institutions such as commercial banks, savings and loans,
and mortgage bankers throughouc the State. The Agency issues invi-
tations to eligible mortgage lending institutions in the State to
apply for mortgage commitments from MHFA. The Agency agreed to
purchase from the lending institutions below market interest rate
mortgages of eligible borrowers in accordance with its Homeowner-
ship Loan Program. Each lending institution was requested to sub-
mit a proposal for participation, stating the total dollar amount
of comnitment desired and the geographic area in which eligible
loans would be made. Each proposal received by the Agency was re-
viewed and adjusted by the Agency and each lending institution was
informed by the Agency of the acceptance of its proposal.

The lending institutions thereafter purchased the mortgage commit-
ment from the Agency and executed the Homeownership Mortgage Pur-
chase Agreement and Servicing Agreement to originate and service
eligible mortgage loans to be purchased by the Agency. Each
eligible mortgage was subject to Agency eligibility requirements
as to borrower's adjusted gross income, interest rate, sale price,
etc. The lending institution was required to originate eligible
mortgage loans and deliver them to the Agency within a 12-month
period. The Agency purchases the loans from the participating
lenders at a predetermined purchase price.

The Agency's Homeownersnip Mortgage Purchase Program required the
lending institution to originate single family loans to eligible
individuals who had an adjusted gross income of not more than
$16,000 and the sale price or appraised value of the property
(whichever is greater) could nct exceed $36,000 in any metropoli-
tan county and $34,000 if located in a non-metropelitan county.
The Agency's Homeownership Program will not refinance existing
loans.

To date, 91 lenders throughout the State have participated in the
program. The Agency has purchased or conmitted to purchase a total
of $83.9 million in mortgage lcans which represents 3,550 single
family home loans.
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MHFA Home Improvement Loan Program

The Agency's ‘'lome Improvement Loan Program is structured very simi-
lar to the Homeownership Loan Program. The program provides
financing for the conservation and improvement of existing housing.
The goal of the program is to provide below market interest rate
loans to homeowners interested in improving the quality of their
residences and encourage the stabilization and upgrading of exist-
ing neighborhoods. Home Improvement Loans are insured under

Title I of the Department of Housing and Urban Development's FHA
Insuring Program.

Homeowners will be able to make a broad range of eligible improve-
ments including additions, interior remodeling, exterior work,
plumbing, heating, electrical, and many other permanent improve-
ments. A1l applications will be encouraged to consider energy
saving items such as insulation, caulking and storm windows. Im-
provements must be basic and necessary items which make the home
more habitable, general permanent improvements which increase the
market value of the property or are directed at energy conserva-
tion in the home. Loan proceeds cannot be used to refinance
existing mortgages or deots.

To qualify for a Home Improvement Loan, an applicant must be the
owner of the property to be improved. Occupancy by the applicant
is not required. The owner must have an annual adjusted gross in-
come of not more than $16,000 and must be a reasonable credit risk
with the ability to repay the loan obligation as determined by the
lending institution. A1l properties to be improved shall be at
least 15 years old or contain items which are hazardous to health
and safety, be used primarily for residential purposes, contain

no more than four dwelling units, and comply with all local zoning
ordinances or other land use guides.

Maximum loan amount is $10,000 for property containing one dwelling
unit and $5,000 per dwelling unit for property with two or four
individual units. In Phase I of the Program from August, 1975,
through February, 1976, 73 lenders are participating in the program
with a total of over $8 million in funds committed.

MHFA Apartment Development Program

The major activity of the Apartment Development Program is the pro-
vision of construction «nd/or permanent financing for the develop-
ment of apartments. Basically the Program is a direct loan program
whereby the Agency directly provides a developer/sponsor (1imited
dividend partnership or non-profit corporation) construction and
permanent financing for the construction of privately owned and
operated multi-family apartment developments. The Agency generally
will provide a 40-year mortgage on each project financed. The mort-
gage loan for a limited dividend partnership usually is based on 90%



12/75

-10-

of the total development costs. Non-profit corporations can obtain
a 100% mortgage. In addition, the Apartment Development Program
can provide financing for the rehabilitation of existing multi-
family structures.

The primary thrust of the Program is the delivery of construction
and permanent financing to stimulate the construction of housing
for low and moderate income persons and families and provide the
efficient delivery of Section 8 Contract Authority subsidies to
tenants. Under Section &, "Assisted Housing", of the 1974 Housing
and Community Act, the MHFA receives housing subsidy set-asides
and is able to contract directly with the Department of Housing
and Urban Development for use in connection with Agency financed
aevelopments. The Agency's F.Y. 75 set-aside of $6 million of
Section 8 Contract Authority will provide subsidy funds for ap-
proximately 1,800 to 2,000 rental units. The Agency allocation
of these dollars is based on demand; however, we have set the
following goal for the distribution of the funds:

Qutstate

Twin City
Metropolita
Area

$3 million

Non-metro
$2 million

$3 million, or 50 of the Contract Authority, will be reserved for
the Twin Cities Metropolitan Area. $1 million will be reserved for
the outstate SMSA's of Duluth, Moorhead, St. Cloud, and Rochester.
The final $2 million will be for outstate non-metropolitan areas.
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WORKING FOR THE MINNESOTA HOUSING FINANCE AGENCY

Introduction to Your Position

Your position is an essential link in a chain of jobs, duties, and
responsibilities that make up the Minnesota Housing Finance Agency.
Each position, each responsibility, is interrelated with all the
others so the ultimate success of our Agency depends, to a certain
extent, upon how well you get along on your position.

You have been carefully selected for your skills and personal
characteristics that equip you to handle the position to which you
have been assigned. As you move into the first few months in your
position, you will receive on-the-job training. Your supervisor or
department head will acquaint you with the Agency's way of doing
business and will provide you with individual instruction, some-
times using prepared training materials. Your supervisor will be
anxious to help you succeed and prepare you for a better position
with the Agency in the future. Take your supervisor into your
confidence and discuss your interests, goals, and problems. Every
assistance and encouragement will be given to you to demonstrate
your qualifications and abilities during this period.

Your work will be appraised regularly, not only as to the skill and
efficiency you apply to your work, but also your attitude, how well
you work with others, the amount of ingenuity you display, and the
amount of responsibility you are willing to assume. A1l of these
are taken into consideration in regular progress reviews upon which
salary increases and promotions will be based.

The first four to six months of your employment, and when advancing
to new positions by promotion, is an on-the-job "probationary period".
This probationary period is, in fact, the final phase of the competi-
tive examination process to prove through actual performance your
capability indicated by the results of your examination. Interrup-
tion of the probationary period, such as for sickness or absence for
other reasons, postpones the completion of the probationary period.
Your supervisor's responsibility is to help you adjust as needed.

By the same token, it is a period for you to put your new position on
trial, to decide whether the work is as ycu anticipated and if it
suits your abilities and interests. It is a time to allow you to seek
and get the assistance of your supervisor and analyze your reactions

to the position. It is not a time to be apprehensive but rather a

time to apply yourself and learn. A mutual period is common for every-
one in a new employment situation, both in and out of State employment.

Upon satisfactory completion of probation., you are appointed to
"permanent status" by your supervisor.

«ll=
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Benefits for You

We believe there is more to your position than just a day's work
and the salary you receive from it. After all, we spend more time
at work than anywhere else. It is the Agency's intent that your
position is a rewarding, progressive experience containing the
elements necessary to satisfy human needs and goals. The Minne-
sota Housing Finance Agency has been chosen as a place in which

to build your career.

The economic rewards of your position can best be classified into
two categories: Direct Benefits and Indirect Benefits.

The most obvious direct benefit is your salary. It is considered
direct compensation because it is directly dependent upon your
performance.

Indirect compensation involves economic rewards for membership in
the organization rather than rewards for the performance of the
work. It represents the non-monetary payments of benefits to em-
ployees ("fringe benefits"). We prefer not to use the term fringe
benefits to describe these additional employee benefits because
they now represent approximately 30% of each employee's base
salary. As an MHFA employee, you receive the following indirect
benefits:

Annual Leave Workmen's Compensation

Sick Leave Health & Hospitalization Insurance
Paid Holidays Retirement Benefits

Employee Services Deferred Compensation

Among the most often thought of indirect benefits are annual leave
and sick leave. Accrual of both of these kinds of leave depends
upon your length of service with the Agency.

Annual Leave

Your accrual rate of annual leave is pro-rated according to the number
of hours you work. Annual leave is earned by regular employees from
the date of employment but not credited until after the completion of
the probationary period. The amount of vacation leave earned is tied
to the length of your employment with the Agency. In other words, as
a new employee, you are not eligible to take annual Teave until you
have satisfactorily completed your probationary period but you will
be credited with the annual leave you earned during your probationary
period. A new employee earns 4 hours of vacation leave each payroll
period; an employee with 25 years of service earns 8 hours of annual
leave per payroll period.

Annual leave may be accumulated up to a limit of 208 hours. This
represents five weeks and one day of annual leave. Any leave earned
after 208 hours has been reached will be cancelled and lost if not
used. Employees who leave State service after completing six months
of satisfactory service are paid in cash for unused annual leave.
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Annual leave must be used in half hour increments and must be
scheduled and approved by your supervisor. Remember, his respon-
sibility and yours is to anticipate peak work loads and assure
that vacation scheduling is compatible with insuring adequate
staff for production functions.

Above all, it should be remembered that the employee has earned
and is entitled to use annual leave.

Sick Leave

Unlike vacation leave, sick leave is a privilege and not a right.
Sick leave is intended to be used when you are unable to work due
to illness or disability. This includes illness or death in your
immediate family an? temporary disability due to pregnancy. Sick
leave cannot be used for other purposes in lieu of vacation leave
or leave without pay. A1l use of sick leave must be approved by
your supervisor who may require a doctor's statement justifying
extended periods of sick leave.

If you are employed full time, you accumulate sick leave at the
rate of 4 hours per payroll period. Sick leave may be accumulated
up to 800 hours. After 800 hours, you receive 2 hours per payroll
period and this is placed in a lapsed sick leave bank to be used
in case nf extended illness. Unlike annual leave, unused sick
leave is not paid for when you leave the Agency. This is because
sick leave comes under the category of a privilege. Sick leave

is a form of insurance against loss of pay for illness while you
remain a member of the Agency staff. It is an important benefit
that should not be abused.

Other Leaves

30,4 Leaves of absence with pay:

Jury Duty: If you are called for jury duty, to bear
witness, in a court case involving the locai, state
or federal government, or are to appear in court in
connection with your duties, you will receive a leave
of absence with your regular pay for the time you are
required to be absent. However, you are expected to
report to work when not required in court.

Military Reserve Training: All State employees are
eligible for military leaves of absence. If you are
a member of a military service unit or the National

Guard and are called to active duty, you are entitled
to pay for up to 15 working days per year.
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3.5.2 Leaves of absence without pay:

Extended illness: If you suffer a long illness, the
Agency may grant you a leave of absence without pay
until you have recovered.

Maternity leave: Maternity leave without pay will be
granted upon request to a pregnant probationary or
permanent classified employee for up to six months.

Military leave: If you are called into service in
the armed forces, you can be given a military leave
without pay not to exceed four years whil are are on
active duty. While on duty, you will continue to
earn seniority, annual leave, and sick leave. In
order to return to your previous employee status, an
application fer reinstatement to your position must
be made within 90 days of an honorabt - discharge.
Upon reinstatement, you have the right to take any
promotional examination you missed while on military
leave.

Holidays

In addition to leave of absence, all State employees are entitled
to nine paid holidays per year. Legal holidays and the days on
which they will be observed are set by the Legislature. The most
recent legislation provides the following specified holidays:

New Year's Day January 1

Presidents' Birthdays Third Monday in February
Memorial Day Last Monday in May
Independence Day July 4

Labor Day First Monday in September
Columbus Day Second Monday in October
Veterans' Day November 11

Thanksgiving Fourth Thursday in November
Christmas December 25

Life Insurance

As a new Agency employee, you will receive $5,000 worth of term life
insurance at no cost to you. This coverage is yours as long as you
are a State employee. After five years of State service, your cover-
age increases to $10,000. You also have the option to add up to
$40,000 worth of additional 1ife insurance. You may also purchase
$2,000 worth of protection for each of your dependents and your spouse
is eligible for additional coverage up to half the amount you carry.
For additional details on employee life insurance programs, please
contact the Employee Insurance Office.
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Health Insurance

The rising costs of medical care make health insurance an increas-
ingly valuable benefit. As a full time employee, you receive
hospitalization and major medical insurance through group coverage
at no cost. Dependent coverage can also be added optionally at re-
duced group rates payable through payroll deduction. As an Agency
employee, you may choose between two prepaid medical plans: Blue
Cross/Blue Shield of Minnesota or Group Health Plan, Inc. The
major difference between the two plans is that Blue Cross/Blue Shield
provides coverage for doctors and hospitals of your own choice while
Group Health supplies services through participating medical centers
and associated physicians.

Should you terminate employment, you may continue your health care
coverage at your own expense for a period of six months or until
re-employed, whichever occurs first. After six months, you may
convert your group contract to an individual contract. You may
also keep and convert your life insurance policy at your own cost
should you terminate employment. Your life insurance continues
without payment of premium if you must leave your job because of
total and permanent disability while under the age of 60.

Life insurance and health care coverage are two basic insurance
benefits you receive. The State provides three types of optional
protection that you may purchase; these are short term salary con-
tinuance disability, long term salary continuance disability, and
accidental death and dismemberment coverage.

For additional information and details on the health insurance plan,

see your supervisor, the Agency's personnel officer, or the Employee
Insurance Office.

Social Security and Minnesota State Retirement System

As required by law, you are automatically enrolled in the national
Social Security Program with contributions deducted from each pay-
check. The Agency matches your payments to the Program, dollar for
dollar. In addition, you are a member of the Minnesota State Retire-
ment System which augments your Social Security retirement income.
Your contribution is matched by a like payment by the Agency to the
Retirement Fund.

Deferred Compensation Plan

Establishment of a Deferred Compensation Plan for officers and em-
ployees of the State of Minnesota was authorized by the 1971 Legis-
lature. The ~riginal plan had to be modified to meet IRS require-
ments, and approval of the modified plan was received from the IRS
on August 18, 1972. A few modifications meeting IRS requirements
were added for 1974. For additional information, contact your
supervisor or the Agency 0Office Manager.
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3.11  Workmen's Compensation

As an employee of the State, if you are injured on the job or suffer ‘
from an occupational disease that prevents you from working, you are

entitled to Workmen's Compensation. Agency employees are eligible

for Workmen's Compensation if they submit a claim within 90 days of

the job-related injury. Benefits will include all reasonable and

necessary medical expenses including doctor and hospital bills and

rehabilitation therapy. Benefits fall into four categories: par-

tial temporary disability, total temporary disability, permanent

partial disability, and total permanent disability. Benefits are

also available for retraining and in the case of death.

3.12 Job Classification

When we say "job classification", we mean groupings of basically
similar positions. A job classification insures that equal pay
scales exist for similar positions. It also provides that know-
ledge, skills, and abilities necessary to perform a particular
type of work are known and understood. This information is also
important because it serves as the basis for determining appro-
priate examinations for State positions. Additionally, a job
classification system provides an orderly and consistent process
for dealing fairly with the common personnel needs of State em-
ployees.

3.13  Classification Plan ()

The State's Classification Plan has been developed and maintained
so that:

1. All positions substantially alike with respect to type,
difficulty, and responsibility are inclueed in the same
class compared with other positions in the State Govern-
ment, if any.

2. The same means of recruitment may be used in filling all
positions within a class.

3. The same schedule of pay may be applied with equity to all
positions within a class.

Pursuant to Minnesota Statutes, the objective of the State's Com-
pensation Plan is to adopt a salary schedule that constitutes an
official wage and salary plan for all positions in the classified
service. The Compensation Plan governs beginning salary, salary
on promotion, salary on re-empioyment or reinstatement, salary in-
creases. achievement awards, salary decreases, salary on transfer,
salary on demotion, total remuneration, hourly rates, project em-
ployment, overtime pay, and severance pay.

12/75
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Salary Compensation

For compensation purposes, the State assigns most of its job clas-
sifications into five salary schedules. Each schedule has a dif-
ferent method of salary increases and is made up of several salary
ranges. All classifications fit into a specific salary range with-
in the pay schedule. The schedules are:

Professional and Administrative Schedule (Schedule A)
Maintenance and Trades Schedule (Schedule B)
Clerical, Service and Technical Schedule (Schedule C)
Managerial Schedule

Special Teacher Schedule

3.14.1 Professional and Administrative Schedule (Schedule A)
There are from seven to nine steps in each salary range
with progression through the ranges tied to satisfactory
job performance. Progression increases are granted after
each year of service until the midpoint of the range is
reached. At that time, increases can be granted every
other year. One step achievement awards based on above
average performance are available to 30% of all employees
in Schedule A.

3.14.2 Maintenance and Trades Schedule (Schedule B)
TNot applicable to MHFA employees.)

3.14.3 Clerical, Service and Technical Schedule (Schedule C)
Shorter ranges and more rapid progression characterize
this schedule. With satisfactory performance, employees
move into the second step after four months, to the third
step on their anniversary date, and one step annually un-
til the top of the range is reached.

3.14.4 Managerial Schedule
TNot applicable to MHFA employees.)

3.14.5 Special Teacher Schedule
(Not applicable to MHFA employees.)

Position Description

The Position Description maps out your territory in th2 overall
picture of State service--vour responsibilizies, authority, and pro-
fessional activities. Your Position Description is your personal
contract with your supervisor in which you agree to assume certain
responsibilities for which he delegates to you the authority. The
Position Description consists of five basic parts: Position Purpose,
Reportability and Dimension, Principz1 Responsibilities, Authority,
and Nature and Scope.

| [ S J .
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Once a Position Description has been completed and approved, both
you and your supervisor should retain a copy. The original and a
carbon copy will be submitted to the Agency's Department of Per-
sonnel. The Personnel Department wil’ retain the original and
forward a copy to the State Department of Persornel.

Position Descriptions should reflect changes in the job. When duties
are altered or the organization is restructured or simply in the
course of the appraisal process, it may be obvious that the Position
Description requires change. Also, new employees should rewrite
existing Position Descriptions once they become acquainted with
their work. This can readily be incorporated into the regular
appraisal interview.

Remember, Position Descriptions are primarily used to review the

request for job reallocation, promotability review, and the suc-
cessful completion of a probationary period.

Performance Indicators

As the Position Description is the key to the performance appraisal
system, Performance Indicators are the heart of the performance
appraisal process.

A Performance Indicator is a measurable statement of a specific con-
dition which will prevail, at a designated time in the future, if
the responsibility is properly carried out. Performance Indicators
are the heart of the appraisal process since they are completed by
the employee and generate employee planning, lead to objective ap-
praisal, and pinpoint areas in which employees could benefit from

a development plan.

After the supervisor and employee have reviewed and approved the
final draft of the Position Description, the employee will complete
the Performance Indicators. Once these are finalized and reviewed
with the supervisor, the Performance Indicators are entered on the
appropriate Performance Appraisal form to be completed at the end

of the appraisal period. The appraisal interview at the comple-
tion of the appraisal period will review the employee's accomplish-
ments, strengths and weaknesses in relation to the Position Descrip-
tion and Performance indicators. The employee and the supervisor
will then revise the Position Description and Performance Indicators.

Performance Appraisals

The State's Performance Appraisal System is based on the Position
Description and result-oriented performance standards. The system
is designed to assist the employee to reach maximum potential and
enhance the services provided by the State. The system requires:

1. A minimum arnual performance appraisal between supervisor
and employee.
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2. Performance appraisals shall be made in writing, and both
the employee and the supervisor shall retain a copy.

3. An official copy of the most recent performance appraisal
shall be kept in your personnel file by the Agehcy.

4. Performance evaluation shall be based on the Position
Description and result-oriented performance standards.

5. All salary increases, promotions, achievement awards, and
demotions are based primarily on performance evaluations.

Examining and Recruiting

If you were an employer with over 23,000 employees, how would you go
about putting together a system to help your employees advance? The
State of Minnesota is that employer, and it is important to be aware
of these systems so you are able to plan your career development and
take advantage of opportunities for advancement.

Positions with the Agency or other types of State service are divided
into classifications based on the level and nature of work plus the
knowledge, skills and abilities necessary to perform the assigned
duties.

Employees can be promoted to a new position only if they have passed
the examination for the promotional class. Listings of examinations
that are open for application are available in a number of places.
It is to your advantage to check these listings regularly to insure
you will be able to be considered for the positions that are of
interest to you. Where can you find this information? "Minnesota
Career Opportunities and State Promotional Opportunities" is pub-
lished weekly by the Department of Personnel. State employees may
apply for either competitive exams, which are open to anyone who
wishes to apply, or for promotional exams, which are open only to
current Agency or State employees.
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MHFA PERSONNEL RULES AND REGULATIONS

Rules of Conduct

4.1.1

4.1.2

Declaration of Polic
!ntegrify in State vaernment is not only the responsi-

bility of executive officers, commissioners, and heads
of State agencies but is also a responsibility of every
employee. Standards contained herein set forth to be
observed by State employees in the performance of their
official duties are intended to eliminate conflicts of
interest in public office, improve standards of public
service, and promote and strengthen the faith and con-
fidence of the people of Minnesota in their government.
It is further intended this code shall serve not only
as a guide for official conduct of the State's employees
but also as a basis for disciplinary action.

Standards of Conduct for MHFA Employees

Except as otherwise authorized or provided by law, no
officer or employee of the Agency should have any sub-
stantial interest, financial or otherwise, direct or
indirect, or engage in any business or transaction or
professional activity or incur any obligations of any
nature which are in conflict with the proper discharge
of his duties in the public interest.

Employees shall not use their positions with the Agency
to secure any special privileges or exemptions for
themselves.

Outside employment or business activities which may in-
fluence or impair the employee's Judgment or quality of
work are discouraged. Employees are obligated to advise
their supervisors of actual or potential conflicts in
this regard.

Employees shall not engage in business or professional
activities which might require them to disclose confi-
dential information.

Employees are encouraged to serve as members of boards
of agencies or businesses. Any such appointment, how-
ever, should be reported to the employee's supervisor.

A1l employees are obligated to disclose to the Agency

any acts which might constitute a conflict of interest
or have an appearance of a conflict of interest.

-20-
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Employees shall not directly or indirectly receive or
agree to receive compensation, gifts, rewards, or other
gratuities for any matter or proceeding conducted in
their positions at the Agency. This would include
meals, lodging, travel expenses, and Christmas or other
seasonal gifts.

The rules of conduct herein above set forth shall be
deemed conditions of employment with the Agency. Vio-
lations of _hese rules of conduct may constitute just
cause for disciplinary action.

MHFA Office Management Policy

A11 Agency employees are expected to assure th:* all files and desks
are locked at the end of each day.

Each employee is responsible to insure that his or her work product
is secure at the end of cach day.

A1l employees should make an effort to keep their work areas and
conference rooms cleared 2nd as neat as possible.

Employee questions or information with respect to personnel matters
such as annual leave, sick leave, and overtime should be directed
to your supervisor or the Agency's Office anager.

A1l employee inquiries regarding the requisition ot equipment,

furniture, and other services should be directed to your immediate
supervisor or the Agency's Office Manager.

MHFA Purchasing and Financial Control Policy

A1l contracts for outside professional services must be approved
by the Executive Director, the Attorney Gereiral's office, and
the Department of Administration.

A1l contracts, after approval, must be submitted to the Department
of Finance with the proper encumbering documents and funds encum-
bered prior to the services being ordered and initiated as cover«.d
by the contract.

A11 purchases which are charged to the Agency must be supported
by purchase orders.

A1l purchase orders must be approved in advance by your supcrvisor
or the Office Manager and signed by the Executive Director.

A1l adjus -ments on any items ordered, including returned damaged
items, must be handled by the Agency's Accounting Division. Under
no circumstances should any staff member make adjustments.
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b B-hour day, S0-tour week is the regular schedule for 211 full
time employees in classified positions at the Agency. Most em-
ployees work from 8:00 a.m. to 4:30 p.m, with one-half hour for
lunch, Monday through Friday. However, work shifts sometimes
vary depending on your individual position and the needs of: the
Agency. Whatever your schedule, it is based on a 40-hour work
week and is established by your supervisor.

Overtime

Overtime is defined as all rours worked by eligible employees in
excess of the established work day, before or after an employee's
regularly scheduled shift, or on any regularly scheduled day of
rest. All overtime to be compensable must be given and approved
in advance by your immediate supervisor.

Overtime earned by eligible employees must be paid ir ~ash no
later than the payroll period next subsequent to the time when
the overtime was worked. At the discretion of the Agenc:, over-
time may be liquidated in the payroll period in which it is
earned in the form of compensatory time at the rate of time and
one-half hours for each hour of overtime worked.

For those employees who are in travel status away from MHFA offices
and who are eligible for overtime compensation, time spent in
travel outside regular working hours shall be compensable as over-
time worked <ubject to a limitation of four hours per day after de-
ducting normal home to work travel time.

MHFA Travel Policy

4.6.1 The Agency's policies relating to travel expenses of
employees on State business are pursuant to Minnesota
Statutes Section 43.8327, Subdivision 2 (see State of
Minnesota Department of Personnel Travel and Relocation
Policies).

4.6.2 A1l travel for the effective conduct of the Agency's
business must be authorized. Such authorization shall
be granted prior to the incurrence of the actual ex-
pense by «n employee's immediate supervisor. If prior
advance approval is not requested, the employee's ex-
penses will not be reimbursed.

4.6.3 State-owned vehicles: The Agency encourages and recom-
mends that empToyees use State-owned vehicles when on
official Agency business. Privately owned vehicles may
be used in situations where State-owned vehicles are not
avaiiable or when the use of a State-owned vehicle would
result in a greater cost to the State.
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Commercial Transportation: State employees may travel

instate and outstate by commercial transportation when
authorized. A1l transportation shall be by coach class
except where such space is not available. When an em-
ployee has a reservation and that reservation is not
used, the employee shall be accountable for the cancel-
lation of the reservation. Chartered transportation may
be used when such charter service is more practical than
commercial transportation.

Meals: Agency employees shall claim reimbursement only
for the amount actually paid for meals and lodging when
in travel status. The maximum allowable reimbursement
amounts for meals is listed in the State of Minnesota
Travel and Relocation Policies.

Reimbursement for meals may be made under the following
circumstances:

1.  Breakfast, provided that the employee leaves home be-
fore 6:00 a.m. and is away from his permanent or
temporary station.

2. Dinner, provided such employee returns home after
7:00 p.m. and is away from his permanent or temporary
station.

3. Employees may be reimbursed for noon meals if the
employee is in a travel status. However, employees
stationed in the seven county metropolitan area shall
not be reimbursed for meals obtained in the seven
county area except when properly authorized as a
special expense. In other areas, the cost of the
noon meal shall be reimbursed when the employee
would not ordinarily have incurred such a cost if
the employee is considered in travel status.

Lodging: The State has «ot fixed a specific amount for
Todging. It is the responsibility of each employee to
use good judgment in incurring lcdging expenses. Charges
must be reasonable and consistent with the facilities
available.

Other Fees and Expenses:

Parking Fees: Employees shall be reimbursed or an actual
expense basis for parking charges. Charges shall be neces-
sary and reasonable and consistent with the facilities
available. Each request for reimbursement shall include

a receipt.
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Telephone: Telephone calls between State offices and
cities shall be made using the State telephone network
if at all possible. When the State telephone is not
available, employees should use the WATS lines if
available. In cases where it is necessary to place
long distance telephone calls, the employee should re-
Guest the operator to bill the call to the home office
telephone number. If an employee pays for a long dis-
tance call, reimbursement shall be obtained by using
the employee's expense report.

Personal Expenses: Employees continuing in travel
status in excess of one week may claim reimbursement
for laundry or dry cleaning if the employee does not
return home during the week. See Travel and Relocation
Policies for allowable amounts.

Special Expenses: Any expenses not listed above are

special expenses". Special expenses require prior ap-
proval of the Executive Director or Deputy Director of
the Agency.

4.6.8 Advances: The Agency may advance an estimated amount for
meals, lodging, ard registration fees to an employee who
will be traveling on State business either instate or out-
state. The advance of travel expenses may not exceed the
maximum allowance permitted under State travel regulations.

Insurance

The Agency shall require proof of automobile insurance before approv-
ing private automobile mileage allowance. This coverage shall be in
an amount not less than $50,000 for any one person and $100,000 for
any one accident for personal injury and $10,000 for property damage.
If the insurance provides a single sum lTimit for both injury and
property damage, such coverage shall be in an amount not less than
$100,000. It shall be the responsibility of the employee to imme-
diately notify the Agency of any changes in insurance coverage on
such employee's automobile liability coverage. Insurance coverage
for personal aircraft is $50,000 for each passenger seat, $50,000
per person, and $150,000 per accident of public liability and bodily
injury and $50,000 property damage.

Employee Expense Reports

For reimbursement of travel expenses, all employees must submit an
Employee Expense Report (Form FIN 21, Rev. 7-75) by the first or the
fifteenth of each month. If that day falls on a weekend or holiday.
the first business day thereafter is the deadline to assure expe-
ditious processing of expense reports.
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Employee Expense Reports should be completed according to the in-
structions on the back of the form and must be submitted in tripli-
cate. Each copy must be signed by the employee and include all
receipts. It must be signed also by the employee's immediate
supervisor.

Central Motor Pool

The Agency staff must conform to the policies and procedures of the
State's Central Motor Pool when using State-owned vehicles.

A1l Motor Pool automobile reiuisitions must be ordered 24 hours
prior to use. All expenditures incurred by the Agency for State-
owned vehicles ordered and not cancelled or not returned on schedule
will be the liability of the indiv‘dual staff member.

A1l traffic summonses for violations incurred while using a State-
owned vehicle are the responsibility of the staff member involved.
An employee using a State-owned vehicle must not travel in excess
of estab{ished speed limits.

An employee must use a State-owned vehicle for official business
only. Use of State-owned vehicles for personal business or errands
is strictly prohibited.
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PUBLIC AND PRIVATE SECTOR RELATIONS

Introduction

The major feature of a state agency's operation is its ability to
combine federal and state resources, regional planning, and local
participation in the initiation of housing. In developing housin
production to meet our public purpose, the Agency is invo?ved wit
a number of federal, state, regional and local departments, agen-
cies and offices as well as private industry. A brief description
of the various departments and agencies that the MHFA deals with
from day to day is contained herein.

Department of Housing and Urban Development

The overall purpose of the Department of Housing and Urban Develop-
ment is to assist in providing the sound development of the nation's
communities and metropolitan areas. HUD was created to administer
principal programs which provide assistance for housing and the de-
velopment of the nation's communities by assisting the President in
achieving maximum coordination of the various federal activities
which have a major impact on urban or suburban communities or metro-
politan development.

HUD was estab!“shed by the Department of Housing and Urban Develnp-
ment Act of 1965. However, the Department's origin dates to 1934
under the Federal Housing Administration (FHA). HUD is administered
under the supervision of the Secretary who is responsible for the
administration of all programs, functions, and authorities of the
Department and advising the President on federal policy, programs
and activities relating to housing and urban development.
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The Department of Housing and Urban Development administers five
basic programs including New Communities, Housing Production and
Mortgage Credit, Housing Management, Policy Development and Re-
search, and Federal Disasters. Although the MHFA operates
directly with the HUD area office within the five pragmatic
areas, we basically rely on HUD for mortgage insurance under-
writing. Consequently, the Agency basically deals with Housing
Production and Mortgage Credit and the Housing Management staff
of the area office.

5.2.1 New Communities: The Community Development Corporation
was established within HUD to administer the New
Communities Program. The CDC guarantees the obligation
bonds or debentures that a developer issues to raise
capital to acquire and develop land for & new community.
This federal guarantee has the result of allowing de-
velopers to obtain financing on more favorable terms.

D.2.2 Housing Production and Mortgage Credit: The Assistant
" Secretary for Housing Fraauctgon and Mortgage Credit,

who is also the Federal Housing Commissioner, administers
the programs and functions which assist in production and
financing of housing and the conservation and rehabilita-
tion of the housing stock. These programs include the
insurance under the National Housing Act of mortgages and
loans made by private lending institutions for the pur-
chase, construction, rehabilitation, repair and improve-
ment of single family and multi-fwmily housing; the Low
Rent Public Housing Program; anu .he Housing Ownership
Assistance, Interest Reduction, Rent Supplement, and
College Housing Programs, With respect to these pro-
grans, the functions assigned to the Assistant Secretary
for Housing Production and Mortgage Credit are those re-
quired from pre-application through completion of con-
struction and the execution and closing of the contract
or mortgage or other credit financing instruments as well
as actions which are a direct extension of the construc-
tion and production phases which may occur after final
endorsement.

5.2.3 FHA Insurance: Mortgages and loans are insured under the
terms of the National Housing Act on the purchase of single
family housing, private residences, rental housing, coopera-
tive housing, condominiums, and mobile homes. Mortgage
insurance is also provided for housing for the elderly,
nursing homes and intermediate care facilities, non-profit
hospitals, and group medical facilities. Special programs
are provided for loan and mortgage insurance for land de-
velopment, mobile home parks, experimental housing, housing
in urban renewal areas, armed services housing, single
family housing for homeownership subsidized by interest
assistance payments, and multi-family housing subsidized
through interest assistance payments and rent supplements.
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5.2.4 Mortgage Credit: The Assistant Secretary for Housing Pro-
duction and Mortgage Credit also directs the administra-
tion of the Government National Mortgage Association .
(6NMA). The Association carries out the following pro-
grams of the Department in accordance with the general
policies of the Secretar, and Title I.l of the National
Housing Act: Provsion of special assistance in the
financing of eligible types of federally underwritten
mortgages; mortgage backed security programs; the manage-
ment and liquidation of the portfolio of mortgages held
by GNMA; the management of the government mortgage liquida-
tion trust, small business obligations trust, federal asset
liquidation trust, and federal asset financing trust; and
the guarantee of timely payments of principal and interest
on such trust certificates or other securities as shall be
backed by trusts or pools composed of mortgages insured by
HUD or guaranteed by the Veterans Administration.

§.2.5 Housing Management: The Assistant Secretary for Housing
Management a&iinisters the activities in the areas of
assistance to local housing authorities in the management
and modernization of low rent housing projects including
support of resident and community services in these
projects. Housing Management supervises HUD-insured
and government-held mortgages for all mortgage insurance
programs under the National Housing Act including nursing
homes, intermediate care facilities, mobile homes and mo-
bile home courts, hospitals, group practice facilities, .
and land development. In addition, Housing Management
administers contracts for interest reduction and rent sup-
plement, homeownership for low and moderate income families,
operations and forebearance agreements, and the assignment
of mortgages. Loans are serviced and managed for housing
assisted by the Department's lending and granting proarams;
real and related property conveyed to or in the custody of
the Secretary is managed, rehabilitated, rented, and dis-
posed of through this division. Homeownership counseling
is given to low and middle income families.

5.2.6 Field Offices: Field operations of the Department are car-
ried out through a series of regional, area and insuring
offices. The regional offices of the Department have
boundaries and headquarters locations prescribed by the
Secretary. Each regional office is headed by a regional
administrator who is responsible to the Secretary or Under
Secretary for the execution of the Department's programs
assigned to his region and the overall management of the
regional office.

Minnesota is in the jurisdiction of the Department's Re-

gion 5. The regional office is located at 300 South Wacker

Drive, Chicago, I11inois. The regional office is responsible

for administering six area offices and three insuring offices. .
Minneapolis-St. Paul area office is located at 1821 University

Avenue, St. Paul, Minnesota 55104.

12/75
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Veterans Administration

The Veterans Administration was established as an independent agency
under the President by Executive Order 5398 on July 31, 1930. The
Act authorized the President to consolidats and coordinate the U.S.
Veterans Bureau, the Bureau of Pensions, and the National Home for
Volunteer Soldiers. The new administration was granted the authority
to administer laws governing a wide range of benefits to former mem-
bers, dependents and beneficiaries of deceased members of the armed
forces.

MHFA deals with the Veterans Administration's Benefits Division
through the veterans loan guarantee program. The objective of the
program is to provide credit assistance whereby the housing credit
needs of eligible veterans and active duty service personnel may be
satisfied by private capital on more liberal terms than generally
available for non-veterans. Assistance is provided chiefly through
substituting the government guarantee on loans made by private

lenders in lieu of the down payment, shorter terms, and other re-
quirements generally necessary in conventional home mortgage trans-
actions. In addition, a system of direct financial grants is operated
to help certain permanently disabled veterans acquire specially adapted
housing.

The terans loan guarantee program activities inciuding appraising
properties to establish their values, supervising the construction of
new residential properties, passing on the ability of a veteran to
repay a loan and his credit risk, servicing and liquidating defaulted
loans, and disposing of real estate acquired as a consequence of de-
faulted loans. The Benefits Division also is substantially involved
in management and realizing loan assets. The counseling service is
conducted to aid potential minority home buyers, both in obtaining
housing credit and discharging their obligations as homeowners and
mortgagors.

Farmers Home Administration

The Farmers Home Administration (FmHA), an agency within the Depart-
ment of Agriculture, provides credit for those citizens in rural
America who are unable to get credit from other sources at reason-
able rates and terms. FmHA operates principally under the Consoli-
dated Farm and Rural Development Act and Title V of the Housing Act
of 1949. FmHA initiates financing for youth projects, emergency
loans, farm ownership, soil and water conservation, recreation,
rural housing, and Indian tribe loans. Under the FmHA's Rural
Housing Program, loans can be made to families for the construc-
tion and rehabilitation of housing located in open country or small
rural communities with populations of not more than 10,000.
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FmHA makes loans with funds borrowed from the U.S. Treasury. Cer-
tificates of beneficial ownership, representing actual loans made
to borrowers, are sold to private investors under insurance agree-
ments and the Treasury is repaid.

To date the Minnesota Housing Finance Agency does not directly
work with the FmHA. However, in 1974, the Housing and Community
Development Act established a means by which state housing agen-
cies can work directly with FmHA.

Federal Home Loan Mortgage Corporation (FHLMC)

The Federal Home Loan Mortgage Corporation, commonly referred to
as "Freddie Mac", was created on July 24, 1970, by Title III of
the Emergency Home Finance Act of 1970. FHLMC was established to
help expand the availability of mortgage credit primarily by
establishing a viable second market for conventional residential
mortgages and improving existing secondary markets for residen-
tial mortgages insured under FHA or VA. Freddie Mac generally
purchases residential mortgages from members of the Federal Home
Loan Banks (savings and loans).

The Federal Home Loan Bank System was established pursuant to the
Federal Home Loan Bank Act approved July 22, 1932. The system con-
sists of 12 regional offices located throughout the United States
whose membership includes savings and loan associations and other
financial institutions. As an independent agency in the Executive
branch of the government, the Federal Home Loan Bank Board adminis-
ters the Federal Home Loan Bank System and the Federal Savings and
Loan Insurance Corporation.

Federal National Mortgage Association (FNMA)

The Federal National Mortgage A.<ociation is popularly referred to
as "FNMA" or “Fannie Mae". FNMA was organized in 1938 as a corpora-
tion wholly owned and administered by the federal government. It
was originally created on February 10, 1938, as the National Mort-
gage Association of Washington, pursuant to Title III of the 1938
Housing Act. On April 11, 1938, the corporate name was changed to
its current title. 1In 1954, FNMA was rechartered by Congress into
a mixed ownership corporation. Pursuant to the Housing and Urban
Development Act of 1968, FNMA was partitioned into two separate
corporate entities, each of which had continuity as a successor

to a portion of the original FNMA. One of these corporations,

the Government National Mortgage Association (GNMA), a federal
agency, remained in the Department of Housing and Urban Develop-
ment. The other corporation, the present FNMA, changed into the
privately owned and managed corporation it is today, completing its
transition in 1970. The corporation is entirely owned by private
stockholders. FNMA stock is listed on the New York, Midwest, and
Pacific Coast Stock Exchanges.
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FNMA basically purchases home mortgages from private lending insti-
tutions throughout the nation. It is the nation's largest single
supplier of funds for homes and apartments and during most years is
the nation's largest borrower except for the U.S. Treasury.

The major purpose is to supplement the secondary market for resi-
dential mortgages by investment in mortgages originated by others,
thereby providing an added degree of liquidity to the mortgage
market and improving the distribution of investment capital avail-
able for financing the construction and sale of housing. As an
investor in mortgages, FNMA derives its earnings from two principal
sources: (1) income from its portfolio of mortgages, and (2) in-
come from fees.

Government National Mortgage Association (GNMA)

The Government National Mortgage Association (GNMA) originated from
the National Mortgage Association and the Federal Mortgage Associa-
tion. When the Federal National Mortgage Association was split into
two separate entities, GNMA assumed responsibility for those mort-
gage purchasing functions which could not economically be carried
out in the private sector. Generally GNMA operates under a "tandem
plan" under which GNMA commits to buy or buys mortgages from private
lenders at a more favorable price than the market in order to stimu-
late housing production. In other words, GNMA works "in tandem"
with FNMA or other investors by selling mortgages or commitments at
prevailing market prices but absorbing the difference between the
GNMA price and the market price, thus providing a form of interest
subsidy.

Pursuant to the Housing and Urban Development Act of 1968, GNMA was
also authorized to administer a mortgage-backed security program
which channels new sources of funds into residential financing
through the sale of privately issued securities carrying a GNMA
guarantee backed by the full faith and credit of the United States.
MHFA'< first $30 million bond issue in Single Family was a GNMA
mortgage-backed securities program.

Regional Development Commissions

Regional Development Commissions were created by the Minnesota Legis-
lature to better coordinate and maximize the impact of federal and
state programs on counties, towns, villages, and other local and
private entities. There are 13 Regional Development Commissions
throughout the State of Minnesota. (See map on page 33.)

One example of a Regional Development Commission is the Metropolitan
Council, a regional planning and coordinating agency of the govern-
ment for the Twin City metropolitan area. The Council was created
by the Legislature in 1967 and reports to it frequently, making
recommendations on ways to insure that metropolitan growth is ra-
tional, orderly, and economic. (See map on page 34.?
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In essence, the Metropolitan Council's job is to take on the physi- ‘
cal and social problems that have regional impact and plan or coor-

dinate programs designed to solve the problems. At the same time,

the Council's job is to establish guidelines for the orderly and

economic growth of the seven county metropolitan area and synchro-

nize public and private development efforts.

The Council also has the responsibility to produce the Metropolitan
Development Guide which delineates the policies, plans, and programs
that give direction to the orderly and economic development of the
metropolitan area. The Guide provides leadership and direction to
develop a metropolitan framework of community facilities, one in
which communities can urbanize in a way that maintains and enhances
our individual quality of life.

~~Ca3y
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THE PRIVATE SECTOR

Introduction

State housing finance agencies actively deal in a number of private
sector institutions in their day-to-day activities. The list of
private sector clientele includes mortgage bankers, commercial
banks, savings and loans, developers, and housing managers. How-
ever, perhaps the segment of the private sector that directly af-
fects the activities of state agencies more than any other insti-
tution is the private sector capital market.

The Bond Market

The state housing finance agencies, in the past fifteen years, have
been able to some degree to stabilize the availability and distribu-
tion of below market interest rate mortgage credit. The ability of
state agencies to provide an effective housing delivery system and
viable mortgage finaicinu resources at a below market interest rate
is dependent on how and when state housing agencies obtain their
investment capital.

Normally state housing agencies obtain their investment capital for
mortgage financing through the sale of bonds and notes on the national
and regional security markets. The security market is the primary
source for the nation's investment capital. It is where the borrower
seeks the lender (investor) who has money to invest. MHFA must be
willing to pay an interest rate sufficiently high to attract money
from would-be investors. In this free market system, MHFA and in-
vestors negotiate prices and reach agreement on the cost of money.

In contrast, the stock market provides the investor with the oppor-
tunity to purchase ownership status in a corporation. As an owner,
the investor has the right to share in the profit or the loss
(1imited to his equity) of the corporation. The stock market can
be a short or long term investment opportunity depending upon the
flexibility of the investor. Stocks provide a speculative rate of
return.

The bond market, on the other hanc, provides an investor with the
opportunity to loan a cordoration or the MHFA money. The Agency
agrees to pay the principal sum and interest for the use of the
money. The bond is & deb: of th2 Agency. Bonds usually imply long
term obligations for both investor and borrower and provide a fixed
rate of return.

State housing agencies operate in the nation's capital market
through what is typically referred to as fixed income investment
securities. This includes four distinct types of investments.
Each type is distinguished by the nature of the security, risk,
and rate of return it offers. Fixed income investment include
the following types; however, the Agency issues municipal revenue
bonds.

-35-
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1. Municipal bonds: General obligation, revenue, and special

tax bonds.
2. Corporate bonds: Straight corporate and convertible cor-
porate bonds.

3. U.S. Government obligations: Treasury bills, Treasury notes,
Treasury bonds, and federal agency obliga-

tions.
4. Short term obligations: Passbook savings, certificates of
deposit, and commercial paper.

Characteristics of Municipal Bonds

A bord, "municipal" or otherwise, is a promise to pay back the
investurs money on a specified date or under other specified con-
ditions, plus the promise to pay interest at specified times and
in a specified manner as long as the bond is outstanding. The
term "municipal bond" refers to obligations sold by local govern-
ments, states, state agencies, incorporated villages, or special
purpose districts.

An important feature of municipal bonds is that they are tax
exempt. Investors in municipal bonds can receive interest income
that is free from federal and state income tax. For example, a
yield of 6.70% on a tax exempt bond is equivalent to 8.93% for an
individual in the 25% income tax bracket and 11.55% in the 40% tax
bracket.

Tax exempt municipal bonds provide the Agency with below market
interest rates on the money it borrows. Therefore, the Agency
passes the below market interest rate on to the home buyer/renter
by qroviding below market interest rate mortgages. This results
in lower mortgage payments and rents.

Types of Tax Exempt Bonds

There are three basic types of tax exempt bonds: (1) Agency revenue
bonds which are generally payable from mortgage payments made from
mortgages financed by the proceeds of the bond sale, (2) general ob-
ligation bonds which is secured by the issuer's pledge of the full
faith, credit, and taxing power for the payment of the bond, and

(3) special tax exempt bonds payable from the proceeds of a special
tax like a gasoline tax or special assessment. The special tax bond
becomes a general obligation bond when it is, in addition, secured
by the full faith, credit, and taxing power of the issuer.

Maturity Date

It is generally accepted practice, in order to repay money borrowed
for a public purpose on the installiment plan, to issue serial bonds.
In this method, bonds mature serially, over a number of years, with
2 specific number of bonds maturing each year until the entire issue
is redeemed. In addition, this type of issue provides the investor
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with a selection as to 5, 10, 15, 20, 25, or 30 year maturity dates.
The following provides an example of a serial bond. An issue with
only one maturity date is referred to as a term bond.

Maturities, Amounts, Rates, Yields, and Prices

Due Feb. 1 Principal Amount Interest Rate Price
1977 $ 515,000 7.50% 5.00%
1978 630,000 7.50% 5.20%
1979 725,000 7.50% 5.40%
1980 770,000 7.50% 5.60%
1981 795,000 7.20% 5.80%
1982 800,000 6.00% 100

6.6 Interest, Yield, Par, Premium, and Discount

Let us assume that we are the owner of a $1,000 bond. We look at
it and notice that unlike a stock certificate, it is a definite
promise to pay a stated ariount on 3 specific date or, in effect,
a promissory note. The face value of the bond (denomination) is
called "par value", and this is $1,000. We also notice that the
bond pays a 6% annual interest rate and the interest is repre-
sented by the coupons attached to the bond. It is important to
remember that thic iniere:ct rate was set when the bond was ic<sued
and will not be changad at any time during the lifa of the bond.
Consequently, any sal:, negotiation or transfer of the bond will
have to be affected bs changing the market price of the bond (and
not the denomination or pér value) In other words, the market
price may be increased or decreaced from the par value. A bond
may sell for more than $1,000, such as $1,050. When this occurs,
the bond has been sold at a premium. thus decreasing the yield.
On the other hand, when a bond sel’s for $950, it is said that
the bond is sold ¢t a discount, thereby increasing the yield over
the face rate of €%.

6.7 Yield

Yield is probably the most important factor to the investor in
bonds, and this represents the return on his dollars invested.
Yield is generally expressed as a percentage. If the bond is
purchased at par ($1,000), the yield is exactly the same as the
interest rate. A 5% bond ourchased at par has a yield of 5% and
is both current yield and yield to maturity. On the other hand,
if this bond is purchased at a premium, in figuring yield to
maturity it is necessary to amortize this premium until the
maturity date. In the case of the bond purchased at a premium,
yield to maturity will be less than the interest rate. If the
bond has been purchased for $950, or at a discount, the yield

to maturity will be the interest rate of 5% plus the additional
$50 the holder will receive when the bond matures; in this case,
the yield to maturity will be greater than 5%.

12/75
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Current yield merely refers to the current rate on the money in-
vested. This is easily determined by dividing the interest rate
by the price paid for the bond. A 5% bond purchased at $950
(dol1ar price of 95) would have a current yicld of 5.26%. A 5%
bond that was bought for $1,050 (dollar price of 105) would have
a current yield of 4.76%.

Rating of Municipal Bonds

As an investor, one of the first things you will want to know about
a specific bond is the ability of the issuer to meet its obliga-
tions. The investment quality of a bond is determined to some de-
gree from publications by two rating services--Moody's and Standard
and Poor's. These companies issue ratings on bond issues as to the
credit worthiness and quality of each issue. Bond ratings are used
by the municipal bond profession, government and industry regulatory
agencies, and the investing public as a guide to an issue's relative
security and value. The ratings measure the issuer's ability to
make principal and interest payments under adverse economic condi-
tions. Two measures of this ability are the amount by which the
earnings exceed the interest payments over a period of years and

the amount of stock equity in a corporation in relationship to
borrowed funds. The ratings are not used as an absolute factor in
determining the strength of the pledge securing a particular issue.
In fact, many non-rated bonds are sound investments. The following
table reflects comparative Moody's and Standard and Poor's ratings:

Moody's Standard and Poor's
Aaa AAA
Aa (investment grade) AA
A1 A
A BBB
Baa / BB
Ba B
B ccc
Caa cc
Ca c
C DDD

DD
D

Obligations which merit one of the top ratings are considered to be
of investment grade by the rating agency. To merit the very top
rating, the speculative element is considered to be almost non-
existent. By the 5th rating, the speculative element has become
quite significant; by the 7th rating, the speculative element pre-
dominates. For example, a Standard and Poor's AA rated bond would
bring a 7-1/2% interest rate to the borrower. On the other hand,

a Standard and Poor's A rating would bring the same issue an 8%
interest rate.
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The new bond issue is rated, and that rating is generally recog-
nized as an index of an issue's quality. For example, "Aa" rated
issues are considered less risky for investors than "A" rated
bonds (Moody's designation). Rated issues also carry a qualita-
tive variable with values of 1, 2, and 3 assigned to Aa, A, and
Baa respectively. Accordingly, higher net interest cost and un-
derwriting spread are associated with a lower bond rating.

Market Analysis

The level of net interest cost is materially affected by several
factors: (1) the average maturity of the issue, (2) the quality
of the issue, (3) money market conditions, and (4) the principal
amount of the issue.

Market Index

Different market indexes, such as the Bond Buyer's 20-Bond Index
and the Dow-Jones 40-Bonds, are measures of the impact of the
money market conditions on municipal bond markets. A level of
net interest cost can be expected to vary directly with the money
market conditions as indicated by the market indexes.

Bond Underwriting

In general, state housing agencies' securities are bought and sold
in the financial market by negotiation through dealers and brokers
located across the nation. These agents are usually referred to
as underwriters (syndicates). They purchase the new issues from
the issuing agency and o fer them for resale to the general public.

Bond underwriter. work w'th the state agency, its l2gal counsel,
bond counsel, underwriters' courcil, and other advisers in analyz-
ing the financial requirements of an agency's operation. Under-
writers also assist in preparing the supporting documents neces-
sary for the issuance of bonds znd bond anticipation rotes. Docu-
mentation includes schedile of investment maturity dates, bond
resolution, finarcial data for rating agencies, official state-
ment, and the offer to purchase.

In addition, underwriters select the members of the syndicate that
will purchase and resell the bonds, advise an agency in the selec-
tion of a paying agent, and assist in signing, delivering, and
closing a bond issue. The underwriters listed below are an example
of a few of the firms syndicating state agency bond issues:

Paine, Webber, Jackson & Curtis, Inc.
Blyth, Eastman, Dillon & Co., Inc.
Halsey, Stuart & Co., Inc.

Salomon Brothers
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Smith, Moore & Co.

Piper, Jaffray & Hopwood, Inc.

Kidder, Peabody and Co., Inc.

Merrill, Lynch, Pierce, Fenner & Smith
Goldman, Sachs & Co.

F. E. Hutton & Co., Inc.

The First Boston Corporation

The First of Michigan Corporation

Short Term Notes

In addition to the long term bond financing, state housing agencies
also use a basic investment vehicle known as the note market to
provide their short term financial needs.

In recent years, state housing agencies have become large issuers
of notes. These are primarily bond anticipation notes, usually
backed by the full faith and credit obligations of the agency, and
are normally paid off from the sale of long term bonds or refinanced
by another note issue.

Denomination of Short Term Notes

Notes are issued in bearer form in denominations ranging from $5,000
to $1,000,000.

Interest and Yield on Short Term Notes

Interest on tax exempt notes is paid at maturity on a yield Lasis
figured on a 30-day month in a 360-day year. However, there are
some exceptions where interest is figured on an actual day basis
for a 365-day year. The yield on notes, in many instances, is
much higher than that available on other short term investments.
The risk element may be higher depending on the credit rating of
the issuer. However, many note issues are the highest quality
short term investments.

Maturity of Short Term Notes

The primary new issue market varies in maturity from an occasional
two month offering to the more prevalent six month to two year
maturities.

Note Ratings

Moody's Investor Services, Inc. started rating tax exempt notes in
1973 but Standard and Poor's does not rate notes. Moody's ratings
for notes and other short term loans are designated as "Moody's
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Investment Grade" (MIG) and is more commonly referred to as a MIG
Rating. This distinction is in recognition of the differences in
short term and long term risk. Factors affecting the liquidity
of the borrower are of the utmost importance in short term borrow-
ing, while long term trends are of first importance in bond risk
but of little significance in the short run. Moody's Investment
Grades are rated in accordance with the following symbols:

MIG-1: The best quality, carrying the least degree of
short term risk.

MIG-2: High quality, bearing little risk, and all
terms as to time and amount will be met.

MIG-3: Favorable quality with all security elements
accounted for but lacking the strength of the
preceding grades.

MIG-4: Adequate quality, carrying specific risk but
generally protected into investmen -tatus.

Bond and Note Fating R2lat onsaips

In the past, investors have interpreted ratings to notes from the
bond rating. For example, if the issuer's bonds are rated A, it
is assumed that the notes would be also rated A. This is not
necessarily true, however, because of the differences of factors
affecting bonds and notes. There is no conceptual difficulty in
the case in which the issuer's bonds are rated Baa and his notes
are rated MIG-2, or when his bonds are rated A and his notes are
rated MIG-4.
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MINNESOTA HOUSING FINANCE AGENCY FINANCING TECHNIQUES

Introduction

A major function of the Minnesota Housing Finance Agency is to
provide a financial resource of mortgage credit. A general under-
standing of the method the MHFA uses in obtaining its investment
capital and the structure of the Agency's investment portfolio is
of prime importance to understanding the operation of the Agency.

MHFA Investment P: olio

The intent of this section is to develop a basic understanding of
the allocation of funds and provide an introduction to the invest-
ment portfolio operations of the MHFA. The basic use of the
Agency's debt financing (bonds and notes) provides an opportunity
for the Agency to deliver mortgage resources to the citizens of
Minnesota at below market interest rates. The rate of return on
these mortgages (income producing) enables the Agency to repay
bonds sold and the cost of defraying the operating costs of the
Agency.

MHFA Investment Program

The formation of an investment program and the development of a
balanced portfolio require careful planning based on the consider-
ation of a number of factors. The Agency's investment program is

an expression of its goals and objectives based on a logical assess-
ment of production goals. The extension of the investment program
results in the establistment of an  nvestment policy ana the subse-
quent creation of an investment portfolio which includes, among
other things, the seiection of securities, timing of purchases,
retention of securities, and the liquidation of securities.

Default Risk

Default risk means the risk of default on the part of the borrower
in the payment of principal or interest or both. A primary base
for judging default risk is Treasury securities since they are
usually regarded as default-free (quaranteed by the full faith and
credit of the United States government) and other securities are
Judged in relation to them. For example, U.S. Government Agency
issues might be rated next to Treasury bills in credit worthiness.
However, for all practical purposes, both these securities are
default-free. In investing in riskier securities, the Agency can
achieve a higher return, but it faces the trade-off between expected
higher return and higher risk of non-payment.

-42-
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Marketability

Marketability of a security relates to the ability of the owner to
convert the security into cash (liquidity). There are two dimen-
sions to marketability: (1) the price realized, and (2) the amount
of time required to sell the asset. However, the two are inter-
related since it is possible to sell an asset in a short period of
time if enough price concession is provided. Marketability is
Judged in relation to the ability to sell a significant volume of
securities in a short period of time without significant price con-
cessions. Generally, the lower the marketability of a security,
the greater the yield necessary to attract investors. Thus, the
yield differential is caused not only by differences in default
risk but also by differences in marketability.

Maturity of Securities

The types of marketable securities play an important role in the
Agency's short torm inve:tment program. The important money market
instruments that serve the short term investment needs of the Agency
are:
Treasury Securities: U.S. Treasury obligations consti-
tute the Targest segment of the money market. Principal
securities issued are Treasury bills, tax anticipation
bills, notes, and bonds. Treasury bills are auctioned
weekly by the Treasury with maturities of 91 or 182 days.
In addition, one year bills are sold periodically.
Treasury bills carry no coupons but are s0ld and traded
on a discount basis in the secondary market. They are
quoted on a yield basis. For example, a 90 day bill
might te quoted at a bid price of 4.50; asked 4.45.
These securities are excremely popular as a short term
investnent, in jart because of the large outstanding
amount. The ma~ket is very active, and the transac-
tion cost involsed in the sale of Treasury bills in
the secondary mirket is relatively small. On occasion
the Treasury al;o offers tax anticipation bills. These
bills usually miture about one week after the quarterly
tax due dates. The advantage is that they may be used
to pay taxes on those dates at full face value, thereby
giving the hold:r about one week's extra interest.

Treasur/ Notes: Treasury notes, on the other hand, are
sold at a specitic or set price. New issues may be
offered at par or at a premium or a discount. The
original maturity on Treasury notes is 1 to 7 years
whereas the original maturity on Treasury bonds is over
7 years. A number of these securities have maturities
of less than one year and serve the needs of the short
term investors. Notes and bonds are coupon issues, and
there is an active market for them. Overall, Treasury
securities are the safest and most marketable investment.
Therefore they provide the lowest yield for a given
maturity of the various instruments for consideration.
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Federal Agency Issues: Obligations of various agencies
of the federal government are guaranteed by the agency
issuing the security and not usually the U.S. government
as such. Principal agencies issuing securities are the
Federal Land Bank, the Federal Housing and Loan Bank,
Federal National Mortgage Association (FNMA), Govern-
ment National Mortgage Association (GNMA), and bank
cooperatives. Although agency issues are being increas-
ingly used, they still provide a yield advantage over
Treasury securities of the same maturity. These securi-
ties have a fairly high degree of marketability; they
are sold in the secondary market through the same secur-
ities dealers as are Treasury securities. Maturities
range from one month up to approximately 15 years. How-
ever, about 2/3 of the securities outstanding mature in
less than one year.

A review of the Wall Street Journal on Wednesday, Sept~mber 10, 1975,
(see following page) under Government, Agency, and Miscellaneous
Securities, indicates the type of short term investments available
to MHFA.

Repurchase Agreement ("Repo™)

In an effort to tap new sources of financing, government security
issuers offer repurchase agreements. A "repo" is the sale of short
term securities by the dealer to the investor whereby the dealer
agrees to repurchase the security at a specified future time. The
investor receives a given yield while he holds the security. Thus,
repurchase agreements give the investor a great deal of flexibility
with respect to maturity. Rates on repurchase agreements are re-
lated to the rates on Treasury bills and federal agency funds.

Financial Planning and Control

In allocating anu raising funds, the MHFA Director of Finance uses
certain tools to analyze, plan and control the Agency's financial
and investment programs, future cash flows, and adequate liquidity
to pay bills and other obligations as they come due. The additional
obligations make it necessary to raise additional funds. These are
only a few considerations that the Director of Finance must under-
take in establishing an Agency investment portfolio.

Portfolio Management

The decision to invest excess cash in marketable securities involves
not only the amount to be invested but also the type of security in
which to invest. To some extent, the two decisions are independent.
Both should be based upon an evaluation of the expected net cash
flows and the certainty of these cash flows. However, the Agency
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Act specifies the type of securities that the Agency can invest
in. If future cash flow nat*erns are known with reasonable
certainty, the portfol’u may be arranged so the securities will
be maturing approximately on the dates when the funds will be
needed.

In raising and allocating funds for MHFA's Home Improvement ,
Apartment Development, and Homeownership Loan Programs, it is
necessary to invest bond sale proceeds on a short term basis
until a long term mortgage investment can be made by the Agency.
In other words, funds generated through debt financing for long
term investment (when not in use) are immediately re-employed in
the short term investment market to guarantee the maximum use and
return on our money. Generally excess cash above a minimum level
is invested in marketable securities. Depending on the type of
debt financing (bonds or notes), the short term investments are
handled through two distinct dealers representing the Agency.

In the case of bond debt financing, the dealer is the bond issue
trustee. Note issues are handled by the State Board of Invesi-
ment for the State of Minnesota.

Depending on future flow of MHFA funds and the anticipated finan-
cial needs of the Agency, the strategy for financial flexibility
is determined. The Agency maintains a systematic inventory of
its needs and continuously reappraises its holdings and weekly
realigns and adjusts the investment strategy, depending upon
market conditions. The Director of Finance then instructs the
dealers to re-invest short term securities based on the Agency's
current or new financial policy.

The Agency's bond trustee or Director of Finance then purchases
U.S. Treacury bills, notes and bonds, FNMA and GNMA issues, ard
Federal Land Bank o Federal Home Loan Bank market securities that
meet the needs of the Agency.

A composite of both the Agency's long and shert term investments
comprise the Agency's investment portfolio. A hypothetical in-
vestment portfolio as of June 30 (see following page) is an ex-
ample of the Agency's short term security invesiment portfolio.

The ability of the Agency to use long term debt financing as an
integral part in funding our capital requirements is directly re-
lated to (1) the fixed costs of our debt financing, (2) the net
operating costs of the Agency, (3) the financial leverage of our
short term investment portfolio, and (4) the rate of delivery and
the financial soundness of our long term investments.



I. HOUSING DEVELOPMENT FUND

I1. DEBT RESERVE
II1.  MULTI-FAMILY FUND
IV.  GNMA BOND FUND

V. SINGLE FAMILY BOND FUND

VI.  HOME IMPROVEMENT

(N) = Note
B) - Bills
S) = Sccurities

12/75

MINNESOTA HOUSING FINANCE AGENCY

INVESTMENT PORTFOLIO
June 30, 1975

INVESTMENT COST
Repo $ 712,000.00
Repo 6,162,000.00
Farm Credit (M) 785,561.11
FHMA (N) 97,279.44
Treasury (B) 88,710.00
FNMA (N) $ 999,526.00

Treasury (B) $ 3,578,610.00

Certificate on § 568,725.00
deposit

FNMA (N) $ 2,943,283.00

GNMA(S) 2,065,705.00

Repo 10,594,000.00

Treasury (B) $ 3,500,000.00
-47-

PURCHASE DATE

6/30
317
5/2

5/15
2/

3/3

8/6

3/14

10/29

var. )
6/24

6/24

MATURITY DATE YIELD
/7 5.80%
7/7 5.80
110 5.65%

10/15 5.90%
7715 6.67%
7/8 5.60%
7/29 8.31%
8/29 6.01%
1/20 8.35%
var. 9.00%
7/22 5.50%
1/22 5.50%
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This Orientation Manuc’ has briefly reviewed the Minnesota Housing
Finance Agency's role in the marketplace, the history of the MHFA,
the essentials of your position, public and private sector rela-
tions, and MHFA financing and inventory techniques.

We hope that this summary will assist you in your position with the
Minnesota Housing Finance Agency.



