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In the opinion of Wohlforth, Vassar, Johnson & Brecht, P.C., Bond Counsel, and Kutak Rock LLP, Special Tax Counsel, assuming compliance
with certain covenants designed to maeet the requirements of the Internal Revenue Code of 1986, as amended (the "Code™), under existing laws,
regulations, rulings and judicial decisions, (i} interest on the 2001 Series A and B Bonds is excluded from gross income for Federal income tax
purposes; {it) interest on the 2001 Series A and B3 Bonds is not treated as a preference item to be included in caleulating the alternative minimum
tax imposed under the Code on individuals and corporations, but such interest is included In calculating the “adjusted current earnings” of certain
corporations for purposes of computing the aliernative minimum tax on corporafions; end (iff) interest on the 2001 Serics C and D Bonds is not
excluded from gross income for Federal income taz purposes. In the opinion of Bond Counsel, under existing laws, interest on the 2001 Bonds is
free from taxation by the State of Alaska except for inheritance and estate taxes and taxes of transfers by or in anticipation of death. See “Tax

Matters.”
$370,170,000
ALASEA HOUSING FINANCE CORPORATION
Al k \ Governmental Purpose Bonds
aSKa'’ $76,580,000 2001 Series A (Variable Rate)
0u51ng $93,590,000 2001 Series B (Variable Rate)
FINANCE CORPORATION $100,000,000 2001 Series C (Federally Taxable) (Variable Rate)

$100,000,000 2001 Series D (Federally Taxable) (Variable Rate)

Dated: Date of delivery Due: As shown on inside cover page
Price: 100%

The 2001 Series A Bonds, 2001 Scries I3 3onds, 2001 Series C Bonds, and 2001 Series D Bonds referred to above {collectively, the “2001 Bonds™)
initially will bear interest at a Weckly Rate. Interest on the 200] Series A and B Bonds is payable on December 1, 2001 and thereaflter en each June
1 and December 1. Interest on the 2001 Series C and D Bonds is payable on the first Business Day of each month, commencing September 4, 2001.
See “Mode Chart for 2001 Bonds” on page (i) for a summary of information relating to Mode Periods and notice and tender requirements relating to
the 2001 Bonds. See alse “The 2001 Bonds” herein. THIS OFFICIAL STATEMENT IS NOT INTENDED TO DESCRIBE THE 2001 BONDS
SUBSEQUENT TO THEIR CONVERSION TO FIXED RATE BONDS. The 2001 Bonds will mature on the dates and in the amounts set forth
on the inside cover page.

The 2001 Bonds will be initially issued in book-entry form only, registered in the name of Cede & Co., as nominee for The Depository Trust
Company (“DTC"), New York, New York, which will act as securities depository for the 2001 Bonds, Beneficial Owners {as defined herein) will not
receive certificates representing their ownership of the 2001 Bonds. The 2001 Bonds areissuable as fully-registered bonds in denominations of $100,000
or integral multiples of $5,000 in excess of $100,000. Interest on, principal of, and premium, if any, on the 2001 Bonds are payable by U.S. Bank Trust
National Association, Seattle, Washington, as trustee, and upon tender under circumatances as deseribed herein, by the applicable Remarketing Agent
orthe Tender Agent, as the case may be, or the Auction Agent with respect to Auction Bonds, to Cede & Co., as nominee of DTC. IFI'C willin turn make
payments to its direct and indirect participants, who will in turn make payments ta the Beneficial Owners of the 2001 Bonds, See “The 2001 Bonds
— Book Entry Only.” '

The Corporation, if certain conditions are met, may issue additional bends (together with the 2001 Bonds, the “Bonds”) on a parity with the 2001
Bonds. See “Sources of Payment and Security for the Bonds — Additional Bonds.”

The 2001 Bonds are subject to redemption prior to maturity af 100% of their principal amount under the circumséances described
herein. See “The 2001 Bonds — Redemption."

The 2001 Bonds subject to optional or mandatory tender for purchase and not remarketed by the applicable Remarketing Agent
(asdescribed hercin) will be purchased, subject to certain conditions precedent, by the Corporation, pursuant to the terms of a Tender
Agreement (as described herein) among the Corporation, U.S. Bank Trust National Association, as tender agent, and U.8. Bank Trust
National Association, as trustee. Payment by the Corporation of the purchase price of 2001 Bonds upon tender and certain conditions
described herein is a general obligation of the Corporation, but is not secured by funds and assets pledged under the Indenture to
secure the Bonds. See “The Corporation’s Obligation to Purchase 2001 Bonds.” Any Holder of 2001 Bonds, other than Auction Bonds,
has the option of tendering such 2001 Bonds to the Tender Agent in accordance with the provisions of the 2001 Series A/B/C/D
Supplemental Indenture as described under “The 2001 Bonds — Description of the 2001 Bonds."” Pursuant to the Tender Agreement,
the Corporation has the obligation to purchase, under certain conditions and from time to time, 2001 Bonds {(other than Auction
Bonds) tendered or deemed tendered to the Tender Agent, as described in the “Mode Chart for 2001 Bonds” appearing on page (i),
which tendered 2001 Bonds are not remarketed. B

MBIA Insurance Corporation has issued its commitment to insure the payment of the principal of and interest on the 2001 Bonds
on regularly scheduled payment dates. Payment of the purchase price of 2001 Bonds tendered or deemed tendered for purchase is
not insured. See “The MBIA Insurance Corporation Bond Insurance Policy” and Appendix G — “Form of MBIA Insurance
Corporation Bond Insurance Policy."”

The Bonds are general obligations of the Corporation for which its full faith and credit are pledged, subject to agreements made and to be made
with the holders of ether obligations of the Corporation pledging particular revenues and assets not pledged to the Bonds and to the exclusion of money .
inthe Corporation’s Housing Development Fund. The Bonds will be secured by Program Obligations and amountsin the Funds and Accounts {excluding
the Rebate Fund) held under the Indenture. See “Sources of Payment and Security for the Bonds™ and “Program Obligations.”

THE CORPORATION HAS NO TAXING POWER. THE BONDS DO NOT CONSTITUTE A DEBT, LIABILITY OR OBLIGATION OF THE
STATE OF ALASKA OR A PLEDGE OF ITS FAITH AND CREDIT OR TAXING POWER. THE BONDS ARE GENERAL OBLIGATIONS OF THE
CORPORATION AND ARE NOT INSURED OR GUARANTEED BY ANY OTHER GOVERNMENTAL AGENCY.

The 2001 Bonds {except ta the extent not resffered) are offered when, as and if issued and reesived by the Underwriters, subject to the approval
of legality by Wohlforth, Vassar, Johnson & Brecht, P.C., Anchorage, Alaska, Bond Counsel, and to the confirmation of certain tax matters by Wohlforth,
Vassar, Johnson & Brecht, P.C., and Kutak Rock LLP, Special Tax Counsel, and certain other conditions, Certain legal matters will be passed on for
the Underwriters by their counsel, Hawkins, Delalield & Wood, New Yark, New York, It is expected that delivery of the 2001 Bonds will be made to
DTC in New York, New York, on or sbout August 2, 2001.

Lehman Brotherst Merrill Lynch & Co.f

July 26, 2001

t Sole underwriter and sole initial Remarketing Agent with respect to the 2001 Series A Bonds and 2001 Series D Bonds.
t Sole underwriter and sole initinl Remarketing Agent with respect 1o the 2001 Series BB Bonds and 2001 Series C Bonds.




MATURITY SCHEDULE

$76,580,000 2001 Series A Bonds (Variable Rate)

$76,580,000 2001 Series A Term Bonds due December 1, 2030

$93,590,000 2001 Series B Bonds (Variable Rate)

$93,590,000 2001 Scries B Term Bonds due December 1, 2030

$100,000,000 2001 Series C Bonds {(Federally Taxable) (Variable Rate)

$100,000,000 2001 Series C Term Bonds due December 1, 2032

$100,000,000 2001 Series D Bonds (Federally Taxable) (Variable Rate)

$100,000,000 2001 Series D Term Bonds due December 1, 2032



MODE CHART F(

1001 BONDS

The 2001 Bonds may bear interest in a Daily, Weekly, Monthly, Quarterly, Semiannual or Auction Mode, or be Converted to bear interest at Fixed Interest Rates. Interest on the 2001 Bonds will
he payable on the dates set forth on the cover page, cxcept that, during an Auction Mode, interest is payable on the Business Day next succeeding the expiration of any Auction Period. The 2001 Bonds
initially shall bear interest in a Weekly Mode. From time to time, and upon proper notice and certain conditions, the Mode Period may be changed to a new Mode Period, all as more fully deseribed
herein. Change to a Daily Mode Period reguires confirmation from the Rating Agencies that such change, in and of itself, will not adversely affect the ratings on the Bonds without regard to any bond
insurance or other form of credit enhancement that may then be in effect. During each Mode Period, the 2001 Bonds shall bear interest at the Effective Rate determined on each Rate Determination
Date by the applicable Remarketing Agent, or Auction Agent with respect to Auction Bonds, until the next Effective Rate Date applicable to that Moede Period, or commencement of a new Mode Period,
all as more fully described herein. Under certain circumstances, the 2001 Bonds are subject to mandatory and optional tender for purchase at & price equai to the principal amount thereof plus acerued
Interest, all as more fully described hercin. For additional information on the 2001 Bonds sce "The 2001 Bonds."

For each Mode Period following the date of delivery of the 2001 Bonds, the Rate Determination Date, the Effective Rate Date, the Statement of Effective Rate, the Irrevocable Notice of Tender by Holder to
Remarketing Agent or Tender Agent and Tender and Purchase Date, and the Writen Mode Change Netice and Mandatory Tender Netice shall be determined in accordance with the following schedule:

DAILY MODE

WEEKLY MODE

MONTHLY MODE

QUARTERLY
MODE

SEMIANNUAL
MODE

AUCTION
MODE

Rate BDetermination Date

Each Business Day by
10:00 A M. 1

First Business Day
preceding Effective Rate
Date by 4:00 P.M.

First Business Day pre-
ceding Effective Rate Date
by 4:00 P.M.

First Business Day pre-
cecding Effective Rate Date
by 4:00 P.M.

First Business Day pre-
ceding Effective Rate Date
by 4:00 P. M.

Auction Rate determined not
later than 4:00 P.M. on the
Auclion Date

Effective Rate Date

Dty

Thursday following the
Rate Determination Date

First day of each calendar
manth

March 1, June |,
September 1 and
December 1 of each vear

June 1 and December | of
each year

First Business Day of each
Auction Period

Statement of Elfective
Rate

Truslee to provide or cause
o be provided to Holder
monthly stutement of Daily
Effective Rates for prior
maonmh within 7 Business
Days of end of each
calendar month

Truslee to provide or cause
1o be provided to Holder
montily statement of
Weekly Effective Rates for
prior month within 7
Business Days of ead of
cach calendar month

Trustee to provide or cause
10 be provided 10 Holder
notice of Effective Rate for
each month within 7
Business Pays following
cach Rate Determination
Date

Trustee to provide or cause
to he provided to Holder
notice of Effective Rate
within 7 Business Days
tollowing Lhe respective
Rate Determination Dates

Trustee 10 provide or cause
to be provided 10 Holder
notice of Effeciive Rate
within 7 Business Days
following the respective
Rate Determination Drates

Broker-Dealer advises Existing
and Polential Owner as to
Auction Rate determined on
Auction Dale

Irrevocable Notice of
Tender by Holder to
applicable Remarketing
Agent or Tender Agentit
and Fender and Purchase
Bate (Within Mode
Period)

Notice by Holder to
applicable Remarketing
Agent prior o OO AN
an any Business Day,
which day shall also be the
Tender and Purchase Date

Notice by Holder to
applicable Remarketing
Agent net later than 3:00
P.M. on any Business Day
at least 7 days prior o the
Tender and Purchase Date,
which shall be any Business
Day and shall be set fortis
in the Tender Notice

Notice by Holder to
applicable Remarketing
Agent not later than 5:00
P.M. on the Business Day
at least 7 days prior fo next
Fffective Rate Date, which
date is the Tender and
Purchase Date and shall be
set farth in the Tender
Notice

Notice by Holder to Tender
Agent not later than 5:00
P.M. on the Business Day
13 days prior to next
Effective Rate Date, which
dale is the Tender and
Purchase Date and shall be
set forth in the Tender
Notice

Notice by Holder 1o Tender
Ageal not later than 5:00
P. M. on the Business Day
15 days prior (o next
Effective Rate Date, which
daze is the Tender and
Purchase Date and shat! be
set forth in the Tender
Natice

No optional tender of Bonds in
Auction Mede Period (see
"Auction Procedures” in
Appendix D of this Official
Statement)

Written Made Change
Notice; Mandatory
Tender Notice

*  Corporation Lo give
notice 10 Notice Parties of
Maode Change Date 20 days
prior to change to Weekly
Mode, and 43 days prior o
change o Auction Made or
Monthly or longer Made

+ Trustee to give nolice to
Holders 15 days prior to
change to Weekly Mode
and 3G davs prior (o change
to Auction Mode or
Monthlv or longer Mode

«  Corporaton lo give
notice to Notice Parties of
Mode Change Date 20 days
prior o change o Datly
Mode, and 43 days prior to
change to Auction Mode or
Monthly or longer Mode

« Trastee 1o give notice 10
Haolders 13 davs prior to
change ta Daily Mode and
30 days prior 1o change to
Aunction Mode or Monthly
or_longer Mode

+  Corporation to give
natice o Notice Parties of
Mode Change Date 45 days
prior 1o Mode Change Date
¢ Trusiee 10 give notice 1o
Holders 30 days prior o
Maode Change Date

« Corporation to give
notice 1o Notice Parties of
Mode Change Date 435 days
prior 1o Mode Change Date
¢ Trustee o give notice to
Holders 30 davs prior to
Mode Change Date

+ Corporation o give
notice 10 Notice Parties of
Mode Change Date 45 days
prior to Mode Change Date
o Trustee o give notice to
Holders 30 days prior to
Mode Change Date

+ Corperation 1o give nolice
10 Notice Parties of Mode
Change Date at least 30 days
prior to Mode Change Date

+  Trustee to give notice to
Holders on or before third
Business Day after receipt of .
Corporation’ s notice

t Al times referred to in this Mode Char: for 200% Bonds zre New York City time.
11 Notice of Tender to the Tender Agent must be in writing and addressed 1o: U.S. Bank Trust National Association, 1420 Fifth Avenue, Seventh Floor, Seaule. Washington 98101,
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No dealer, broker, salesman or other person has been authorized by the Corporation or the
Underwriters to give any information or to make any representations, other than as contained in this Official
Statement, and if given or made, such other information or representations must not be relied upon as having
been authorized by any of the foregoing, This Official Statement does not constitute an offer to sell or the
solicitation of an offer to buy, nor shall there be any sale of the 2001 Bonds, by any person in any jurisdiction
in which it is unlawful for such person to make such offer, solicitation or sale. The information set forth
herein has been obtained from the Corporation and other sources which are believed to be reliable, but is
not guaranteed as to accuracy or completeness and is not to be construed as a representation by the
Underwriters. All summaries herein of documents and agreements are qualified in their entirety by
reference to such documents and agreements, and all summaries herein of the 2001 Bonds are qualified in
their entirety by reference to the form thereof included in the Indenture and the provisions with respect
thereto included in the aforesaid documents and agreements. The information and expressions of opinion
herein are subject to change without notice, and neither the delivery of this Official Statement nor any sale
made hereunder shall under any circumstances create any implication that there has been no change in the
information or opinions set forth herein after the date of this Official Statement.

In connection with this offering of the 2001 Bonds (except to the extent not reoffered) the
Underwriters may overallot or effect transactions which stabilize or maintain the market price of the 2001
Bonds (except to the extent not reoffered) at a level above that which might otherwise prevail in the open
market. Such stabilizing, if commenced, may be discontinued at any time.
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OFFICIAL STATEMENT
OF
ALASKA HOUSING FINANCE CORPORATION
Relating to
$370,170,000
GOVERNMENTAL PURPOSE BONDS
$76,580,000 2001 Series A (Variable Rate)
$93,590,000 2001 Series B (Variable Rate)
$100,000,000 2001 Series C (Federally Taxahle) (Variable Rate)
$100,000,000 2001 Series D (Federally Taxable) (Variable Rate)

INTRODUCTION

This Official Statement (including the cover page, inside cover pages and appendices) of
the Alaska Housing Finance Corporation (the "Corporation") sets forth information in connection
with the Corporation’s Governmental Purpose Bonds, 2001 Series A (the "2001 Series A Bonds™),
2001 Series B (the "2001 Series B Bonds"), 2001 Series C (the "2001 Series C Bonds"), and 2001
Series D (the "2001 Series D Bonds"; together with the 2001 Series A Bonds, 200! Series B
Bonds, and 2(01 Series C Bonds, the "2001 Bonds"). The 2001 Bonds are authorized to be issued
pursuant to Chapters 55 and 56 of Title 18 of the Alaska Statutes, as amended (the "Act"); an
Indenture, dated as of July 1, 2001 (the "General Indenture"), by and between the Corporation and
U.S. Bank Trust National Association, Seattle, Washington, as trustee (the "Trustee"); and a 2001
Series A/B/C/D Supplemental Indenture, dated as of July I, 2001 (the "2001 Series A/B/C/D
Supplemental Indenture"), by and between the Corporation and the Trustee. All bonds outstanding
under the General Indenture (including additional bonds which may hereafter be issued) are
referred to collectively as the "Bonds." Each series of Bonds is issued pursuant to a Supplemental
Indenture. . The General Indenture and all Supplemental Indentures (including the 2001 Series
A/B/C/D Supplemental Indenture) are referred to collectively as the "Indenture.” Capitalized
terms used and not otherwise defined herein have the respective meanings ascribed thereto in the
Indenture. See "Summary of Certain Provisions of the Indenture - Certain Definitions” and
Appcnd1x F.

The 2001 Series A Bonds, 2001 Series B Bonds, 2001 Series C Bonds dnd 2001 Serics
D Bonds arc the first, second, third, and fourth Series of Bonds, respectively, issued under the
Indenture. The Corporation is permitted to issue additional bonds (including refunding bonds)
pursuant to and secured under the Indenture (" Additional Bonds"), subject to certain conditions.
See "Sources of Payment and Security for the Bonds — Additional Bonds The 2001 Bonds will
be sccured on a parity with any Additional Bonds. ' : o

Lehman Brothers Inc. ("Lehman Brothers") will act as sole underwriter with.respect to the
2001 Series A Bonds and 2001 Serics D Bonds (collectively, the "2001 Series A and D Bonds").
Merrill Lynch, Pierce, Fenner & Smith Incorporated ("Merrill -Lynch"; together with Lehman
Brothers, the "Underwriters” ) will act as sole underwriter with respect to the 2001 Series B Bonds



and 2001 Scries C Bonds (collectively, the "2001 Series B and C Bonds™). The 2001 Bonds will
be issued initially bearing interest at a Weekly Rate. See "Mode Chart for 2001 Bonds" on page
(i) for a summary of information relating to Mode Periods and notice and tender requirements
relating to the 2001 Bonds. See also "The 2001 Bonds.” Lehman Brothers initially will act as sole
Remarketing Agent with respect to the 2001 Series A and D Bonds. Merrill Lynch initially will
act as sole Remarketing Agent with respect to the 2001 Series B and C Bonds. The Corporation
may replace any Remarketing Agent at any time, and any Remarketing Agent may resign as such
at any time, in each case upon 30 days' notice. The Corporation may appoint multiple
Remarketing Agents.

Payment of principal of and interest on the 2001 Bonds on regularly scheduled payment
dates will be insured by MBIA Insurance Corporation (the "Insurer”) pursuant to a financial
guaranty insurance policy (the "Policy”). The Policy will not insure payment of the purchase price
of 2001 Bonds tendered or deemed tendered for purchase. See "The MBIA Insurance Corporation
Bond Insurance Policy” for a description of the Insurer and the Policy and see Appendix G for a
form of the Policy. :

The 2001 Bonds are subject to tender by the Holders thercof under the circumstances set
forth in the 2001 Series A/B/C/D Supplementai Indenture. Pursuant to a Tender Agreement, dated
as of July 1, 2001 (the "Tender Agreement”), among the Corporation, U.S. Bank Trust National
Association, as tender agent (the "Tender Agent"), and the Trustee, 2001 Bonds so subject to
tender will be purchased by the Corporation on the applicable Tender and Purchase Date (as
described on page (i) in the "Mode Chart for 2001 Bonds") upon delivery thereof to the Tender
Agent, at a purchase price equal to the principal amount thereof, plus accrued interest, if any,
thereon to the Tender and Purchase Date. Notice of tender (in the case of an optional tender) and
tendered 2001 Bonds are to be delivered to the Tender Agent.

In the event and to the extent that 2001 Bonds are to be tendered to the Tender Agent for
purchase under an optional or mandatory tender and in the event that the amount of funds (if any)
made available to the Tender Agent from the applicable Remarketing Agent, together with any
interest paid to the Tender Agent, is less than the principal amount, plus accrued interest, if any,
of the 2001 Bonds to be so tendered, the Corporation is required to deposit with the Tender Agent
an amount which, together with any funds made available to the Tender Agent from the applicable
Remarketing Agent, will be sufficient to pay the principal amount, plus accrued interest, if any,
of such Bonds to be so tendered, all in accordance with the terms of the Tender Agreement. The
Corporation is required to obtain such deposit amounts from any source other than (i) moneys
pledged pursuant to the Indenture to secure Bonds, (ii) revenues and assets pledged to the holders
of other obligations of the Corporation, and (iii) amounts in the Corporation's Housing
Development Fund. The Corporation's obligation to deposit such amount for the purchase of 2001
Bonds under the Tender Agreement is not a source of payment of principal of and interest on the
2001 Bonds, but is being undertaken solely to provide a source of funds to the Tender Agent with
which to discharge its purchase obligation under the circumstances described above. A failure
by the Corporation to purchase 2001 Bonds when and as required by the Tender Agreement
is not an Event of Default under the Indenture. Nothing herein shall be deemed to limit the
Corporation's right under the Indenture to purchase or redeem Bonds, including tendered but
unremarketed 2001 Bonds, from eligible moneys pledged pursuant to.the Indenture. - '
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The Corporation may provide an alternate liquidity facility (" Alternate Liquidity Facility™)
in substitution for the Corporation's obligation to purchase 2001 Bonds pursuant to the Tender
Agreement, and in such event the Tender Agreement and the Corporation’s obligations thereunder
will terminate. A default under an Alternate Liquidity Facility by an Alternate Liquidity
Provider is not an Event of Default under the Indenture. See "The Corporation's Obligation
to Purchase 2001 Bonds." :

In the event that the Tender Agreement terminates and is not replaced with an Alternate
Liquidity Facility, the 2001 Bonds are subject to mandatory tender and the Corporation may elect
to (i) cause the 2001 Bonds to bear interest at an Auction Rate determined in accordance with the
Indenture, (ii) Convert the 2001 Bonds to bear interest at Fixed Interest Rates, or (iii) redeem the
2001 Bonds. No Alternate Liquidity Facility will be required in connection with the 2001 Bonds
subsequent to the exercise of any of the foregoing options. Sec "The Corporation’s Obligation to
Purchase 2001 Bonds." THIS OFFICIAL STATEMENT IS NOT INTENDED TO
DESCRIBE THE 2001 BONDS SUBSEQUENT TO THEIR CONVERSION TO FIXED
RATE BONDS. :

In addition, the Corporation expects to enter into an agreement with a third party under
which liquidity support will be provided to the Corporation with respect to the 2001 Bonds. Such
agreement is being entered into to assist the Corporation in managing its variable rate debt for
balance sheet purposes. Such agreement will not be a Liquidity Facility as defined under the
Indenture, Bondholders will have no rights thereunder either directly or as third-party
beneficiaries, and amounts thereunder will not be availabie to pay the purchase price of 2001
Bonds tendered or deemed tendered for purchase. Payments made to the Corporation under
such agreement by such third party wili not be pledged to, or a source of payment or security
for, the Bonds, but if any payments are required to be made by the Corporation to such third
party under such agreement the Corporation has covenanted to transfer such amounts (but
only to the extent that Bond Coverage can be demonstrated following such transfer) from the
Indenture to the Corporation as described in clause (iv) of paragraph Fifth under "Summary
of Certain Provisions of the Indenture — Redemption Fund" for payment to such third party.

In connection with the issuance of the 2001 Bonds, the Corporation will enter into one or
more interest rate swap agreements relating to the 2001 Serics A Bonds (the "2001 Series A Swap
Agreement”) with Lehman Brothers Special Financing Inc. (the "2001 Series A Counterparty”),
an affiliate of Lehman Brothers. The purpose of the 2001 Series A Swap Agreement is to place
the aggregate net obligation of the Corporation with respect to the portion of the Program financed
by the 2001 Series A Bonds on an approximately fixed-rate basis. In connection with the issuance
of the 2001 Bonds, the Corporation also will enter into one or more interest rate swap agreements
relating to the 2001 Serics B Bonds (the "2001 Series B Swap Agreement”; together with the 2001
Serics A Swap Agrecment, the "Swap Agreements”) with Merrill Lynch Capital Services, Inc. (the
"2001 Serics B Counterparty”; together with the 2001 Scrics A Counterparty, the
"Counterparties”), an affiliate of Merrill Lynch. The purpose of the 2001 Series B Swap
Agreement is to place the aggregate net obligation of the Corporation with respect to the portion:
of the Program financed by the 200! Serics B Bonds on an approximately fixed-rate basis.-
Payments made to the Counterparties by the Corporation under the Swap Agreements will be paid
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from Pledged Revenues pledged under the Indenture in the same order of priority as payments of
interest on the Bonds; provided that if any such payments are duc in respect of an Early
Termination Date (as defined in the Swap Agreements), the Corporation has covenanted to transfer
such amounts (but only to the extent that Bond Coverage can be demonstrated following such
transfer) from the Indenture to the Corporation as described in clause (iv) of paragraph Fiftlr under
"Summary of Certain Provisions of the Indenture — Redemption Fund” for payment to the
applicable Counterpartics. Payments made to the Corporation by the Counterparties under the
Swap Agreements will be pledged as Pledged Revenues under the Indenture and deposited in the
Revenue Fund on receipt.

The 2001 Series A Bonds and 2001 Scries B Bonds (collectively, the "2001 Series A and
B Bonds") are being issued (i) to provide funds expected to be used, within 90 days of the date of
issunance of the 2001 Series A and B Bonds, to repiace and refund $160,000,000 principal amount
of the Corporation's outstanding Governmental Purpose Bonds, 1995 Series A (the " 1995 Serics
A Bonds"}, issued under the Governmental Purpose Bonds Indenture, dated as of QOctober 15,
1995 (the " 1995 GPB Indenture™), by and between the Corporation and U.S. Bank Trust National
Association, as successor trustee; and (i) to make a deposit (o the Debt Service Reserve Account
and to pay costs of issuance and capitalized interest.  Sce "Sources of Payment and Sccurity for
the Bonds — Debt Service Reserve Account” and"Estimated Scurces and Uses of Funds.”

The 2001 Serics C and D Bonds are being issued to provide funds to purchase Mortgage
Loans previously originated by the Corporation under its Commercial Paper Program and with its
unrestricted gencral funds, with the remainder to finance new Mortgage L.oan originations. Sce
"Sources of Payment and Sccurity for the Bonds — Program Obligations."

Following the issuance of the 2001 Bonds, certain mortgage loans held under the
Corporation's General Morigage Revenue Bonds indenture (the "GMRB Indenturc”) will be
transferred to the Program Obligation Fund and thercupon be subject to the lien and pledge of the
Indenture. See "Sources of Payment and Security for the Bonds — Program Obligations.”

The Corporation has no taxing power. The Bonds do not constitute a debt, liability
or obligation of the State of Alaska (the "State") or a pledge of its faith and credit or taxing
power, The Bonds are general obligations of the Corporation and are not insured or
guaranteed by any other governmental agency.

The Bonds are general obligations of the Corporation for which its full faith and credit arc
pledged, subject to agreements made and to be made with the holders of other obligations of the
Corporation pledging particular revenues and assets not pledged to the Bonds and to the exclusion
of moncys in the Corporation's Housing Development Fund. A significant portion of the assets
of the Corporation is pledged to the payment of outstanding obligations of the Corporation. Sce
Appendix A, which contains the most recent audited financial statements of the Corporation.

It 1s expected that the Bonds will be primarily secured by a portfolio of Program
Obligations, consisting of whole mortgage loans (the "Mortgage Loans”). The Bonds also may be
sccured by mortgage-backed pass-through certificates and, if there will be no adverse effect on the
ratings then assigned to the Bonds, other mortgage instruments. The Mortgage Loans will be first-
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lien mortgage loans with respect to single family residences located in the State. See "Sources of
Payment and Security for the Bonds," "Program Obligations” and the definitions of Mortgage
Loan and Program Obligations under "Summary of Certain Provisions of the Indenture —Certain
Definitions.”

The summaries herein of the 2001 Bonds, the Indenture, and other documents and materials
arc brief outlines of certain provisions contained therein and do not purport to summarize or
describe all the provisions thereof. For further information, reference is hereby made to the Act,
the Indenture, and such other documents and materials for the complete provisions thereof, copies
of which will be furnished by the Corporation upon request. See "The Corporation — General”
for the Corporation's address and telephone number. : o

SOURCES OF PAYMENT AND SECURITY FOR THE BONDS
General

The 2001 Bonds arc, and any Additional Bonds issued under the Indenture will be, direct
and general obligations of the Corporation for which its full faith and credit are pledged, subject
to agreements made or to be made with the holders of other obligations of the Corporation
pledging particular revenues and assets not pledged to the Bonds and to the exclusion of moneys
in the Corporation's Housing Development Fund. All Bonds issued under the Indenture will be
secured on a parity lien basis under the Indenture. See "Sources of Payment and Security for the
Bonds — Additional Bonds."

The Bonds are secured by a pledge of (a) Program Obligations, (b) any Mortgage Loans
acquired with Bond proceeds, including the title, hazard and primary insurance policies related
thereto; the Mortgages securing such Mortgage Loans; and property held by the Corporation
pursuant to foreclosure or deed in lieu of foreclosure of any such Mortgage Loan; (c) the Pledged
Revenues and all amounts held in any Fund or Account under the Indenture (except the Rebate
Fund) and, to the extent provided in the Indenture, as to amounts payable free and clear of any
trust, licn or pledge created by this Indenture, and (d) all proceeds of the foregoing. Sce "Sources
of Payment and Sccurity for the Bonds — Program Obligations,” "Program Obligations” and the
definitions of Pledged Revenues and Program Obligations under "Summary of Certain Provisions
of the Indenture ~ Certain Definitions.”

Amounts on deposit in the Funds and Accounts under the Indenture may be applied only
as provided in the Indenture. Amounts in the Revenue Fund, after providing for the payment of
(i) any amounts required to be deposited in the Rebate Fund, and (ii) interest due on the Bonds and
Authorized Hedging Payments due to a counterparty during the related interest payment period,
will be transferred to the Redemption Fund. Amounts in the Redemption Fund, however, after
providing for the payment of (i} scheduled principal payments on the Bonds and Authorized
Hedging Payments duc to a counterparty during the related interest payment period; (ii) sinking
fund installments; (iii) any amount needed to restore the Debt Service Reserve Account to the
Minimum Debt Service Reserve Requirement and (iv) Program Expenses, may be withdrawn free
and clear of the lien of the Indenture; provided that such withdrawal is indicated in the most recent
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Bond Coverage Certificate. - Sec "Sources of Paynient and Security for the Bonds — Bond
Coverage Certificates” and "Summary of Certain Provisions of the Indenture — Revenue Fund"
and " — Redemption Fund.”

The Bonds are secured by a Debt Service Reserve Account. Sec "Sources of Paymcnt and
Security for the Bonds ~ Debt Service Reserve Account.”

Program Obligations

THE CORPORATION IS PERMITTED TO SELL OR ASSIGN PROGRAM
OBLIGATIONS AT ANY TIME TO THE EXTENT THAT SUCH SALE OR
ASSIGNMENT IS REFLECTED IN THE MOST RECENT BOND COVERAGE
CERTIFICATE. Sce "Summary of Certain Provisions of the Indenture — Sale of Program
Obligations.”

In connection with the issuance of the 2001 Bonds, the Corporation currently intends to
transfer to the Program Obligation Fund from the GMRB Indenture certain mortgage loans with
an aggregate principal balance as of June [, 2001 of approximately $225. 83 million (the "GMRB
Selected Mortgage Loans"). For a description as of June 1, 2001 of the GMRB Selected Mortgage
Loans, see "Program Obligations —Mortgage 1.oans — GMRB Sclected Mortgage Loans." The
Corporation generaily intends to allocate most if not all of the GMRB Selected Mortgage Loans
to the 2001 Bonds. However, no assurance is given as to what portion, if any, of the GMRB
Selected Mortgage Loans will be allocated to the 2001 Bonds.

The Corporation currently holds a portfolio of warchoused mortgage loans with an
aggregate principal balance as of June 1, 2001 of approximately $78.16 million (the " Available
Mortgage Loans"). For a description as of June 1, 2001 of the Available Mortgage Loans, see
"Program Obligations — Mortgage Loans — Available Mortgage Loans." The Corporation
generally intends to allocate most if not all of the Available Mortgage Loans to the 2001 Bonds.
However, no assurance is given as to what portion, if any, of the Available Mortgage Loans will
be allocated to the 2001 Bonds.

Mortgage Loans are required by the General Indenture to be secured by first lien deeds of
trust on single-family residences in the State and bear a fixed rate of interest for initial terms of
not less than 15 years but not more than 30 years. The Mortgage Loans to be allocated to the
2001 Bonds (collectively, the "2001 Scries A/B/C/D Mortgage Loans") are expected to consist
of conventional Mortgage L.oans, Mortgage Loans subject to a guarantec of the United States
Department of Veterans Affairs (formerly the Veterans Administration; the "VA"), the United
States Department of Housing and Urban Development ("HUD") or Rural Development (formerly
the Farmers Home Administration of the United States Department of Agriculture; "FmHA") and
Mortgage Loans insured by the Federal Housing Administration ("FHA"). The Mortgage Loans
will be serviced by qualifying cligible servicing institutions, which generally are the orwamtm“
institutions, See "Program Obligations.”

Any Mortgage Loan with an original principal amount exceeding 80% of the value of the
mortgaged property is required to be (i) insured by FHA, (ii) guaranteed by the VA, HUD or
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FmHA or (iii) insured under a private mortgage insurance policy at least until such time as the
ratio of the outstanding loan balance to the original property value is equal to or less than 80%.
See "Program Obligations — Primary Mortgage Insurance.”

Debt Service Reserve Account

Upon delivery of the 2001 Bonds, a deposit is expected to be made to the credit of the Debt
Service Reserve Account in the amount sct forth under “Estimated Sources and Uses of Funds.”
The General Indenture requires the Debt Service Reserve Account to be maintained in an amount
(the "Minimum Debt Service Reserve Requirement™) at least equal to the sum of the Debt Service
Reserve requirements established for each Series of Bonds. The Debt Service Reserve
requircment established for the 2001 Bonds is an amount equal to 2% of the sum of (a) the
outstanding principal balancc of 2001 Series A/B/C/D Mortgage Loans and (b) all other amounts
on deposit in the 2001 Bond Accounts of the Program Obligation Fund, or such greater amount
(i) as is necessary to establish Parity or (ii) as may be fixed by a further Authorizing Indenture.
See "Summary of Certain Provisions of the Indenture — Revenue Fund.”

If, on the third Business Day prior to any Interest Payment Date, the amount on deposit,
or to be deposited on such Interest Payment Date in the Interest Account of the Revenue Fund and
the Principal Account and the General Account of the Redemption Fund is less than the amount
required to pay the interest on, the principal of and the sinking fund installments on the Bonds due
on such date, any deficiency will be satisficd with a transfer from the Debt Service Reserve
Account to the applicable Series Account. If the amount in the Debt Service Reserve Account is
insufficient, the Corporation will advance available funds to cover any such insufficiency.

The Corporation covenants that it will maintain in the Debt Service Reserve Account an
amount at least equal to the Minimum Debt Service Reserve Requirement.

At the election of the Corporation, any amounts in excess of the Minimum Debt Service
Reserve Requirement that remain in the Debt Service Reserve Account on an Intercst Payment
Date shall either (i) be transferred to the related Series Account of the Revenue Fund or (i) be
withdrawn and paid over to the Corporation free and clear of the lien and pledge of the Indenture
tf such withdrawal is reflected in the most recent Bond Coverage Certificate; provided that (a) all
Debt Service on the Bonds then duc shall have been paid on such Interest Payment Date and that
all amounts then due from the Corporation or Trustee to the counterparties of any Hedging
Instruments shall have been paid on such Interest Payment Date and (b) no such withdrawal may
be made during any period when proceeds of any Serics of Bonds arc on deposit in the Program
Obligation Fund and have not been either exchanged for Program Obligations or applied to the
redemption of Bonds of such Scries, nor for sixty days following any such period. Any amounts
in excess of the Minimum Debt Service Reserve Requirement that remain in the Debt Service
Reserve Account or after the fifth day following an Interest Payment Date will be transferred by
the Trustee upon the direction of the Corporation to the related Series Account of the Revenue
Fund.

Amounts on deposit in the Debt Service Reserve Account are to be invested in Investment
Sccurities. The amount on deposit in the Debt Service Reserve Account will be at least equal to

7



the Debt Service Reserve Requirement on the date of issuance of the 2001 Bonds. See "Estimated
Sources and Uses of Funds" and "Summary of Certain Provisions of the Indenture — Revenue
Fund.”

Bond Coverage Certificates

The Corporation is required to deliver to the Trustee a certificate showing Bond Coverage
(as defined under "Summary of Certain Provisions of the Indenture —Certain Definitions”) upon
the occurrence of various events under the Indenture, including, but not limited to, (i) the delivery
of a Serics of Bonds, (ii) any selection of Bonds for special redemption on a basis requiring
delivery of a Bond Coverage Certificate, or (iii) any rclcase of moneys free and clear of the lien
of the Indenture to the Corporation.

In addition, any such Bond Coverage Certificase delivered to the Trustee is required to
conform to the requirements of the Indenture and any Supplemental Indenture, including any tax
covenants contained therein. See "Summary of Certain Provisions of the Indenture — Tax
Covenants.”

The Indenture provides that the Corporation may in the future use a method of calculation
of Bond Coverage other than the method specified in the Indenture if the new method will not
adversely affect the ratings then assigned to the Bonds by the Rating Agencics without regard to
any bond insurance or any other form of credit enhancement. No assurance can be given that the
assumptions used in a Bond Coverage Certificate will in fact be realized.

Additional Bonds

Additional Bonds (including refunding Bonds) may be issued pursuant to the General
Indenture upon compliance with the provisions thercof, which include the requirement that no
Additional Bonds may be issued (i) without the delivery of a Bond Coverage Certificate to the
Trustee and (ii) unless the Unenhanced Ratings then assigned by the Rating Agencies to the then
Outstanding Bonds (including the 2001 Bonds) will not be reduced as a result of the issuance of
such Additional Bonds. The 2001 Bonds and all other Bonds issued under the Indenture will rank
on a parity with each other; therefore, the availability of money for repayment of the 2001 Bonds
could be significantly affected by the issuance of Additional Bonds. See "Sources of Payment and
Security for the Bonds — Bond Coverage Certificates” and "Summary of Certain Provisions of
the Indenture — Issuance of Additional Bonds." : :

The Corporation is also permitted to issue bonds which are separately secured and/or which
arc also general obligations of the Corporation.

THE MBIA INSURANCE CORPORATION BOND INSURANCE POLICY

The following information has been furnished by the Insurer for use in this Official
Statement. Reference is made to Appendix G for a specimen of the Insurer's policy.

-



The MBIA Insurance Corporation Insurance Policy

The Insurer's Policy unconditionally and irrevocably guarantees the full and complete
payment required to be made by or on behalf of the Corporation to the Trustee or its successor of
an amount equal to (1) the principal of (either at the stated maturity or by an advancement of
maturity pursuant to a mandatory sinking fund payment) and interest on, the 2001 Bonds as such
payments shall become due but shall not be so paid (except that in the event of any acceleration
of the due date of such principal by reason of mandatory or optional redemption or acceleration
resulting from default or otherwise, other than any advancement of maturity pursuant to a
mandatory sinking fund payment, the payments guarantecd by the Insurer's Policy shall be made
in such amounts and at such times as such payments of principal would have been due had there
not been any such acceleration); and (ii) the reimbursement of any such payment which is
subsequently recovered from any owner of the 2001 Bonds pursuant to a final judgment by a court
of competent jurisdiction that such payment constitutes an avoidable preference to such owner
within the meaning of any applicable bankruptcy law (a "Preference").

The Insuret's Policy does not insurc against loss of any prepayment premium which may
at any time be payable with respect to any 2001 Bond. The Insurer's Policy does not, under any
circumstance, insure against loss relating to: (i) optional or mandatory redemptions (other than
mandatory sinking fund redemptions); (ii) any payments to be made on an accelerated basts; (iii)
payments of the purchase price of 2001 Bonds upon tender by an owner thereof; or (iv) any
Preference relating to (i) through (iii) above. The Insurer's Policy also does not insure against
nonpayment of principal of or interest on the 2001 Bonds resulting from the insolvency, negligence
or any other act or omission of the Trustee or any other paying agent for the 2001 Bonds.

Upon receipt of telephonic or telegraphic notice, such notice subscquently confirmed in
writing by registered or certified mail, or upon receipt of written notice by registered or certified
mail, by the Insurer from the Trustee or any owner of a 2001 Bond the payment of an insured
amount for which is then due, that such required payment has not been made, the Insurer on the
due date of such payment or within one business day after receipt of notice of such nonpayment,
whichever is later, will make a deposit of funds, in an account with State Street Bank and Trust
Company, N.A., in New York, New York, or its successor, sufficient for the payment of any such
insured amounts which are then due. Upon presentment and surrender of such 2001 Bonds or
presentment of such other proof of ownership of the 2001 Bonds, together with any appropriate
instruments of assignment to evidence the assignment of the insured amounts due on the 2001
Bonds as arc paid by the Insurer, and appropriate instruments to effect the appointment of the
Insurer as agent for such owners of the 2001 Bonds in any legal proceeding related to payment of
insured amounts on the 2001 Bonds, such instruments being in a form satisfactory to State Strect
Bank and Trust Company, N.A., State Street Bank and Trust Company, N.A. shall disburse to
such owners or the Trustee payment of the tnsured amounts due on such 2001 Bonds, less any
amount held by the Trustee for the payment of such insured amounts and legally available therefor.



MBIA Financial Information

As of December 31, 2000, the Insurer had admitted assets of $7.6 billion (audited), total
liabilities of $5.2 billion (audited), and total capital and surplus of $2.4 billion (audited)
determined in accordance with statutory accounting practices prescribed or permitted by insurance
regulatory authorities. As of March 31, 2001, the Insurer had admitted assets of $7.8 billion
(unaudited), total Kabilities of $5.4 billion (unaudited), and total capital and surplus of $2.4 billion
(unaudited) determined in accordance with statutory accounting practices prescribed or permitted
by insurance regulatory authorities. '

Additional Information About the Insurer

The Insurer is the principal operating subsidiary of MBIA Inc., a New York Stock
Exchange listed company (the "Company"). The Company is not obligated to pay the debts of or
claims against the Insurer. The Insurer is domiciled in the State of New York and licensed to do
business in and subject to regulation under the laws of all 50 states, the District of Columbia, the
Commonwealth of Puerto Rico, the Commonwealth of the Northern Mariana Islands, the Virgin
Islands of the United States and the Territory of Guam. The Insurer has two European branches,
one in the Republic of France and the other in the Kingdom of Spain. New York has laws
prescribing minimum capital requirements, limiting classes and concentrations of investments and
requiring the approval of policy rates and forms. State laws also regulate the amount of both the
aggregate and individual risks that may be insured, the payment of dividends by the Insurer,
changes in control and transactions among affiliates. Additionally, the Insurer is required to
maintain contingency reserves on its liabilities in certain amounts and for certain periods of time.

The Company files annual, quarterly and special reports, information statements and other
information with the SEC under File No. 1-9583. These SEC filings are available to the public
over the Internet at the SEC’s web site at hitp://www.sec. gov. The public may also read and copy
any of these SEC filings at the SEC’s public reference rooms in Washington D.C. Please call the
SEC at 1-800-SEC-0330 for further information on the public reference rooms. "

Copies of the SEC filings (including (1) the Company’s Annual Report on Form 10-K for
the year ended December 31, 2000, (2) the Company’s Quarterly Reports on Form 10-Q for the
quarter ended March 31, 2001, and (3) the report on Form 8-K filed by the Company on January
30, 2001 are also available, at no cost, upon request to MBIA Insurance Corporation, 113 King
Street, Armonk, New York 10504. The telephone number of the Insurer is (914) 273-4545. The
SEC filings are also available to the public over the Internet at the Company’s web site at
http://www.mbia.com. :

The following documents filed by the Company with the Securities and Exchange
Commission are incorporated herein by reference:

(1)  The Company’s Annual Report on Form 10-K for the year ended December 31,
2000.
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(2) The Company’s Quarterly Report on Form 10-Q for the quarter ended March 31,
2001.

(3) The report on Form 8-K filed by the Company on January 30, 2001.

Any documents filed by the Company pursuant to Sections 13(a), 13(c), 14 or 15(d) of the
Exchange Act after the date of this Official Statement and prior to the termination of the offering
of the securities offered hereby shall be deemed to be incorporated by reference in this Official
Statement and to be a part hereof. Any statement contained in a document incorporated or deemed
to be incorporated by reference herein, or contained in this Official Statement, shall be deemed
to be modified or superseded for purposes of this Official Statement to the extent that a statement
contained herein or in any other subsequently filed document which also is or is deemed to be
incorporated by reference herein modifies or supersedes such statement. Any such statement so
modified or superseded shall not be deemed, except as so modified or superseded, to constitute.
a part of this Official Statement. '

Financial Strength Ratings of the Insurer

Moody's Investors Service, Inc. ("Moody's") rates the financial strength of the Insurer
"Aﬂa_ L]

Standard & Poor's Ratings Services, a division of The McGraw-Hill Companies, Inc.
("S&P"), rates the financial strength of the Insurer "AAA."

Fitch, Inc. ("Fitch") rates the financial strength of the Insurer "TAAA."

Each rating of the Insurer should be evaluated independently. The ratings reflect the
respective rating agency's current assessment of the creditworthiness of the Insurer and its ability
to pay claims on its policies of insurance. Any further explanation as to the significance of the
above ratings may be obtained only from the applicable rating agency.

The above ralings are not recommendations to buy, sell or hold the 2001 Bonds, and such
ratings may be subject to revision or withdrawal at any time by the rating agencies. Any
downward revision or withdrawal of any of the above ratings may have an adverse effect on the
market price of the 2001 Bonds. The Insurer does not guaranty the market price of the 2001
Bonds nor does it guaranty that the ratings on the 2001 Bonds will not be revised or withdrawn.
Sce "Ratings."

THE CORPORATION'S OBLIGATION TO PURCHASE 2001 BONDS

Pursuant to the Tender Agreement, the Corporation is required to purchase those 2001
Bonds that are tendered to the Tender Agent but not remarketed by the applicable Remarketing
Agent. The Tender Agreement, and the Corporation's obligation thereunder to purchase 2001
Bonds, will expire upon (i} the change of the interest rate on the 2001 Bonds to an Auction Rate,
(i1) the conversion of the interest rate on the 2001 Bonds to Fixed Rates, (iii) the provision of an
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Alternate Liquidity Facility, or (iv) the maturity of the 2001 Bonds, unless terminated as described
herein,

In the event that at 10:00 A.M. New York time three Business Days prior to any Tender
and Purchase Date during the term of the Tender Agreement the amount of funds received by the
Tender Agent from the applicable Remarketing Agent, together with any interest paid to the
Tender Agent, is less than the aggregate principal amount, plus accrued interest, if any, of the
2001 Bonds to be tendered on such Tender and Purchase Date, the Tender Agent shall thereupon
notify the Corporation of such event and of the amount (together with any amount of funds to be
received by the Tender Agent from the applicable Remarketing Agent on such Tender and
Purchase Date and any interest to be paid to the Tender Agent) necessary to pay the aggregate
principal amount, plus accrued interest, if any, of the 200! Bonds to be tendered, and the
Corporation shall by 2:30 P.M. New York time on the Tender and Purchase Date deposit such
amount with the Tender Agent from moneys not then pledged under the Indenture. Nothing herein
shall be deemed to limit the Corporation' s right under the Indenture to purchase or redeem Bonds,
including tendered but unremarketed 2001 Bonds, from cligible moneys pledged pursuant to the
Indenture. By 4:30 P.M. New York time on such Tender and Purchase Date, the Tender Agent
shall apply the amount so deposited, together with any amount of funds made available to the
Tender Agent from the applicable Remarketing Agent on such Tender and Purchase Date and any
interest paid to the Tender Agent, to the purchase of the 2001 Bonds duly tendered. 2001 Bonds
in a principal amount equal to the amount (less any accrued interest) so deposited by the
Corporation shall be deemed to have been purchased by the Corporation and shall no longer be
Outstanding under the Indenture.

The Corporation's obligation to purchase 2001 Bonds pursuant to the Tender Agreement
is not a source of payment for the payment of principal of or interest on the 2001 Bonds. The
obligation of the Corporation to deposit moneys with the Tender Agent for the purchase of 2001
Bonds pursuant to the Tender Agrecement is not secured by the funds and assets held under the
Indenture. A failure by the Corporation to purchase 2001 Bonds when and as required by
the Tender Agreement is nof an Event of Default under the Indenture. No assurance can be
given that moneys will be available to the Corporation to purchase tendered 2001 Bonds. The
Corporation may cstablish lines of credit with external providers which may be used to fund any
of its obligations, including its obligation to purchase 200! Bonds pursuant to the Tender
Agreement, but has not covenanted to establish any such lines of credit.

The terms of the Tender Agreement require the Corporation to maintain the availability of
funds, in an aggregate amount at least equal to the outstanding principal amount of the 2001 Bonds
plus accrued interest thereon at the Maximum Rate, from the following sources: (i) investments
(valued in a manner that does not adversely affect the then-cexisting ratings on the 2001 Bonds) that
arc not pledged under the Indenture or pursuant to other bond indentures of the Corporation if the
2001 Bonds would be an cligible investment for the proceeds of the sale of such investments and
if such investment in 2001 Bonds would not result in the cancellation of such 2001 Bonds under
then-cxisting State law and (i) liquidity or credit facilities with financial institutions or other
entities which have short-term ratings which would not adverscly affect the then-existing short-
term ratings on the 2001 Bonds.



Prior to the change (if any) of the intercst rate on the 2001 Bonds to an Auction Rate or
the conversion (if any) of the interest rate on the 2001 Bonds to Fixed Rates, the Corporation
agrees that it shall maintain its obligation to purchase 2001 Bonds pursuant to the Tender
Agreement or furnish one or more Alternate Liquidity Facilities in substitution for such
obligation. The Corporation may replace one Alternate Liquidity Facility with another Alternate
Liquidity Facility. Any Alternatc Liquidity Facility shall be a facility provided by a commercial
bank or other financial institution and shall contain terms which are in all material respects the
same as or equivalent to those contained in the Tender Agreement except for those terms described
above relating to the maintenance by the Corporation of the availability of funds, Further, a
default under an Alternate Liquidity Facility by an Alternate Liquidity Provider is not an
Event of Default under the Indenture. The Corporation shall provide notice of furnishing or
replacing an Alternate Liquidity Facility to the Rating Agencies (and therein shall request that the
Rating Agencices review the then current ratings on the 2001 Bonds) and to the owners of the 2001
Bonds at least 30 days prior thereto. The 2001 Bonds are subject to mandatory tender for
purchase (with no right to retain) in connection with the delivery of an Alternate Liquidity Facility.

On the date on which any Alternate Liquidity Facility is delivered to the Trustee, the
Tender Agreement or predecessor Alternate Liquidity Facility, as applicable, will automatically
terminate as to the Series of 2001 Bonds for which such Alternate Liquidity Facility was delivered
without any further action.

ESTIMATED SOURCES AND USES OF FUNDS

The estimated sources and uses of funds with respect to the 2001 Bonds, after providing
moneys for certain refundings, replacements and redemptions described above and exclusive of
accrued interest, are expected to be approximately as follows:

Sources
Principal Amount of 2001 Bonds $370,170,000
Uses
Redemption of 1995 Serics A Bonds $160,000,000 -
Purchase of Available Mortgage Loans 78,164,737
Deposit to 2001 Bonds Accounts

of Program Obligation Fund . . 120,501,929
Deposit to Debt Service Reserve Account 8,500,000
Deposit to Revenue Fund for

Capitalized Interest - 1,333,334
Payment of Costs of Issuance . 525,699
Bond Insurance : : e : 147,760

- Payment of Underwriting Fee = T 996,541

- TOTAL ST : : S $370,170,000-
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Upon the issuance of the 2001 Bonds, GMRB Seclected Mortgage Loans with an
approximate aggregate principal balance as of June 1, 2001 of $225.83 million will be transferred
to the Program Obligation Fund and thereupon be subject to the licn and pledge of the Indenture.

THE 2001 BONDS
General

The 2001 Bonds, other than Auction Bonds, initially shall be dated the date of the first
delivery by the Corporation of fully executed and authenticated 2001 Bonds and shall bear interest
from such date at the Effective Rate determined by the applicable Remarketing Agent. The 2001
Bonds will mature on the dates and in the amounts set forth on the inside cover page. The 2001
Bonds will bear interest at a Daily Rate, Weekly Rate, Monthly Rate, Quarterly Rate, Semiannual
Rate or Auction Rate, unless such 2001 Bonds are Converted, in which case such Converted 2001
Bonds shall bear interest at Fixed Interest Rates until their respective maturities or prior
redemption. The 2001 Bonds initially shall bear interest at a Weekly Rate. Interest on the 2001
Bonds will be payable on the dates set forth on the cover page.

During a Mode Period other than an Auction Mode Period or a Semiannual Mode Period,
interest accrued on the 2001 Bonds shall be computed on the basis of a 365-day year or 366-day
year, as applicable, for the number of days actually elapsed. During an Auction Mode Period
(other than a six month Auction Mode Period), interest accrued on the 2001 Bonds shall be
computed on the basis of a 360-day year for the number of days actually elapsed and intercst for
each six-month Auction Mode Period shall be computed on the basis of a 360-day year consisting
of twelve 30-day months, During a Semiannual Mode Period or on and after the Conversion Date,
interest accrued on the 2001 Bonds or Converted 2001 Bonds shall be computed on the basis of
a 360-day year, consisting of twelve 30-day months.

The 2001 Bonds will be available in denominations of (1) during any Mode Period other
than an Auction Mode Period or a Semiannual Mode Period, $100,000 principal amount and
integral multiples of $5,000 in excess of $100,000; (i) during an Auction Mode Period, $25,000
principal amount and integral multiples of $5,000 in excess of $25,000; and (iii) during a
Semiannnal Mode Period or on and after the Conversion Date, $5,000 principal amount and
integral multiples thereof.

2001 Bonds bearing interest at an Auction Rate are herein referred to as " Auction Bonds. "
See " Auction Bonds" herein and Appendix D for a more detailed description of Auction Bonds,
interest rate determination procedures and other relevant information relating thereto.

Any Holder of 2001 Bonds, other than Auction Bonds, has the option of tendering the
Bonds to the Tender Agent in accordance with the provisions of the 2001 Series A/B/C/D
Supplemental Indenture as described under "Description of the 2001 Bonds” below. Auction
Bonds are not subject to tender at the option of the Holders thereof. Pursuant to the Tender
Agreement, the Corporation has the obligation to purchase, under certain conditions and from time
to time, 2001 Bonds (other than Auction Bonds) tendered or deemed tendered to the Tender Agent,
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as described in the "Mode Chart for 2001 Bonds" appearing on page (i), which tendered 2001
Bonds are not remarketed.

Reference is hereby made to the "Mode Chart for 2001 Bonds" appcaring on page (1) for
a summary of certain provisions relating to the 2001 Bonds, with such provisions more fully
described herein. For additional information with respect to the 2001 Bonds, see also "Description
of the 2001 Bonds" below and Appendix F.

No transfer or exchange of any 2001 Bond will be required to be made during the five days
preceding any date established by the Trustee for the selection of 2001 Bonds for redemption.

The 2001 Bonds are being issued only as fully registered bonds without coupons, in book-
cntry form only, registered in the name of Cede & Co., as registered owner and nomince for The
Depository Trust Company, New York, New York ("DTC"), which will act as securities
depository for the 2001 Bonds. See "Book Entry Only” below. U.S. Bank Trust National
Association is the Trustee.

Redemption
Sinking Fund Redemption
The 2001 Term Bonds arc subject to mandatory redemption in part from sinking fund-

installments, at 100% of the principal amount thereof, plus accrued interest, on the ['CSpLL[lVC
dates and in the respective principal amounts set forth below:
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Date

December 1, 2001
June 1, 2002
December 1, 2002
June 1, 2003
December 1, 2003
June 1, 2004
December 1, 2004
June 1, 2005
December 1, 2005
June 1, 2006
December 1, 2006
June 1, 2007
December 1, 2007
June 1, 2008
December 1, 2008
June 1, 2009
December 1, 2009
June 1, 2010
December 1, 2010
June 1, 2011
December 1, 2011
June 1, 2012
December 1, 2012
June 1, 2013
December I, 2013
June 1, 2014

2001 Series A
Term Bonds
Maturing
December 1, 2030

$ 500,000
705,000
720,000
735,000
745,000
770,000
780,000
795,000
815,000
825,000
845,000
860,000
880,000
895,000
920,000
930,000
950,000
960,000
995,000

1,010,000
1,030,000
1,050,000
1,070,000
1,090,000
1,115,000
1,135,000

Sinking Fund Payments

2001 Series B
Term Bonds
Maturing
December 1, 2030
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$ 620,000
855,000
§85,000
900,000
910,000
935,000
955,000
975,000
990,000

1,010,000
1,035,000
1,055,000
1,070,000
1,095,000
1,120,000
1,140,000
1,165,000
1,175,000
1,210,000
1,235,000
1,255,000
1,285,000
1,315,000
1,325,000
1,365,000
1,390,000

2001 Series C
Term Bonds
Maturing
December 1, 2032

$ 110,000
245,000
215,000
530,000
550,000
570,000
590,000
610,000
630,000
655,000
680,000
700,000
730,000
750,000
780,000
810,000
835,000
865,000
895,000
925,000
960,000
995,000

1,030,000
1,065,000
1,105,000
1,140,000

2001 Series D
Term Bonds
Maturing
December 1, 2032

$ 115,000
240,000
220,000
530,000
550,000
565,000
590,000
610,000
635,000
655,000
675,000
705,000
725,000
755,000
780,000
805,000
835,000
865,000
895,000
930,000
960,000
995,000

1,030,000
1,065,000
1,100,000
1,145,000



Date

December 1, 2014
June 1, 2015
December 1, 2015
June 1, 2016
December 1, 2016
June 1, 2017
December 1, 2017
June 1, 2018
December 1, 2018
June 1, 2019
December 1, 2019
June 1, 2020
December 1, 2020
June 1, 2021
December 1, 2021
June 1, 2022
December 1, 2022
June 1, 2023
December 1, 2023
June 1, 2024
Qeccmbcr 1, 2024
June 1, 2025
December 1, 2025
June 1, 2026
December |, 2026
June 1, 2027

2001 Series A
Term Bonds
Maturing
December 1, 2030

1,160,000
1,180,000
1,205,000
1,235,000
1,255,000
1,275,000
1,305,000
1,335,000
1,365,000
1,380,000
1,410,000
1,445,000
1,465,000
1,505,000
1,525,000
1,560,000
1,590,000
1,620,000
1,660,000
1,685,000
1,725,000
1,755,000

1,790,000

1,830,000
1,865,000
1,900,000

Sinking Fund Payments (cont'd)

2001 Series B
Term Bonds
Maturing
December 1, 2030

1,415,000
1,445,000
1,475,000
1,505,000
1,530,000
1,560,000
1,600,000
1,625,000
1,665,000
1,690,000
1,720,000
1,770,000
1,795,000
1,835,000
1,870,000
1,900,000
1,940,000
1,985,000
2,025,000
2,065,000
2,105,000
2,150,000
2,185,000

2,235,000
2,275,000
2,325,000
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2001 Series C
Term Bonds
Maturing
December 1, 2032

1,185,000
1,225,000
1,270,000
1,315,000
1,340,000
1,355,000
1,405,000
1,450,000
1,505,000
1,560,000
1,615,000
1,670,000
1,735,000
1,790,000
1,860,000
1,925,000
1,990,000
2,065,000
2,135,000
2,215,000
2,290,000
2,375,000
2,460,000
2,550,000
2,635,000
2,735,000

2001 Series D
Term Bonds
Maturing
December 1, 2032

1,180,000
1,225,000
1,270,000
1,315,000
1,345,000
1,355,000
1,400,000
1,455,000
1,505,000
1,555,000
1,615,000
1,675,000
1,730,000
1,795,000
1,855,000
1,925,000
1,995,000
2,060,000
2,140,000
2,210,000
2,295,000
2,375,000
2,460,000

2,545,000
2,640,000
2,730,000



Sinking Fund Payments (cont'd)

2001 Series A 2001 Series B 2001 Series C 2001 Series D
Term Bonds Term Bonds Term Bonds Term Bonds
Maturing Maturing Maturing Maturing

Date December 1, 2030 December 1, 2030 December 1, 2032 December 1, 2032
December 1, 2027 1,945,000 2,375,000 2,830,000 2,830,000
June 1, 2028 1,970,000 2,415,000 2,930,000 2,935,000
December 1, 2028 2,020,000 2,465,000 3,035,000 3,030,000
June 1, 2029 2,060,000 2,515,000 3,135,000 3,140,000
December 1, 2029 2,100,000 2,565,000 3,245,000 3,240,000
June 1, 2030 2,145,000 2,620,000 3,345,000 3,350,000
December 1, 2030 2,190,000+ 2,675,000% 3,440,000 3,435,000
June 1, 2031 h 3,500,000 3,505,000
December 1, 2031 3,155,000 3,150,000
June 1, 2032 2,300,000 2,300,000
December 1, 2032 2,460,000t 2,460,000f

tStated maturity.
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Any redemption (other than a mandatory redemption from sinking fund installments) of
2001 Bonds that are Term Bonds of a particular maturity will be credited against future sinking
fund installment amounts for such maturity (i) on a reasonably proportionate basis or (11) on such
other basis as shall be directed by the Corporation upon filing of a Bond Coverage Certificate
demonstrating Bond Covcrage after giving effect to any such crediting. - -

Optional Redemption

Prior to their Conversion, the 2001 Bonds are subject to redemption, on any Effective Rate
Date, in whole or in part, of any maturity as directed by the Corporation, at the option of the
Corporation, from any source of funds, at 100% of the principal amount thereof, plus accrued
interest. :

Selection of Bonds for Redemption; Purchase in Lieu of Redemption

The General Indenture provides that unless otherwise provided in an Authorizing
Indenture, the Bonds of a Series shall be redeemed (1) on a pro rata basis (which is defined in the
Indenture as a reasonably proportionate basis from among all then existing maturitics of the Bonds
of such Series, such basis to be determined as nearly as practicable by multiplying the total amount
available by the ratio which the principal amount of the Bonds Outstanding in cach maturity of
such Series bears to the principal amount of all the Bonds of such Series then Outstanding) from
all maturities of the Qutstanding Bonds of such Series or (ii) on such other basis as shall be
directed by the Corporation upon filing of a Bond Coverage Certificate demonstrating Bond
Coverage after giving effect to such redemption. The General Indenture provides that if less than
all the Bonds of a particular maturity of a Series are to be redeemed, the particular Bonds of such
maturity of such Series to be redeemed will be selected by the Trustee by lot, using such method
of selection as it deems proper in its discretion.

In lieu of redeeming Bonds, the Corporation may from time to time, prior to notice of
redemption, purchase Bonds {rom moneys held for redemption of Bonds, provided that such
purchase may not be at a price in excess of the principal amount thereof, plus accrued interest,
except as otherwise provided in the Indenture. Following purchase, such Bonds will be canceled.

Notice of Redemption

Notice of the redemption, identifying the 2001 Bonds or portion thereof to be redeemed,
will be given by the Trustee by mailing a copy of the redemption notice by first class mail (postage
prepaid) not more than 60 days and not less than 30 days prior to the redemption date to the
registered owner of each 2001 Bond to be redeemed in whole or in part at the address shown on
the registration books maintained by the Trustee. Pursuant to the Indenture, neither failure to
receive any redemption notice nor any defect in such redemption notice shall affect the sufficiency
of the proceedings for such redemption and failure by the Trustee to deliver such notice of
redemption of the Bonds at the times required in the Indenture shall not impair the ability of the
Trustee and the Corporation to effect such redemption.
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Description of the 2001 Bonds

See Appendix F for the definitions of certain capitalized terms with respect to the 2001
Bonds. Reference is also made to the "Mode Chart for 2001 Bonds” 'tppcar:ng on page (i) for a
description of certain of the terms defined below. .

Interest on the 2001 Bonds other than Auction Bonds Prior to Conversion

From the date of initial authentication and delivery of the 2001 Bonds to and including the
day preceding the next Effective Rate Date, the 2001 Bonds shall bear interest at the Weekly Rate
determined in advance by the applicable Remarketing Agent. Thereafter, in cach case, the 2001
Bonds (other than Auction Bonds) shall bear interest, commencing on the Effective Rate Date
based on the current Mode, at the rate determined by the applicable Remarketing Agent for the
new Effective Rate Period. In no event shall the interest rate borne by such 2001 Bonds exceed
the Maximum Rate.

From time to time, by notice to the Notice Parties and as required under the 2001 Series
A/B/C/D Supplemental Indenture, the Corporation may designate a new Mode Period with respect
to all or any portion of a Series of the 2001 Bonds. Change to a Daily Mode Period requires
confirmation from the Rating Agencies that such change, in and of itself, will not adversely affect
the rating on the Bonds without regard to any bond insurance or other form of credit enhancement
that may then be in effect. During each Mode Period, the Effective Rate shall be that rate which,
in the determination of the applicable Remarketing Agent, would result as nearly as practicable
in the market value of the 2001 Bonds (other than Auction Bonds) on the Effective Rate Date being
100% of the principal amount thereof, and which shall not exceed the Maximum Rate.

The applicable Remarketing Agent, in determining the Effective Rate, shall take into
account to the extent applicable (1) market interest rates for comparable securities held by
tax-exempt or taxable (as applicable) open-end municipal bond funds or other institutional or
private investors with substantial portfolios (a) with interest rate adjustment periods and demand
purchase options substantially identical to the 2001 Bonds, (b) bearing interest at a variable rate
intended to maintain par value, and (c) rated by a national credit rating agency in the same
category as the 2001 Bonds; (2) other financial market rates and indices that may have a bearing
on the Effective Rate (including, but not limited to, rates borne by commercial paper, Treasury
Bills, commercial bank prime rates, certificate of deposit rates, federal fund rates, the London
Interbank Offered Rate (LIBOR), indices maintained by The Bond Buyer, and other publicly
available tax-cxempt or taxable (as applicable) interest rate indices); (3) general financial market
conditions; and (4) factors particular to the Corporation and the 2001 Bonds.

The determination by the applicable Remarketing Agent of the Effective Rate to be borne
by the 2001 Bonds (other than Auction Bonds) shall be conclusive and binding on the Holders of
such 2001 Bonds and the other Notice Parties except as provided in the Indenture. Failure by the
applicable Remarketing Agent or the Trustee to give any notice required under the Indenture, or
any defect in such notice, shall not affect the interest rate borne by the 2001 Bonds or the rights
of the Holders thereof.



If for any rcason the position of applicable Remarketing Agent is vacant or the applicable
Remarketing Agent fails to act, the Variable Rate Tax-Exempt Bonds shall automatically bear
interest in a Weekly Mode Period with the interest rate reset on a weekly basis at the lesser of (i)
the TBMA Index plus 0.25% or (ii) the Maximum Rate. See Appendix F.

If for any reason the position of applicable Remarkcting Agent is vacant or the applicable
Remarketing Agent fails to act, the Variable Rate Taxable Bonds shall automatically bear interest
in a Weekly Mode Period with the interest rate resct on a weekly basis at the lesser of (i) Seven-
Day LIBOR plus 1% or (ii) the Maximum Rate.

Optional Tender

Holders of the 2001 Bonds, other than Auction Bonds and Fixed Rate Bonds, may elect
to tender such 2001 Bonds, which, if so tendered upon proper notice at the times and in the
manner set forth in the "Mode Chart for 2001 Bonds" appearing on page (i), will be purchased
on the next Effective Rate Date (or, in the case of 2001 Bonds in a Weekly Mode, on the purchase
date specified in the Tender Notice) at a price equal to 100% of the principal amount thereof plus
accrued interest. Such notice of optional tender for purchase of 2001 Bonds by the Holders
thereof will be irrevocable once such notice is given to the applicable Remarketing Agent while
in a Daily, Weekly or Monthly Mode Period (in which event the applicable Remarketing Agent
shall promptly notify the Tender Agent of reccipt of such notice), or the Tender Agent while in
a Quarterly or Semiannual Mode Period, as directed in the 2001 Series A/B/C/D Supplemental
Indenture and described in the "Mode Chart for 2001 Bonds" appearing on page (i).

Holders of the 2001 Bonds in an Auction Mode Period may not elect to tender their 2001
Bonds. The 2001 Bonds shall be subject to mandatory tender for purchase as described below.

Mandatory Tender

The 2001 Bonds are subject to mandatory tender for purchase (with no right to retain) (i)
on each related Mode Change Date, (i1) with respect to a Liquidity Expiration Event, on a date not
less than 5 days prior to the scheduled expiration of the Liquidity Facility, (iii) on each related
Change Date, (iv) on any related Conversion Date, and (v) on each date specified by the
Corporation in connection with the delivery of an Alternate Liquidity Facility (each a "Mandatory
Tender Date"), at a purchase price equal to 100% of the principal amount thercof plus accrued
interest. Upon any such event, the Trustee promptly shall deliver a notice of mandatory tender
to Holders stating the reason for the mandatory tender, the date of mandatory tender, and that all
Holders of 2001 Bonds subject to such mandatory tender shall be deemed to have tendered their
2001 Bonds upon such date.

On each datc on which 200! Bonds (other than Auction Bonds) arc required to be
purchased, the applicable Remarketing Agent shall use its best efforts as described herein to sell
such 2001 Bonds at an Effective Rate that results as nearly as practicable in the price being 100%
of the principal amount thercof. In the event the applicable Remarketing Agent is unable to
remarket the 2001 Bonds so tendered, the Corporation will purchase such Bonds in accordance
with the Tender Agreement. Sec "The Corporation’s Obligation to Purchase 2001 Bonds." .
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This paragraph is applicable only if the book-entry system has been discontinued and
replacement bonds have been issued or if DTC has excrcised its option to surrender and exchange
its 2001 Bond certificates. Any 2001 Bond not tendered and delivered to the Tender Agent on or
prior to its Mandatory Tender Date ("Untendered Bonds"), for which there have been irrevocably
deposited in trust with the Trustee the purchase price equal to the principal amount of such 2001
Bonds plus accrued interest shall be deemed to have been tendered and purchased on such
Mandatory Tender Date. Holders of Untendered Bonds shall not be entitled to any payment
(including any interest to accrue on or after the Mandatory Tender Date) other than the principal
amount of such Untendered Bonds, plus accrued interest to the day preceding the Mandatory
Tender Date, and said Holders shall no longer be entitled to the benefits of the Indenture, except
for the purpose of payment of the purchase price. Bond certificates will be issued in place of
Untendered Bonds pursuant to the Indenture and, after the issuance of the replacement 2001 Bond
certificates, such Untendered Bonds will be deemed purchased, canceled, and no longer
QOutstanding under the Indenture.

Conversion to a Fixed Interest Rate

The 2001 Series A/B/C/D Supplemental Indenture provides that the Corporation has the
option to Convert all or a portion of the 2001 Bonds on any Effective Rate Date to Fixed Interest
Rates, in accordance with the Indenture and as described herein. Prior and as a condition to the
Conversion of any of the 2001 Bonds, the Trustee must deliver a notice Lo the Holders thereof
specifying the Conversion Date, which Date shall be not less than 30 days following the receipt
of such notice. No Fixed Interest Rate shall be established with respect to the 2001 Series A and
B Bonds unless, on or before the Rate Determination Date for such Fixed Interest Rate Period,
Counsel's Opinion has been delivered to the Trustee to the effect that such Conversion to a Fixed
Interest Rate, in and of itself, will not adversely affect the exclusion of interest on the 2001 Series
A and B Bonds from gross income for {ederal income tax purposes. If less than all of the Auction
Bonds of a Scrics arc to be Converted, no such partial conversion shall cause the outstanding
principal amount of such Auction Bonds to be less than $10,000,000 without the approval of the
Broker-Dealers and any remaining Auction Bonds shall be in integral multiples of $25,000.
Unless and until such conditions for Conversion are satisfied, the 2001 Bonds shall continue to
bear interest at the Effective Rate. :

Designation of Subseries Upon Conversion

On any Conversion Date, all such 2001 Bonds subject to such Conversion on such
Conversion Date shall automatically, upon such Conversion, bear a subseries designation
determined by the Corporation and the Trustee. Such redesignations shall continue until all
Outstanding 2001 Bonds shall have been Converted to Fixed Interest Rates.

After Conversion

Any 2001 Bonds that arc Converted will bear interest at Fixed Interest Rates determined
upon such Conversion until the maturity or prior redemption thereof. The applicable Remarketing
Agent shall determine the Fixed Interest Rates as those rates which, in the determination of the
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applicable Remarketing Agent, would result as nearly as practicable in the market value of the
Converted 2001 Bonds on the Conversion Date being 100% of the principal amount thereof.

Atuction Bonds

The following contains certain information pertaining to Auction Procedures and certain
other matters. It does not purport to be complete and is qualified in its entirety by reference to
the Auction Procedures and related matters set forth in Appendix D. -

Interest

Auction Bonds will bear interest for each Auction Period at the Auction Rate. The Auction
Rate applicable to the Auction Bonds will equal the Auction Rate determined for each Auction
Period in accordance with the Auction Procedures as described in Appendix D.

Each 28-day Auction Period generally begins on a Thursday and ends on the fourth
Wednesday thercafter. Each seven-day Auction Period generally begins on a Thursday and ends
on the next Wednesday. The Auction Periods may change as provided in the 2001 Series
A/B/C/D Supplemental Indenture. Interest for each seven-day, 28-day and 35-day Auction Period
will be computed on the basis of a 360-day year for the number of days actually elapsed. Interest
for each six-month Auction Period will be computed on the basis of a 360-day year consisting of
twelve 30-day months.

Notwithstanding the foregoing provisions, (i) if the Auction Agent shail have fatled to
determine the Auction Rate for any Auction Period (including the circumstance where there is no
Auction Agent or Broker-Dealer), the Auction Rate for such Auction Period shall be the No
Auction Rate determined for such Auction Period; (ii) if a failure to pay principal, interest or
premium on any Auction Bond when due shall have occurred, the Auction Rate for the Auction
Period during which such failure shall have occurred and each Auction Period thereafter
commencing prior to the date on which such failure shall have ceased to be continuing shall be the
Default Rate for such Auction Period; and (iii) in the event of a failed conversion to another
Auction Rate or a Fixed Interest Rate, the Auction Bonds will automatically convert to an Auction
Period in a Seven Day Auction Mode and bear interest at the Maximum Rate for the next Auctio
Period. : : :

Auction Agent

The Trustee will enter into the Auction Agreement with an Auction Agent, who, as Agent
for the Corporation, shall perform the duties of Auction Agent. The Auction Agreement will
provide, among other things, that the Auction Agent will determine the Auction Rate for each
Auction in accordance with the Auction Procedures.

Auction Date

An Auction to determine the interest rate with respect to the Auction Bonds for the next
succeeding Auction Period will be held on the Business Day next preceding such Auction Period:
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Master Purchaser's Letters

As a condition to purchasing Auction Bonds, in any Auction or otherwise, cach prospective
purchaser of Auction Bonds is required to sign and deliver to a Broker-Dealer (who will deliver
copies thereof to the Auction Agent) a letter (a "Master Purchaser's Letter") in the form included
in Appendix E. S

Each prospective purchaser of Auction Bonds should ask its Broker-Dealer whether such
prospective purchaser should sign a Master Purchaser's Letter. If the Broker-Dealer submits
Orders for such prospective purchaser listing the Broker-Dealer as the Existing Owner or the
Potential Owner, a Master Purchaser's Letter signed by such pn ospective purchaser may not be
required.

THE FORM OF THE MASTER PURCHASER'S LETTER IS INCLUDED IN THIS
OFFICIAL STATEMENT AS APPENDIX E. EXECUTION BY A PROSPECTIVE
PURCHASER OR ITS BROKER-DEALER OF A MASTER PURCHASER'S LETTER IS NOT
A COMMITMENT TO PURCHASE AUCTION BONDS IN THE OFFERING BEING MADE
HEREBY OR IN ANY AUCTION, BUT IS A CONDITION PRECEDENT TO PURCHASING
AUCTION BONDS.

Orders by Existing Owners and Potential Owners

The procedure for submitting orders prior to the Submission Deadline on each Auction
Date is described in Appendix D, as are the particulars with regard to the determination of the
Auction Rate and the allocation of Auction Bonds.

Amendment of Auction Procedures

The provisions of the 2001 Series A/B/C/D Supplemental Indenture concerning the Auction
Procedures, including without limitation the definitions of Defauit Rate, Maximum Rate (as it
relates to Auction Bonds), Minimum Rate, Auction Index, Auction Mulitiple and Auction Rate,
may be amended by obtaining the consent of the Insurer and the beneficial owners of all Auction
Bonds affected by such amendment. If on the first Auction Date occurring at least 20 days after
the date on which the Auction Agent mailed notice to the registered owners of the Auction Bonds
affected by such amendment, Sufficient Clearing Bids have been received or all of the Auction
Bonds affected by such amendment are subject to Submitted Hold Orders, the proposed
amendment shall be deemed to have been consented to by the beneficial owners of all Auction
Bonds affected by such amendment.

Changes to the Auction Period and the Auction Date do not require the amendment of the
Auction Procedures or any consents of the beneficial owners of the Auction Bonds.

Conversion of Auction Bonds

The Trustee at the request of the Corporation may direct that all or a portion of the Auction
Bonds be converted to bear interest at a different Auction Rate or a Fixed Interest Rate provided
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that the aggregate principal amount of any Auction Bonds not so converted is a multiple of
$25,000; and provided, further, that no such partial conversion shall cause the outstanding
principal amount of any Auction Bonds of a Series to be less than $10,000,000 without the
approval of the Broker-Dealer. On the conversion date applicable to the Auction Bonds to be
converted, the Auction Bonds to be converted shall be subject to mandatory tender at a purchase
price equal to 100% of the principal amount thercof, plus accrued interest subject to and in
accordance with the Bonds; provided, however, that in the event of a failed conversion, the
Auction Bonds will not be subject to mandatory tender, will be returned to their owners, will
automatically convert to an Auction Period in the Seven Day Auction Mode and will bear interest
at the Maximum Ratc for the next Auction Period.

Mandatory Tender for Purchase of Auction Bonds

On the conversion date for any Auction Bonds selected for conversion from one Auction
Mode to another Auction Mode or from the Auction Mode Period to any other Mode Period or
to a Fixed Interest Rate, all such Auction Bonds then Outstanding shall be subject to mandatory
tender for purchase at a purchase price equal to the principal amount of such Auction Bonds plus
accrued interest. Auction Bonds to be tendered for purchase are required to be delivered by the
owners thereof to the Trustee (together with necessary assignments and endorsements) on or prior
to the conversion date applicable to such Auction Bonds.

Any Auction Bonds, or portions thereof that are not delivered as required by the Indenture
(the "Untendered Auction Bonds"), for which moneys have been irrevocably deposited in trust
with the Trustee, shall be deemed to have been delivered for purchase to the Trustee, and the
owners of such Untendered Auction Bonds shall not be entitled to any benetfits of the Bonds other
than the payment of the purchase price, and interest shall cease to accrue on such Untendered
Aunction Bonds as of the conversion date.

Special Considerations for Purchasers of Auction Bonds

The ability of any holder of Auction Bonds to sell such Auction Bonds in any auction is
directly contingent upon the Auction Agent's receipt of Sufficient Clearing Bids. If Sufficient
Clearing Bids are not received, Submitted Orders will be accepted or rejected as summarized in
Appendix D under the heading " Allocation of Auction Bonds." The obligation of the Corporation
to purchase 2001 Bonds under the Tender Agreement does not apply to Auction Bonds.

The Bond provisions concerning the Auction Procedures and related dcfinitions may be
amended by obtaining the consent of the Insurcr and the beneficial owners of all Auction Bonds
affected by such amendment. The consent of the beneficial owners affected by such amendment
may be deemed to have been given under certain circumstances.  See "Auction Bonds —
Amendment of Auction Procedures” herecin, and "Miscellaneous Provisions” in Appendix D.. -

The Auction Agent may resign from its duties as Auction Agent by giving at least 90 days'
notice, or 30 days' notice if it has not been paid, to cach Broker-Dealer, the Corporation, the
Insurer and the Trustce. The Broker-Dealer Agrcement will provide that the Broker-Dealer
thereunder may resign upon {ive Business Days' notice or immedialtely, in certain circumstances,
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and will not require, as a condition to the cffectiveness of such resignation, that a replacement
Broker-Dealer be in place. For any Auction Period during which there is no duly appointed
Auction Agent, or during which there 1s no duly appointed Broker-Dealer, it will not be possible
to hold Auctions, with the result that the interest rate on the Auction Bonds will be the No Auction
Rate.

The beneficial owner of any Auction Bonds may sell, transfer or dispose of Auction Bonds
only pursuant to a Bid or Scll order placed in an Auction or through a Broker-Dealer who advises
the Auction Agent of such transfer.

The Broker-Dealer Agreements will provide that a Broker-Dealer may submit Orders in
Auctions for its own account. If a Broker-Dealer submits an Order for its own account in any
Auction, it might have an advantage over other Bidders in that it would have knowledge of Orders
placed through it in that Auction; such Broker-Dealer, however, would not have knowledge of
Orders submitted by other Broker-Dealers (if any) in that Auction. In the Broker-Dealer
Agreements, the Broker-Dealers will agree to handle customer orders in accordance with their.
respective duties under applicable securities laws and rules.

Book Entry Only
General

The 2001 Bonds will be issued as fully-registered bonds in the name of Cede & Co., as
nominee of DTC, as registercd owner of the 2001 Bonds. Purchasers of such Bonds will not
receive physical delivery of bond certiticates. For purposes of this Official Statement, so long as
all of the 2001 Bonds are immobilized in the custody of DTC, references to holders or owners oi
2001 Bonds (except under "Tax Matters”) mean DTC or its nominee,

The information in this section concerning DTC and the DTC book-entry system has
been obtained from DTC, and neither the Corporation nor the Underwriters take
responsibility for the accuracy or completeness thereof.

DTC will act as securities depository for the 2001 Bonds. The 200! Bonds will be issued
as fully-registered securities in the name of Cede & Co., DTC's partnership nomince ("Cede") or
such other name as may be requested by an authorized representative of DTC. One fully-registered
2001 Bond certificate will be issued for cach maturity of cach Series thereof set forth on the inside
cover page in the aggregate principal amount of each such maturity, and will be deposited with
DTC.

DTC is a limited-purpose trust company organized under the New York Banking Law, a
"banking organization" within the meaning of the New York Banking Law, a member of the
Federal Reserve Systen, a "clearing corporation” within the meaning of the New York Uniform
Commercial Code and a "clearing agency” registered pursuant to the provisions of Section 17A
of the Securities Exchange Act of 1934. DTC holds securities that its participants ("Participants™)
deposit with DTC. DTC also facilitates the settlement among Participants of securitics
transactions, such as transfers and pledges, in deposited securities through electronic computerized
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-.n Participants' accounts, thereby eliminating the need for physical movement
_.ues certificates. Direct Participants include securities brokers and dealers, banks, trust
companies, clearing corporations, and certain other organizations. DTC is owned by a number of
its Direct Participants and by the New York Stock Exchange, Inc., the American Stock Exchange
LLC, Inc., and the National Association of Securitics Dealers, Inc. Access to the DTC system is
also available to others such as sccurities brokers and dealers, banks, and trust companies that
clear through or maintain a custodial relationship with a Direct Participant, either directly or
indirectly ("Indirect Participants"). The Rules applicable to DTC and its Participants are on file
with the Securities and Exchange Comimnission.

Purchases of 2001 Bonds under the DTC system must be made by or through Direct
Participants, which will receive a credit for the 2001 Bonds on DTC's records. The ownership
interest of each actual purchaser of each 2001 Bond ("Beneticial Owner”) is in turn to be recorded
on the Direct and Indirect Participants' records. Beneficial Owners will not receive written
confirmation from DTC of their purchase, but Beneficial Owners are expected to receive written
confirmations providing details of the transaction, as well as periodic statements of their holdings,
from the Direct or Indirect Participant through which the Beneficial Owner entered into the
transaction. Transfers of ownership interests in the 2001 Bonds are to be accomplished by entries
made on the books of Participants acting on behalf of Beneficial Owners. Beneficial Qwners will
not receive certificates representing their ownership interests in 2001 Bonds, except in the event
that use of the book-entry system for the 2001 Bonds is discontinued.

To facilitate subsequent transfers, all 2001 Bonds deposited by Participants with DTC are
registered in the name of DTC's partnership nominee, Cede or such other name as may be
requested by an authorized representative of DTC. The deposit of 2001 Bonds with DTC and their
regisiration in the name of Cede or such other nominee do not effect any change in beneficial
ownership. DTC has no knowledge of the actual Beneficial Owners of the 2001 Bonds; DTC's
records reflect only the identity of the Direct Participants to whose accounts such 2001 Bonds are
credited, which may or may not be the Beneficial Owners. The Participants will remain
responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct
Participants to Indirect Participants, and by Direct Participants and Indirect Participants to
Beneficial Owners will be governed by arrangements among them, subject to any statutory or
regulatory requirements as may be in eftect from time to time,

Redemption notices shall be sent to DTC. If less than ali of a maturity of a Series of the
2001 Bonds is being redeemed, DTC's practice is to determine by lot the amount of the interest
of each Direct Participant in such maturity to be redeemed.

Neither DTC nor Cede (nor such other DTC nominee) will consent or vote with respect
to 2001 Bonds. Under its usual procedures, DTC mails an Omnibus Proxy to the Corporation as
soon as possible after the record date. The Omnibus Proxy assigns Cede's consenting or voting
rights to those Direct Participants to whose accounts the 2001 Bonds are credited on the record
date (identified in a listing attached to the Omnibus Proxy).
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Payments of principal of and interest on the 2001 Bonds will be made to Cede, or .

other nominee as may bc requested by an authorized representative of DTC. DTC's practice 1.,
to credit Direct Participants' accounts, upon DTC's receipt of funds and corresponding detail
information from the Corporation or the Trustec, on payable date in accordance with their
respective holdings shown on DTC' s records. Payments by Participants to Beneficial Owners will
be governed by standing instructions and customary practices, as is the casc with securities held
for the accounts of customers in bearer form or registered in "street name," and will be the
responsibility of such Participant and not of DTC, the Trustee, or the Corporation, subject to any
statutory or regulatory requirements as may be in effect from time to time. Payment of principal
and mterest to Cede (or such other nominee as may be requested by an authorized representative
of DTC) is the responsibility of the Trustee or the Corporation, disbursement of such payments
to Direct Participants shall be the responsibility of DTC, and disbursement of such payments to
the Beneficial Owners shall be the responsibility of Direct and Indirect Participants. NEITHER
THE CORPORATION NOR THE TRUSTEE WILL HAVE ANY RESPONSIBILITY OR
OBLIGATION TO SUCH PARTICIPANTS, TO THE PERSONS FOR WHOM THEY ACT AS
NOMINEES WITH RESPECT TO THE 2001 BONDS, OR TO ANY BENEFICIAL OWNER
IN RESPECT OF THE ACCURACY OF ANY RECORDS MAINTAINED BY DTC OR ANY
DIRECT OR INDIRECT PARTICIPANT, THE PAYMENT BY DTC OR ANY DIRECT OR
INDIRECT PARTICIPANT OF ANY AMOUNT IN RESPECT OF THE PRINCIPAL OR
REDEMPTION PRICE OF OR INTEREST ON THE 2001 BONDS, ANY NOTICE THAT IS
PERMITTED OR REQUIRED TO BE GIVEN TO BONDOWNERS UNDER THE
INDENTURE, THE SELECTION BY DTC OR ANY DIRECT OR INDIRECT PARTICIPANT
OF ANY PERSON TO RECEIVE PAYMENT IN THE EVENT OF A PARTIAL
REDEMPTION OF THE 2001 BONDS, OR ANY OTHER ACTION TAKEN BY DTC AS
REGISTERED BONDOWNER.

DTC may discontinue providing its services as securities depository with respect to the
2001 Bonds at any time by giving reasonable notice to the Corporation or the Trustee. Under such
circumstances, in the event that a successor securities depository is not obtained, 2001 Bond
certificates are required to be printed and delivered as described in the Indenture.

The Corporation may decide to discontinue use of the system of book-entry transfers
through DTC (or a successor securities depository). In that event, 2001 Bond certificates will be
required to be printed and delivercd as described in the Indenture.

If bond certificates are issued, the principal and interest due upon maturity or redemption
of any of the 2001 Bonds will be payable at the office of the Trustee, as paying, agent, upon
presentation and surrender of such 2001 Bonds by the registered owner thercof on or after the date
of maturity or redemption, as the case may be. Payment of the interest on each 2001 Bond (prior
to the maturity or earlier redemption thereof) will be made by the Trustee to the regiétcrcd owner
of such 200! Bond by check mailed by first class mail on the interest paymcnt_lfdatc to such
registered owner as of the 20th day of the second preceding month at the address appearing on the
registration books relating to the 2001 Bonds. , ¥

-
3

If bond certificates are issued, the 2001 Bonds may be transferred and excﬁahged-by the
registered owner thereof or the registered owner's attorney duly authorized in writing, upon
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surrender thereof together with a written instrument of transfer satisfactory to the Trustee duly
executed by the registered owner or the registered owner's duly authorized attorney at the office
of the Trustee in Seattle, Washington. For every such exchange or transfer the Corporation or the
Trustee may charge the transferee to reimburse it for any tax, fee or other governmental charge
required to be paid with respect to such transfer or exchange. The Trustee is not obligated to
make any such transfer or exchange during the 10 days next preceding the selection of any 2001
Bond for redemption, nor of any 200! Bond so seclected for redemption. If any 2001 Bond is
mutilated, lost, stolen or destroyed, the Trustee may execute and deliver a new 2001 Bond or 2001
Bonds of the same series, maturity, interest rate and principal amount as the 2001 Bond or 2001
Bonds so mutilated, lost, stolen or destroyed, provided that such 2001 Bond is surrendered to the
Trustee, or evidence of loss, destruction or theft, together with satisfactory indemmity, is provided
to the Trustee. The fees and expenses of the Corporation and the Trustee in connection with such
replacement shall be paid by the owner.

ASSUMPTIONS REGARDING REVENUES, DEBT SERVICE
REQUIREMENTS AND PROGRAM EXPENSES

The Corporation expects that the scheduled payments, together with prepayments received,
it any, of principal of and interest on all Program Obligations and amounts held under the
Indenture {(except the Rebate Fund) and the carnings thereon will be sufficient to pay, when due,
the debt service on the Bonds and the Program Expenses in connection with the Program.

In establishing the dates and amounts of the Sinking Fund Installments and maturities of
the 2001 Bonds, the following assumptions, among others, were made by the Corporation:

{1 no Additional Bonds will be issued;

(2) 2001 Series A Bonds and 2001 Series B Bonds will bear interest at an effective
fixed rate of 4.50% per annum; '

(3) GMRB Selected Mortgage Loans will be transferred to the Indenture on August 2,
2001, and will bear interest at the rates and will have the remaining weighted average remaining
terms and outstanding principal balances as described under "Program Obligations — Mortgage
Loans — GMRB Selected Mortgage Loans”;

4) approximately $78.16 million of proceeds of the 2001 Bonds will be used to
purchase Available Mortgage Loans on August 2, 2001, bearing interest at the rates and with the
remaining weighted average remaining terms and outstanding principal balances as described under
"Program Obligations — Mortgage Loans — Avatilable Mortgage Loans";

(5 approximately $121.84 million of proceeds of the 2001 Bonds will be used to
purchase an equal principal amount of Available Mortgage Loans on July [, 2002, with a
remaining weighted average maturity of approximately 360 months and a weighted average rate
of interest of approximately 7.0% per annum,;

—29—



(6) scheduled principal of and interest on Mortgage Loans will be paid on the sixtieth
(60th) day following the scheduled payment date therefor, and Mortgage Loans will not be prepaid
or otherwise terminated prior to maturity;

(7) losses on defaulted Mortgage Loans will not cxceed any applicable insurance
coverage or guarantees and recoveries upon disposition, including foreciosures or sales in licu of
foreclosures;

(8) amounts in the Program Obligation Fund will be invested at an annual rate of
4.05% and amounts in all other Funds and Accounts under the Indenture will be invested at an
annual rate of 5.00%;

(%) the Servicers will be paid a monthly servicing fee of one-twelfth of 8% of the then
outstanding aggregate principal balance of the Mortgage Loans; other semiannual Program
Expenses of the Corporation and the Trustee under the Program will be equal to .055% of the
principal amount of then outstanding Program Obligations in the Program Obligation Fund; and

(10)  the annual premium due on the Policy will be equal to 0.03% of the amount of then
Outstanding 2001 Bonds.

The Corpoeration believes it is reasonable to make such assumptions, but no representation
1s made that the assumptions reflect any particular set of historical circumstances, no assurance
can be given that actual receipt of amounts under the Indenture will be sufficient to pay debt
service on the Bonds (including the 2001 Bonds) when duc and Program Expenses of the
Corporation and the Trustee under the Program, and to the extent that actual experience differs
from any of the assumptions, availability of such amounts may be sigmficantly affected. The
Corporation has a history of actively recycling Mortgage Loan prepayments and excess revenues
into new qualifying mortgage loans when economically appropriate and also when cconomically
appropriate of using such amounts to redeem bonds and refund such redeemed bonds and
thereafter make new qualifying mortgage loans, and presently intends to continue to do both.

PROGRAM OBLIGATIONS
Mortgage Loans
GMRB Selected Mortgage Loans
The following table sets forth certain information as of June 1, 2001 regarding the GMRB
Sclected Mortgage Loans. The Corporation generally intends to allocate most if not all of the

GMRB Sclected Mortgage Loans to the 2001 Bonds. However, no assurance is given as to what
portion, if any, of the GMRB Selected Mortgage Loans will be allocated to the 2001 Bonds.



Coupon Outstanding Number of Weighted Average

Interest Principal GMRB Selected Remaining Term
Rate Balance Mortgage Loans (in months})
3. 000% S 292,431 3 297
5.875 7714710 92 144
6.000 53,245 | 155
6.125 9,538,267 99 262
6.375 4,362.514 37 325
6.300 144,598 { 274
6.625 2,553,093 39 152
6.750 13.591.172 268 110
6.875 7.257.382 116 189
7.000 21,638,007 388 226
7.125 14,349,607 189 245
7.250 9,313,489 144 290
7.375 21,389,740 258 302
7.500 - - 203,275,859 454 16t
7.625 11,809,921 143 257
7.750 3,595,577 128 141
7.875 10,646,374 217 91
8.000 21,910,220 292 260
8.125 3,220,073 37 286
8.250 5.058,088 121 148
8.375 15,684,155 185 262
8.500 1,925,384 43 163
8.625 50,987 1 350
8.750 6,460,159 137 193
8.875 286,001 7 173
9.000 7,467,901 149 158
9.125 767,793 17 114
9.250 1,024,817 12 191
9.375 607,807 (i 135
9.500 2.845.217 __56 124
TOTAL $225.834.850 3.641

The following table sets forth certain information as of June 1, 2001 regarding the type of
primary mortgage insurance coverage originally applicable to the GMRB Selected Mortgage
Loans. No representation is made as to the current status of primary mortgage insurance coverage
or the current loan-to-value ratios of the GMRB Selected Mortgage Loans. No representation is
made as to the amount of private mortgage insurance coverage provided by carriers whose claims-
paying ability is rated investment grade or better by Moody's, S&P or Fitch.
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annual rate of generally %8 of 1% on the unpaid principal due on such mortgage loan. The
Corporation has adopted standards for qualifying cligible servicing institutions and underwriting
and servicing guidelines with respect to the recording of and collection of principal and interest
on the Mortgage Loans and the rendering to the Corporation of an accounting of funds collected.
The servicing of a Mortgage Loan includes the responsibility for foreclosure, but not the bearing
of any expenses thereof. The Servicer is expected to cncourage the curing of any default in
scheduled mortgage payments, and is required to pay, from scheduled mortgage payments, taxes,
asscssments, levies and charges, and premiums for hazard insurance and mortgage insurance, as
they may become due.

Regularly scheduled principal and interest payments on the Mortgage Loans are required
to be deposited by the Servicer with a depository bank to be held in escrow for the Trustee. Such
funds (net of applicable servicing fees) are remitted to the depository by the Servicer on the day
following receipt when total collections of such Servicer equal or exceced $2,500. Such funds are
held in a custodial account and invested for the benefit of the Trustee pending their transfer once
a month to the Trustee. Additional monthly payments on the Mortgage Loans, representing
payments for such items as property taxes and mortgage insurance, are retained by the Servicer
and applicd as necessary.

The Corporation maintains detailed Mortgage Loan collection information on its internal
data processing system. The Corporation's system generates the collection reports and
consolidates actual collections by individual bond series.

The Corporation reviews individual Servicer reports to ascertain the extent of mortgagor
payment delinquencies and Servicer processing delays in order to determine the appropriate
corrective action, if any, to be taken by the Corporation or the Servicer. Under the Corporation's
monitoring system, a Servicer is subject to enhanced review when its monthly reports for two
consecutive months show delinquency rates more than 1.50 times the average delinquency rates
experienced by the Servicer group as a whole.

Pledge of Mortgage Loans

The assignment to the Corporation of each deed of trust relating to a Mortgage Loan
deposited in the Program Obligation Fund is required to recite the interest of the Trustee on behalf
of the owners of the Bonds in the mortgaged property. Each assignment is required to be recorded
with the appropriate real property recording office for the jurisdiction in which the mortgaged
property is located. The Indenture pledges, to the Trustec and the owners of the Bonds, the
Mortgage Loans, the related deeds of trust, the Pledged Revenues and any and all assets held in
any Fund or Account (except the Rebate Fund) under the Indenture. Section 18.56.120 of the Act
provides that such a pledge is valid and binding from the time the pledge is made and, further, that
any assets or revenues so pledged are immediately subject to the lien of the pledge without
physical delivery or any further act and without regard to whether any third party has notice of
the licn of the pledge. Physical custody of each mortgage note is retained by the Corporation and
the related deed of trust is retained by the originating icnding institution. Notwithstanding the fact
that the Trustee does not have physical possession of those instruments, and while Bond Counsel
is unaware of any controlling judicial precedent, it is the opinion of Bond Counsel that the effect
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of (i) recording the assignment in the form described, (ii) execution and delivery of the Indenture
and (iii) the statutory provisions referred to above afford the Trustee (on behalf of owners of the
Bonds) a fully perfected security interest in the Mortgage LLoans which have been so assigned.

Primary Mortgage Insurance

The following description of certain primary mortgage insurance and guarantees {relating
to individual Mortgage Loans) is only a brief outline and does not purport to summarize or
describe all of the provisions thereof.

Any Mortgage Loan with an original principal amount exceeding 80% of the value of the
mortgaged property 1s required to be (1) insured by the FHA, (ii) guaranteed by the VA, HUD or
the FmHA, or (iii) insured under a private mortgage insurance policy in an amount {a) equal to
30% of the Mortgage Loan if the original loan-to-value ratio is between 90.01% and 95.00%, (b)
equal to 25% of the Mortgage L.oan if the original loan-to-value ratio is between 85.01% and
90.00% or (c) equal to 12% of the Mortgage Loan if the original loan-to-value ratio is between
80.01% and 85.00%. The only Mortgage Loans which the Corporation purchases at a loan-to-
value ratio exceeding 95% are Federally insured or guaranteed Mortgage Loans. FHA insurance
coverage and the HUD guarantee equal 100% of the outstanding principal balance of all FHA-
insured or HUD-guarantced Mortgage Loans. For all VA-guaranteed Mortgage Loans, the VA
guarantee plus the down payment must be at least 25% of the original Mortgage Loan amount.
The FmHA guarantee covers the lesser of (a) any loss up to 90% of the original principal amount
of the Mortgage Loan or (b) any loss in full up to 35% of the original principal amount of the
Mortgage Loan plus 85% on any additional loss. The FHA insurance or VA, HUD or FmHA
guarantee must be maintained for the entire period during which the Corporation owns an interest
in the Mortgage Loan. A private mortgage insurance policy is required to be maintained in force
and effect (a) for the period during which the Corporation owns an interest in the Mortgage Loan
or (b) until the outstanding principal amount of the Mortgage Loan is reduced to 80% of the lesser
of the original appraised value of the morigaged property or the original sale price of the
mortgaged property. The cost of any such insurance or guarantee will be paid by the mortgagor.

In general, FHA, VA, HUD and FmHA regulations and private mortgage insurance
contracts provide for the payment of insurance benefits to a mortgage lender upon the failure of
a mortgagor to make any payment or to perform any obligation under the insured or guaranteed
mortgage loan and the continuance of such failure for a stated period. In order to receive payment
of insurance benefits, a mortgage lender, such as the Corporation, normally must acquire title to
the property, either through foreclosure or conveyance in lieu of foreclosure, and convey such title
to the insurer. Alternatively, where it is determined that the default was caused by circumstances
beyond the control of the mortgagor, certain FHA regulations permit a mortgage lender to assign
the mortgage to the FHA and receive insurance payments. In general, primary mortgage
insurance benefits, as limited by the amount of coverage indicated above, are based upon the
unpaid principal amount of the mortgage loan at the date of institution of foreclosure proceedings
or the acquisition of the property after default, as the case may be, adjusted to reflect certain
payments paid or received by the mortgage lender. Where property to be conveyed to an insurer
has been damaged, it is generally required, as a condition to payment of an insurance claim, that
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such property be restored to its original condition (recasonablc wear and tear excepted) by the
mortgage lender prior to such conveyance or assignment.

Standard Homeowner Insurance Policies

The following is a brief description of standard homeowner insurance policies and
reference must be made to the actual underlying policies for a complete and accurate description.

Each mortgagor is required to maintain for the mortgaged property a standard
homeowner's insurance policy i an amount which is not less than (i) the maximum insurable
value of the mortgaged property or (ii) the unpaid principal amount of the Mortgage Loan,
whichever is less. The insurance policy is required to be written by an insurance company
qualified to do business in the State and qualified to provide insurance on or in conncction with
mortgages purchased by the Federal Home Loan Mortgage Corporation ("FHLMC") or the
Federal National Mortgage Association ("FNMA"). The mortgagor pays the cost of the standard
homeowner insurance policy. '

In general, a standard homeowner's form of fire with cxtended coverage policy insures
against physical damage to or destruction of the improvements on the property by fire, lightning,
explosion, smoke, windstorm, hail, riot, strike, and civil commotion, subject to the conditions and
exclusions particuiarized in each policy. Policies typically exclude physical damage resulting from
the foellowing: war, revolution, governmental action, floods and other water-related causes, earth
movement (including earthquakes, landslides and mud-slides), nuclear reactions, wet or dry rot,
vermin, rodents, insects or domestic animals, theft, and, in certain cases, vandalism.

Alaska Foreclosure Law

The real estate security instrument customarily used in the State is the deed of trust. The
parties to the deed of trust are the trustor (debtor), trustee and beneficiary (lender). Trustees arc
commonly title insurance companies. Both summary and judicial foreclosure proceedings are
permitted. The deed of trust does not effect a conveyance of legal title, which remains in the
trustor. The beneficiary acquires a security interest (lien) which may be enforced in accordance
with the terms of the deed of trust and State statutes. Failure of the trustor to perform any of the
covenants of the deed of trust generally constitutes an event of default entitling the beneficiary to
declare a default and exercise its right of foreciosure.

Summary foreclosure may be used if provided for in the deed of trust. All deeds of trust
securing Mortgage Loans transferred to a Series Account of the Program Obligation Fund contain
provisions which permit summary foreclosure. Following a default by the trustor, upon request
of the beneficiary and not less than three months before the sale, the trustee must record a notice
of default in the recording district in which the property is located. Within 10 days after recording
the notice of default, the trustee must mail a copy of the notice of defauit to the trustor, any
successors in interest to the trustor, anyone in possession or occupying the property, and anyone
who has an interest subsequent to the interest of the trustee in the deed of trust. If the default may
be cured by the payment of money, the trustor may cure the default at any time prior to sale by
payment of the sum in default without acceleration of the principal which would not then be due
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in the absence of default, plus actual costs and attorney's fees due to the default, If default has
been cured under the same deed of trust after notice of default two or more times, the trustee may
elect to refuse payment and continue the foreclosure proceeding to sale. Notice of the sale must
be posted in three public pilaces within five miles of where the sale is to be held, not less than
thirty days before the day of sale and by publishing a copy of the notice four times, once a week
for four successive weeks, in a newspaper of general circulation published nearest the place of
sale. The sale must be made at public auction at a courthouse of the superior court in the judicial
district where the property is located, unless the deed of trust provides for a different place. After
the sale, an affidavit of mailing the notice of default and an affidavit of publication of the notice
must be recorded 1n the recording district where the property is located. The foreclosure sale and
conveyance transfers all the title and interest which the trustor had in the property sold at the time
of the execution of the deed of trust plus all interest the trustor may have acquired before the sale
and extinguishes all junior liens. There is no right of redemption unless otherwisce provided by
the deed of trust. A deficiency judgment is prohibited where summary foreclosure is utilized.

Judicial foreclosure is also permitted. A deficiency judgment is allowed where judicial
foreclosure is utilized, but judicial foreclosure is much more time-consuming than summary
foreclosure. The judgment debtor under a judicial foreclosure proceeding has the right to redeem
the property within 12 months from the order of confirmation. If the judgment debtor redeems
the property, the foreclosure proceeding is terminated. Otherwise, within 60 days after the order
confirming the foreclosure sale, any subsequent lien creditor can redeem the property. There can
be as many redemptions as there are subsequent lien creditors. Upon expiration of the redemption
period, the purchaser or redemptioner is entitled to a conveyance of the property.

THE CORFPORATION
General

The Corporation was established in 1971 as a non-stock, public corporation and
government instrumentality of the State. The Corporation currently functions as a major source
of residential mortgage loan financing in the State. The Corporation’s programs were originally
established to take advantage of tax-exempt financing permitted under Federal income tax law.
Mortgages which meet applicable Federal income tax requirements arc financed by selling tax-
exempt bonds.  All other mortgages generally are financed through the issuance of taxable bonds
or from internal funds. A substantial portion of the Corporation's mortgage purchase activitics
were funded in the taxable debt markets, including issuance of taxable bonds and the sale of
securities in the Eurodollar market. Since 1972, the Corporation has acquired, by appropriation
from the State and by purchase from approximately 48 independent originating lending institutions
operating throughout the State, a portfolio of mortgage loans which, at March 31, 2001,
aggregated 30, 118 mortgages and loans {(including mobile homes) having an unamortized principal
balance of approximately $3. 1 billion dollars. On July 1, 1992, the Corporation succeeded to the
public housing functions of the Alaska State Housing Authority (the " Authority") and the rural
housing and residential energy functions of the former Department of Community and Regional
Affairs (the "Department”) pursuant to legislation enacted in the State’'s 1992 legislative session.
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As a result, the rights and obligations created by bonds and notes that werc previously issued by
the Authority became rights and obligations of the Corporation.

The Corporation prepares and publishes quarterly a Statistical Abstract Report containing
detailed information concerning characteristics of the Corporation's mortgage loan portfolios and
bond issues, market characteristics of the Corporation's real estate owned ("REO") properties and
a review of certain seller/servicer activity. In addition, the Corporation prepares monthly and
publishes quarterly a Mortgage Loan and Bond Information report containing information
concerning the outstanding bonds and notes of the Corporation, including mandatory and special
redemptions and mortgage loan pool and prepayment statistics and rates.  The Corporation
presently intends to continue to provide such information, but is not legally obligated to do so.
Certain financial and statistical information relating to the Corporation and its programs under this
heading "The Corporation" was obtained from the audited financial statcments of the Corporation
dated June 30, 2000 and the unaudited financial statements of the Corporation dated March 31,
2001. Certain additional financial and statistical information relating to the Corporation and its
programs under this heading "The Corporation” was obtained from the Jane 2000 and March 2001
Statistical Abstract Reports and the June 2000 and March 2001 Mortgage Loan and Bond
Information Reports. Copies of such financial statements and the most recent versions of such
reports may be obtained upon request from the Corporation. The Corporation's main office is
located at 4300 Boniface Parkway, Anchorage, Alaska 99504, its web site is
http://www. ahfc. state. ak.us (this reference to the Corporation’s website is not intended to
incorporate the materials contained thercon into this Official Statement) and its telephone number
is (907) 338-6100.

Board of Directors, Staff and Organization

The Corporation is required by law to comply {except for the procurement provisions of
the Alaska Executive Budget Act), and does comply, with the Statc budget process. The
Corporation administratively operates within the State Department of Revenue. The Board of
Directors of the Corporation is comprised of the Commissioner of Revenue, the Commissioner
of Community and Economic Development and the Commissioner of Health and Social Services,
as well as four members from the following sectors of the general public appointed by the
Governor: one member with expertise or experience in finance or real estate; onec member who
is a rural resident of the State or who has expertise or experience with a regional housing
authority: one member who has cxpertise or experience in residential cnergy etficient home-
building or weatherization; and one member who has expertise or experience in the provision of
senior or low-income housing. The powers of the Corporation arc vested in and exercised by a
majority of its Board of Directors then in office, who may delegate such powers and duties as
appropriate and permitted under the Act. The Corporation's current members of its Board of
Dircctors are as follows: :

Name Location
Ms. Jewel Jones ' Director, Health and Human Services Department
Chair ' Municipality of Anchorage ' S

Anchorage, Alaska
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Mr. Robert Grove Operations Manager, University of Alaska Fairbanks
Vice-Chair Geophysical Institute
Ester, Alaska

Mr. Marty Shuravloff Executive Director, Kodiak Isiand Housing Authority
Kodiak, Alaska

Mr. Wilson Condon Commisstoner, Department of Revenue
State of Alaska
Juneau, Alaska

Ms. Karen Perdue Commissioner, Department of Health
and Social Services, State of Alaska
Juneau, Alaska

Ms. Deborah Sedwick Commissioner, Department of Community and
Economic Devclopment, State of Alaska
Anchorage, Alaska

Mr. Michael Cook Certifited Public Accountant
Fairbanks, Alaska

The following sub-committees of the Board of Directors have been established: Audit
Committee, Investment Advisory Committee, Housing Budget and Policy Committee, and the
Personne! Committee.

The Corporation's staff consists of approximately 317 employees organized into 10
departments: Administrative Services, Mortgage Opcrations, Public Housing Diviston, Finance
and Accounting, Planning and Program Development, Audit, Corporate Communications, Budget,
Personnel, and Rescarch and Rural Development Division. The principal officers and staff are
as follows:

Daniel R. Fauske - Chief Execcutive Officer/Executive Director.  Mr. Fauske joined the
Corporation on March 1, 1995, Prior to joining the Corporation, Mr. Fauske worked for the
North Slope Borough in Barrow, Alaska from 1985 until 1993. During this time, Mr. Fauske
served as Budget Director, Chief Fiscal Officer, and Chief Administrative Officer. Most recently
he served as Chief Fiscal Officer oversceing a $1.2 billion capital improvement program for the
North Slope Borough. Mr. Fauske holds a master's degree in business administration from
Gonzaga University.

Judith DeSpain - Deputy Executive Director. Ms. DeSpain has been with the Corporation since
February 1980, serving in all arcas of administration. Ms. DeSpain is responsible for various
program operations including loan servicing, mortgage operations, public housing operations,
planning and program development and rural rescarch and development.
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Michael Bailer - Chicf Administrative Officer. Mr. Buller joined the Corporation in June-of
1995. Mr. Buller is responsible for administrative services, personncl, audit, budget, and finance
and accounting. Hc previously worked for the North Slope Borough from 1987 through 1993 as
Budget Manager and Deputy Dircctor of the Department of Administration & Finance. From
August 1993 through June 1995, Mr. Buller was employcd as Assistant City Manager for the City
of Unalaska. Mr. Buller holds a master's degree in business administration from Gonzaga
University.

Joseph M. Dubler - Chief Financial Officer/Finance Director. Mr. Dubler has been with the
Corporation since 1989 and previously served as Senior Finance Officer, Finance Officer,
Financial Reporting Officer and Financial Analyst . Mr. Dubler was an auditor with a public
accounting firm from 1986 through 1989. Mr. Dubler is a certified public accountant, certificd
cash manager, and a graduate of San Francisco State University with a bachclor of science,
business administration degree.

Barbara Baker - Dicector, Planning and Program Development Department. This department
is responsible for the Corporation's program planning, grant writing and fund development. In
addition, this department administers the Low Income Housing Tax Credit Program and all grant
programs other than the Supplemental Housing Grant Program. Ms. Baker worked at the
Authority, prior to its merger with the Corporation, for four years as Dircctor of Construction and
Development.  Ms. Baker has been in state government service since 1979, has held other
management positions and has served as an economist with the Alaska Department of Labor, Ms.
Baker holds a bachelor of arts degree in urban and regional planning from Western Washington
University.

Anthony C. Berdahl - Scnior Finance Officer. Mr. Berdahl has been with the Corporation since
1989, previously serving the Corporation as an Accountant [H and Financial Analyst II. Mr.
Berdahl is a certified public accountant and holds a master's degree in accounting from the
University of North Dakota.

Robert L. Brean - Dircctor, Research and Rural Development Division. Mr. Brean served
previously as Deputy Commissioner of the Department of Community and Regional Affairs, He
was with the Department, with the cxception of two years, since 1983. Born in the village of
Tanacross, Alaska, hc has served as President of the Village Corporation for 22 years. A
sharcholder of Doyon Inc., Mr. Brean holds a degree in cultural anthropology/sociology from
Alaska Mecthodist University.

Nola Cedergreen - Administrative Services Director. In her present capacity, Ms. Cedergreen
is responsible for risk management, procurcment, record management, and management
information systems. From December 1987 until July 1992, she managed Alaskan Home
Propertics, the Corporation’s real estate owned division. Her previous experience includes 12
years of real estate sales and management, working for both private and institutional owners. Ms.
Cedergreen holds a bachelor of arts degree in organizational management {rom Alaska Pacific
University.



Peter E. Haines - Finance Officer. Mr. Haines has been with the Corporation since 1990 and
previously served as Financial Analyst II. Mr. Haines is a certified public accountant, certified
cash manager, and a graduate of Brigham Young University with a bachelor of science degree.

Paul M. Kapansky - Mortgage Opcrations Director. Mr. Kapansky joined the Corporation in
July 1988 and served as Servicing Operations Director until July 1990; subsequently, he served
as Mortgage Insurance Operations Director until August 1991 and Mortgage Project Officer until
November 1999. He had previously held a varicty of positions with several Alaska financial
institutions over a period of 18 years, ncluding five years as a Vice President and seven years as
a President. Mr. Kapansky holds a master's degree in business administration from the University
of Alaska, Anchorage, and graduated with a bachelor of science degree in business administration
from the University of Hartford.

Michael L. Strand - Financial Analyst II. Mr. Strand joined the Corporation in April 2001. He
previously served for one year as Budget Analyst in Anchorage for Municipal Light and Power
and for three years as Financial Analyst for VECO Alaska, Mr. Strand is a graduate of the
University of Alaska, Anchorage, with a bachelor of arts degree in business administration.

Robert K. Tune - Internal Auditor. Mr. Tune has been with the Corporation since March 1993,
serving as Assistant Auditor and now as the Internal Auditor. Mr. Tune was an Internal Review
Specialist and System Administrator/Asset Servicing Officer with the Federal Deposit Insurance
Corporation from July 1990 to March 1993. Mr. Tune is a graduate of Lewis and Clark College,
Portland, Oregon, with a bachelor of science degree in business administration.

Wesley J. Weir - Dircector, Public Housing Division. Mr. Weir assumed his current dutics in
April of 1995. He previously served lor two years as Program Manager for the North Slope
Borough with primary responsibility for planning and design of water/sewer systems, health
facilities and housing. Prior to that time he was employed by the State of Alaska for sixteen years,
holding a variety of positions with responsibilities that included planning, design administration,
construction administration, and maintenance and operations of State facilities. Mr. Weir holds
a master's degree from Alaska Pacific University.

Activities of the Corporation
General

General. The principal activity of the Corporation is the purchase of residential mortgage
loans. The Corporation acquires mortgage loans after they have been originated and closed by
direct lenders, which normally are financial institutions or mortgage companics with operations
in the Statc. Under many of the Corporation's programs, the originating lender generally
continues to service the mortgage loan on behalf of the Corporation. This activity has been
supplemented by the merger with the Authority under which the Corporation assumed
responsibility for the public housing functions of the Authority and its assumption of the rural
housing and residential energy functions of the Department. Sce "The Corporation — General. "
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Public Housing Programs. The Corporation performs certain public housing functions in
the State. The Public Housing Division of the Corporation (the "Division") operates 1,720 units
of Low Rent and Section 8 New Construction/Additional Assistance housing to serve low-income
families, disabled persons and seniors in 16 Alaskan communities. The Division also administers
the rent subsidies for approximately 3,646 families located in private-sector housing through
vouchers, certificates, and coupons issued pursuant to Section 8 of the National Housing Act. The
Division's operating budget is funded primarily through contracts with the U.S. Department of
Housing and Urban Development (HUD). The Division is engaged in a number of multifamily
renovation and new construction projects throughout the State.

Lending

Loans ro Sponsors Program. Under this program, the Corporation lends funds to a sponsor
which in turn re-lends the monies to its borrowers (recipients) under terms and conditions
approved by the Corporation. Eligible sponsors are non-profits, regional housing authorities,
agencies of the State, or municipalities in the State. The sponsor's recipients are individuals or
families whose income does not exceed 90% of the median income for the arca. Loan funds may
be used to provide housing loans or loans to improve the quality of housing. Six loan commitments
totaling $24,900,000 have been approved since the program's implementation in 1993,

Single Family Housing Programs. Of the Corporation's previous large subsidized
mortgage loan programs, only a mortgage interest rate subsidy program for low-to-moderate
income Alaskans remains. The interest rate subsidy is provided to such low-to-moderate income
Alaskans on the first $50,000 of their eligible mortgage loans,

Rural Housing Programs. The Mortgage Operations Department administers a broad array
of programs, including a principal program that relates to the administration of a Housing
Assistance Loan Fund (the "HALF"). The interest rate on the loans under this program is one
percent below the rate established for the Corporation's taxable bond program. The HALF is used
to acquire loans made in small communities throughout the state. Mortgage Loans purchased
under this program had unamortized principal balances aggregating approximately $501.8 million
at March 31, 2001,

Mortgage Loan Restructuring Programs. The Corporation has accomplished scveral large
mortgage restructuring programs since 1987. The most recent of these programs, the Streamlined
Refinance Program, started in March 1998 and allows applicants to obtain new financing secured
by property that is currently financed by the Corporation without income, credit, or appraisal
qualifications. Although current owner-occupancy is not required, the original loan must have
been made to an owner-occupant and may have been a first or second lien, conforming or
nonconforming. These loans may be insured conventionally or through FHA or guaranteed by
the VA. Asof March 31, 2001, the Streamlined Refinance Program included mortgage loans with
an aggregate outstanding principal balance of $110,417,200 and commitments totaling $939,440.

Senior Housing Revolving Loan Program. The State established the Senior Housing Office
and Senior Housing Revolving Loan Program within the Department in 1991, In July of 1992,
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the Senior Housing Office and Revolving Loan Program were transferred ito the Corporation in
connection with the merger between the Corporation and the Authority.

Affordacle Homeownership Guaranteed Loan Program. The Affordable Homeownership
Guaranteed Loan Program was designed to premete homeownership opportunities for low-to-
moderate income borrowers by providing 5% inicrest rates. Loans under this program must be
insured or guaranteed by FHA, FmHA (for loans in areas defined as small communitics only) or
the VA. The Corporation set aside $11,500,000 for loans in small communities and $103, 500,000
for loans in other communities from funds related to the General Mortgage Revenue Bonds
Program. The Corporaiicn purchased 21 loans with an original principal balance of $5,384,625
insmall communities and 858 loans with an original principal balance of $87,245,034 in the other
communitics. This program has been superseded by a further low interest rate loan program for
low-to-moderate income borrowers as described below under "The Corporation — Activities of
the Corporation — Bond Financed Programs — Interest Rate Reduction for Low Income Borrower
Program.”

Bond Financed Programs

Tax-Exempt First Time Homebuver Program. The Corporation operates a Tax-Exempt
First Time Homebuyer Program funded with the proceeds of Mortgage Revenue Bonds. Under
this program, first mortgage loans which meet the requirements of the Internal Revenue Code are
purchased by the Corporation from qualifying originating lending institutions located throughout
the State. Mortgage loans may be exchanged for mortgage-backed sceurities issued by GNMA,
FNMA, and FHLMC. The mortgage loans and/or mortgage-backed sccuritics arc pledged to
collateralize obligations of the Corporation. The Corporation purchased 1,367 mortgage loans
under the Tax-Exempt First Time Homebuyer Program during the nine month period ended March
31, 2001, with an approximate original principal balance of $136. 1 million. :

Taxable First Time Homebuyer Program. The Corporation began a Taxable First Time
Homebuyer Program to address higher costs of housing in certain areas of the State. The program
provides financing to first time homebuyers who do not meet the purchase price and income limits
under the Tax-Exempt First Time Homebuyer Program. This program has been funded with a
variety of sources, and since its inception in 1999, the program has generated approximately $300
million in loan activity.

Multifamily, Special Needs, and Congregate Housing Program. During 1991, the
Corporation implemented a program of financing multifamily housing. It was subscquently
modified to include special-needs and congregate facilities. The Corporation has issued six scrics
of bonds totaling $213,080,000 in principal amount to finance loans under this program. The
program is designed to provide traditional multifamily housing; transitional housing; and housing
for the elderly, the developmentally disabled, and the homeless. A project may qualify for
financing if it provides housing for persons of lower to moderate income or if it is located in a
remote, under-developed or blighted arca of the State and meets other requirements of the
Corporation.



Veterans Mortgage Program. The Corporation operates a Veterans Mortgage Program
under which first mortgage loans made to veterans meeting certain Federal requircments are
purchased by the Corporation from qualifying originating lending institutions located througnout
the State. Mortgage loans may be exchanged for mortgage-backed sccuritics-issied by GNMA,
FNMA and FHLMC. The mortgage loans and/or mortgage-backed securities are pledged to
collateralize tax-exempt obligations of the Corporation. Since 1983, the Corporation has issued
$2,102,500,000 principal amount of State-guaranteed Veterans Bonds, of which $488,005,000
principal amount was outstanding as of March 31, 2001. The Corporation purchased 347
mortgage loans under the Veterans Mortgage Program during the nine month period ended March
31, 2001, with an approximate original principal balance of $58.5 million.

Governmental Purpose Bonds. The Corporation has issued $603 million principal amount
of Governmental Purpose Bonds primarily to finance certain capital expenditures of the State for
governmental purposcs, with certain proceeds available for general corporate purposes.

State Capital Project Bonds. As of March 31, 2001 the Corporation has issued
$270,880,000 principal amount of State Capital Project Bonds. These bonds were issued pursuant
to the 1998 Act and the 2000 Act (each defined below under "The Corporation — Legislative
Activity/Transfers to the State —The 1998 Act” and "—The 2000 and 2001 Acts,” respectively),
which authorize the issuance of approximately $300,000,000 in bonds to finance designated capital
projects of state agencies and instrumentalities. The authorization to issuc bonds under the 1998
Act and the 2000 Act expires July 1, 2006. As of March 31, 2001, $105,275,000 of bond
proceeds had been disbursed for authorized projects.

State Building Lease Bonds. In 1999, the Corporation issued $40,000,000 principal
amount of bonds to finance the purchase of an office building in downtown Anchorage, Alaska.
These bonds are sccured by an assignment of the payments on an Agreement of Lease between the
Corporation and the State.

Refinancing Activity. The proceeds from bond and note issucs, combined with
contributions from unrestricted funds of the Corporation, provide funding for the Corporation’s
mortgage purchasc and mortgage refinancing activities. Since 1986, implementation of refinancing
programs by the Corporation has resulted in the prepayment of outstanding mortgage loans
(including mortgage loans represented by mortgage certificates) with a corresponding redemption
at par of substantial amounts of the Corporation's notes or bonds secured by such mortgage loans
(or mortgage certificates).

Interest Rate Reduction for Low Income Borrower Program. Effective July 1, 2001, this
program provides an mterest rate reduction to borrowers whose income is below 80% of area
median income as established by HUD. An interest rate reduction of .5% is available to
borrowers whose income 15 at least 60% but less than 80% of area median incomes and an interest
rate reduction of 1% is available to borrowers whose income is less than 60% of arca median
income. The interest rate reduction applies only to the first $180,000 of the loan. In gencral, this
program is funded by means of zero percent interest rate participations in mortgage loans financed
with proceeds of the Corporation’s General Mortgage Revenue Bonds or with the Corporation's
general unrestricted funds.  Applicants generally must be first-time homebuyers, with some

46—



gxceptions permitted based on the borrower's age and other factors. As of March 31, 2001, the
Corporation, through this program, had purchased mortgage loans with an aggregate principal
balance outstanding of $477,016,331 and had outstanding commitments totaling approximately
$16,200,193.

Financing Activity

The Corporation is authorized by the State Legislature to issue its own bonds, bond
anticipation notes and other obligations in such principal amounts as the Corporation deems
necessary to provide sufficient funds for carrying out its purpose.

Pursuant to State law, the maximum amount of bonds that the Corporation may issue
during any fiscal year (the Corporation’s fiscal years end on June 30) is $1.5 billion. Bonds issued
to refund outstanding bonds and to refinance outstanding obligations of the Corporation are not
counted against such maximum annual limit.

The Corporation's mortgage lending activities have been financed through the issuance of
bonds and notes. Prior to its merger with the Corporation, the Authority also issued bonds and
notes. The following table summarizes the aggregate amount of Corporation bonds and notes that
have been issued and that remain outstanding. Information regarding the Corporation's bonds and
notes is provided quarterly in the Corporation's Mortgage Loan and Bond Information Report.
See "The Corporation — General,”

Summary of Corporation Bonds and Notes
(000s)
As of March 31, 2001

Taxable
Tax-Exempt Bonds
Bonds And Notes'? Total
Amount Issued . .. .. $8,911,149 $3,936,090 $12,847,239
Amount Qutstanding . $3,007,914 $63,240 3,071,154

‘" Excluding $78 million of Commerciat Paper and $12 million of reverse repurchase agreements with maturitics
not in ¢xcess of 180 days.

During the fiscal year ended June 30, 2000, and the fiscal year ended June 30, 1999, the
Corporation redecmed, exclusive of scheduled maturities and sinking fund payments, a total of
$399,711,360 and $110,101,657, respectively, of debt, pursuant to provisions of the related
agreements. These provisions include special optional and mandatory redemption features,
including those that permit surplus revenues, resulting primarily from mortgage loan prepayments,
to be used to retire the obligations at par. Of the $399,711,360 of debt redeemed during the fiscal
year ended June 30, 2000 as described above, $300,000,000 of such amount comprised the
refunding of the Corporation's General Mortgage Revenue Bonds, $120,000,000 1991 Series A
and $180,000,000 1991 Series B. L
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In addition to the Corporation's loan activities financed with bond proceeds, a substantial
portion of the Corporation's loan activities has been financed with loan prepayments and earnings
derived from the permitted spread between borrowing and lending rates. :

The Corporation entered into a Commercial Paper Notes agreement with a major domestic
dealer permitting the issuance of up to $150 million of short-term unsecured notes. As of March
31, 2001, $78 million was outstanding under the Commercial Paper Notes Program. The
Corporation's Commercial Paper Notes Program is currently rated "P-1" by Moody's, "A-1+"
by S&P and "F-1+ " by Fitch. The Corporation's Euro-Commercial Paper Program has no
outstanding balance and, while still available, the Corporation does not intend to use the program
to issue additional notes.

The Corporation negotiated a new Revolving Credit ‘Agreement in the amount of $150
million on August 10, 1999 with a major European bank under which the Corporation may
borrow up to the principal amount of the facility for general corporate purposes. In addition, the
Corporation had reverse repurchase agreements with outstanding balances aggregating $ 12 million
at March 31, 2001.

The following table details the total of $883,435,000 of long-term debt issued by the
Corporation during its fiscal year ending June 30, 2000 to continue 1ts various ongomg lending
programs. : :

Current Ratings:
S&P/Moody's/ Fitch

Program/Project

Title of Issue Date Issued Funded Tax Status

$302, 700,000 General
Mortgage Revenue Bonds
1999 Serics A

AAAAaaf AAA September 28, 1999 General Mortgage Tax Exempt

S110,000,000 Collateralized  AAA/AGVAAA Qctober 28, 1999
Bonds, 1999 First Series

546,095,000 Subseries A-1
(Non-AMT)

$63,903,000 Subscries A-2

{AMT)

Veterans Mortgage
Program

Tax Exempt

£200,000,000 Mortgage
Revenue Bonds

S11,440,000 1999
Series A-1

$188,560,000 1999
Series A-2 (AMT)

AAA/ A/ AAA November 17, 1999 Tax-Exempt

Tax Excmpt
Mortgage Program :

$56,755,000 Housing AAATARAAA
Devclopment Bonds
$1,675,000 1999 Series A
{Non-AMT)
$5,080,000 1999 Series B
{AMT)
$50,000,000 1999 Series C
{Non-AMT; Governmentat
Purpose)

Pecember 9,-1999
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103,980,000 State Capital AAA Aa/ AAA
Project Bonds 1999 Series B
(Nen-Callable)

$30,730,000 Subscrics B-1

$67.250.000 Subseries B-2

$40.000,000 State Building AAA/Aa/AAA
Lease Bonds Scrics 1999

570,000,000 Collateralized AAATAB/AAA
Bonds, 2000 First Scrics

$56,475,000 Subseries A-t
(Noen-AMT)

$13,525,000 Subserics A-2
(AMT)

Recent Financial Results of Operations

Reference is made to the unaudited financial statements of the Corporation, which show
that the Corporation’s net income for the nine-month period ended March 31, 2001 was $63.4
million, and to the audited financial statements of the Corporation, which show that the
Corporation' s net income for the fiscal years ended June 30, 2000 and 1999 was $81.8 million and
$79.8 million, respectively. See "Financial Statements” and Appendix A —"Financial Statements

of the Corporation.”

The following is a summary of revenues, expenses and fund balances for each of the four fiscal
years ended on or prior to June 30, 2000, and for the nine-month period ended March 31, 2001,
which have been derived from the Corporation's audited and unaudited financial statcments,

December 14, 1999

December 15, 1999

June 14, 2000

respectively, prepared on a combined fund basis.

Governmental
Purposc

Governmental
Purpose

Vewerans Mortgage
Program

Tax Exempt

Tax Exempt

Tax Exempt



materially from those that have been projected. Such risks and uncertainties include, among
others, general economic and business conditions relating to the Corporation and the housing
industry in general, changes in political, social and economic conditions, regulatory initiatives and
compliance with governmental regniations, litigation and various other events, conditions and
circumstances, many of which are beyond the control of the Corporation. These forward-looking
statements speak only as of the date of this Official Statement. The Corporation disclaims any
obligation or undertaking to release publicly any updates or revisions to any forward-looking
statement contained herein to reflect any changes in the Corporation's expectations with regard
thereto or any change in events, conditions or circumstances on which any such statement is based.

The 1995 State Payment Plan

On April 23, 1994, the Corporation’s Board of Directors approved a payment to the State's
general fund of $200,000,000.

SMIF Transfers

In 1997, as a result of the redemption of the remaining Insured Mortgage Bonds of the
Corporation, there became available for release $27,600,000 of excess amounts from the State
Mortgage Insurance Fund (the "SMIF"). The Corporation's Board of Directors passed a
resolution authorizing the transfer of this amount to the State's general fund in addition to the
$50,000,000 transferred for fiscal year 1998 under the Transfer Plan described below. The
Corporation transferred $20,000,000 of this amount to the State's general fund in cash; the
remaining $7,600,000 increased the Corporation's non-housing capital projects budget.

The Transfer Plan

The Corporation’s Board of Directors approved a transfer plan (the "Transfer Plan") on
April 27, 1995 and authorized an agreement between the Alaska Commissioner of Revenue and
the Corporation that provided for the orderly transfer of $270,000,000 to the State's general fund
in a series of scheduled biannual installments over a five-year period beginning in fiscal year 1996.
The payments scheduled for the first annual transfer for fiscal year 1996 were completed prior to
December 31, 1995, Scheduled transfers were $70,000,000 for fiscal year ]996 and $50,000, OOO
for the four subsequent fiscal years.

In‘addition to the transfers to the State's general fund described in the preceding paragraph,
the Corporation also uses a portion of its unrestricted assets to fund certain capital projects
identified by the State. The aggregate amount expected to be used for State general fund transfers
and capital projects was addressed by the following legislative intent language included in the fiscal
year 1996 capital appropriation bill, enacted in 1995:

"The legislature intends to ensure the prudent management of the
Alaska Housing Finance Corporation (AHFC) to protect its
excellent debt rating by the nation's financial community and to -
preserve it as a valuable asset of the state. To accomplish this goal,
the sum of withdrawals for transfer to the general fund and for
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expenditures on corporate funded capital projects should not exceed
the corporation's net income of the preceding fiscal year. AHFC
projects that the following amounts will be available:

FY 1996 $127,000,000
FY 1997 $103,000,000
FY 1998 $103,000,000
FY 1999 $103,000,000
FY 2000 $103,000,000."

Legislative Intent. In the legislative intent language included in the fiscal year 1996 capital
appropriation bill, the projected amounts were bascd on the Corporation' s financial operating plan
and represent the total amount of anticipated State transfers and capital expenditures rather than
projected "net income.” Subsequent legislative intent language continues to refer to a maximum
annual available amount not expected to exceed $103,000,000 and states that the Corporation
expects its "net income” to be not less than this amount during the term of the Transfer Plan. For
purposes of determining compliance with the legislative intent language, and rationalizing the
references to the Corporation projections included in such language, the Corporation considers
certain adjustments to its published net income results. The adjustments include adding back the
amount of grant expenditures, as these expenditures were considered in the year the $103,000,000
was allocated and to include them again during the year they are ultimately recognized for
financial reporting purposes would result in their being counted twice.  Also, the Corporation
recognizes that during certain years, the adjusted net income may be below the $103,000,000, but
that such a deficiency is acceptable provided there are prior years during the term of the Transfer
Plan which had adjusted nct income sufficicntly above the allocation cap to cover the shortfall.
This recognizes that the cap remains fixed at the $103,000,000 Ievel and is not adjusted upwards
for years in which adjusted net income is higher. The schedule below compares the net income
to the legislative allocation limits: '

(000s)

Fiscal Net Grant Adjusted Legislative Excess

Year [ucomem Expenditures Net Income  Appropriations  (Deficiency) Balance
1996 STH7.480 $27,244 S144,724 $127.000 517,724 517,724

1997~ 108,326 26,276 134,602 101,048 33,5354 51,278

1998 95.916 20377 F17,493 103,000 13,179 64,457

1999 79,850 17.419 97,269 103.000 (5,731} 58.726

2000 SE.80O2 18,538 100, 340 103,000 (3,298 53,428

{11 Netincome for all years is based upon the Corporation’s audited financial stalements,

(2) Scheduie does not include the excess in the State Mortgage Insurance Fund made available to the State during
1997 in the amount of $28.2 million, of which $20 million was transferred to the State and $8.2 miliion was
used o inerease the capital appropriation Himitation.

The 1998 Act

Chapter 129 of the 1998 Session Laws of Alaska (the " 1998 Act"), authorized the issuance
of up to $224,000,000 in bonds of the Corporation to finance $199,634,509 of legislatively
authorized state capital projects. The bonds are to be.repaid from funds. of the Corporation that
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were expected to be transtferred to the State pursuant to the Transfer Plan. The Corporation views
passage of the 1998 Act as a continuation to the year 2006 of the intent of the Legislature stated
in its fiscal year 1996 capital appropriation bill, enacted in 1995 and described above, to
appropriate $103,000,000 annuaily.

The 1998 Act states that to protect the Corporations debt ratings and prescrve it as a
valuable asset of the state, "...the sum of withdrawals for the repayment of bonds under sec. 2(c)
of this Act, for transfer to the general fund, and for expenditures on corporate funded capital
projects should not exceed the corporation’s net income for the preceding fiscal year. The Alaska
Housing Finance Corporation projects that $103,000,000 will be available in cach fiscal year
beginning with 1999 through 2006, for a total amount during the seven-year period of
$721,000,000." Seec the paragraph above captioned "Legislative Intent.”

The following table reflects the legislative allocation of the $103,000,000 considered
available for fiscal years 2002 and 2001.

Amounts Made Availabie by the Corporation

EFY2002 FY2001

Transfer Plan Total Available $103,000,000 $103,000,000

Total $103.000,000 $103.000,000
Appropriations Enacted for Corporation Transfers
Housing Expenditures of Other Agencies $ 28,600,000 $ 28,649,800
Debt service on State Capital Project Bonds

and University of Alaska Bonds 45,000,000 35,992,500
Other State Capital and Operating

Expenditures 10,429,500 24,237,100
Housing Program Expenditures

Appropriated to the Corporation 18,970,500 14.120.600

$103,000,000  $103.000,000

In the annual review of the Corporation's fiscal year 2002 operating budget request, the
State approved the full level of funding requested by the Corporation for personnel and contractual
costs.

The 2000 and 2001 Acts

The 2000 Legislature adopted Chapter 130 of the 2000 Session Laws of Alaska (the * 2000
Act"), which provides in part as follows:

"In connection with the authorization contained m sce. 10(b) of this
Act, the legislature restates and reaffirms its intent as expressed in
secc. I, ch. 129, SLA 1998, that the sum of withdrawals for
repayment of bonds under sec. 10(b) of this Act and for all other
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purposes described in sec. 1, ch. 129, SLA 1998, should not excced
the Alaska Housing Finance Corporation's net income for the
preceding fiscal year; which the Alaska Housing Finance
Corporation projects to be $103,000,000 for each of the fiscal years
beginning with 2000 through 2008, for a total during that nine-year
period of $927,000,000."

The Corporation views passage of the 2000 Act as a continuation to the year 2008 of the
intent of the Legislature stated in its fiscal year 1996 appropriation bill, enacted in 1995 and
described above, to appropriate $103,000,000 annually.

The 2000 Act extends to the year 2008 the Legisiature’s intent to continue annual transfers
of funds from the Corporation to the State's general fund (sec "The Corporation — Legislative
Activity/Transfers to the State —State Capital Project Bonding) and (i) authorizes the Corporation
to issue Corporation general obligation debt for certain state capital projects, (ii) authorizes the
Corporation (or a subsidiary of the Corporation) to purchase 40% of the State of Alaska's right
to receive proceeds derived from the settlement of State of Alaska v. Philip Morris, Incorporated
et al. (the "Tobacco Settlement Proceeds"), and (iii) authorizes the Corporation (or a subsidiary
of the Corporation) to issue bonds secured by the Tobacco Settlement Proceeds to finance $93
million of school construction projects.

The 2001 Act authorizes the Corporation (or a subsidiary of the Corporation) to purchase
an additional 40% of the State of Alaska's right to receive proceeds derived from the settlement
of State of Alaska v. Philip Morris, Incorporated et al. (the "Tobacco Settlement Proceeds”), and
authorizes the Corporation (or a subsidiary of the Corporation) to issue bonds secured by the
Tobacco Settlement Proceeds to finance $110 million of state construction projects. See "The
Corporation — Legislative Activity/Transfers to the State — Establishment of Subsidiary.” -

State Capital Project Bonding

The 1998 Act, authorizing the issuance of up to $224,400,000 in bonds of the Corporation
to finance projects of the State and municipalitics, provides in part as follows:

"The legislature intends to ensure the prudent management of the
Alaska Housing Finance Corporation to protect its excellent debt
rating by the nation's financial community and to preserve it as a
valuable asset of the state. To accomplish this goal, the sum of
withdrawals for the repayment of bonds under sec. 2(c) of this Act,
for transfer to the general fund, and for expenditures on corporate
funded capital projects should not exceed the corporation's net
income for the preceding fiscal year. The Alaska Housing Finance
Corporation projects that $103,000,000 will be available in each
fiscal year beginning with 1999 through 2006, for a total amount
during the seven-year period of $721,000,000."
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The 2000 Act, authorizing the issuance of Bonds in sufficient amounts to fund the
construction of various State capital projects, extended the term of the Transfer Plan to 2008, for
a total amount during the nine year period ending in 2008 of $927,000,000.

Capital Appropriations

The Corporation also uses its resources to fund certain capital projects identified by the
State. See the paragraph above captioned "Legislative Intent” under "Legislative
Activity/Transfers to the State — The Transfer Plan.”

Policy discussions among the Corporation, the Governor, and the Legislature over the use
of the annual transfers from the Corporation have been based on two primary criteria. First, the
Corporation's total ailocations to the State could not exceed the total amount made available by
the Corporation as determined by its Board of Directors. Second, an adequate level of funding
needed to be appropriated to the Corporation's housing programs and public housing facilitics,
including adequate maintenance of those physical structures owned by the Corporation.

With the additional amounts made available from the SMIF and a transfer to fiscal year
1998 of $2,550,000, which had been transferred to the State for fiscal year 1997 but which had
not been appropriated in fiscal year 1997, the Legislature increased the amount transferred to the
State treasury and used available funds for non-housing related capital expenditures as shown in
the table above under "Legislative Activity/Transfers to the State —The Transfer Plan" reflecting
legislative allocation of the $103,000,000 considered avatlable for fiscal years 2000 and 2001.
Such table also reflects the legislative allocation of the $103,000,000 considered available for fiscal
year 1998. The $24,019,900 indicated as available for further appropriation represents the
difference between the $31,876,000 which was originally assumed to be needed for debt service
and the $7,856, 100 determined to be the actual debt service requirement in fiscal year 1998 for
the Corporation’s State Capital Project Bonds, 1999 Series A. This amount was subsequently
transferrcd 1o the State.

The presence in the 1998 Act of the legislative intent language sct forth above under " State
Capital Project Bonding" is an unusual occurrence in Alaska. Intent language is discouraged and
when included is frequently line-item vetoed by the Governor.

Bond proceeds for State capital cxpenditures are allocated to agencies or municipalitics,
and in the 1998 Act totaled $199,634,509, subject to legislative appropriation. Such an
appropriation bill was adopted contemporancously with the 1998 Act.  The larger projects
allocated under the 1998 Act included deferred maintenance at the University of Alaska,
Fairbanks, new schools, school maintenance projects, and harbors and armories,

As of March 31, 2001, the Corporation has issued $196,345,000 principal amount of State
Capital Project Bonds pursuant to the 1998 Act, and $74,535,000 principal amount of State Capital
Project Bonds pursuant to the 2000 Act, and has completed its issuance authority under the Acts.



Corporation Budget Legislation

The Corporation Fiscal Year 2002 operating budget was approved by the Legislature at
approximately the amount submitted during the 2001 legislative session. Also, the Corporation
submitted a capital budget request of $37.3 million for the renovation and maintenance of the
Corporation's public housing facilitics for housing programs for low-income familics, special
needs, senior citizens, and rural communitics. Of this amount, $33.4 million was approved, with
federal and other non-Corporation funding of $14.4 million to be received.

There can be no assurance that the Legislature or the Governor of the State will not seck
and/or enact larger dividends or other transfers of Corporation assets by legislative enactment or
other means in the future.

Legislative Reviews

A report by Legislative Budget and Audit ("LB&A™), dated February 9, 1995 (the "1995
Report"), included a review of the Corporation’s internally prepared financial operating plan
which compared projected financial requirements with anticipated financial resources (the
"Financial Plan"). The Transfer Plan described above was based upon the results of the Financial
Plan.

The 1995 Report claimed that, after considering the $200,000,000 fiscal ycar 1995
transfer, a total of $445,000,000 could become excess to the Corporation during its next two fiscal
years. The 1995 Report suggested that $295,000,000 could be transferred to the State during
fiscal year 1996 and an additional $150,000,000 in fiscal year 1997. The 1995 Report was
considerate of the potential impact additional transfers might have on the ratings of the
Corporation's bonds and its ability to access capital markets. While obscrving that the
Corporation' s resources arc sufficient to accommodate the removal of $445,000,000, the following
comment was included in the 1995 Report:

"We recommend the potential cumulative effect of bond ratings and
investor confidences be considered before transferring additional
asscts from AHFC for general fund purposes.”

On Junc 14, 1999, the Legislative Budget and Audit Committee (the "Committee”)
approved a report by LB&A made available during the previous Legislative Scssion, which
included an update of the 1995 Report (the " 1999 Report”). The 1999 Report, dated February 23,
2000, contained the following conclusion: '

"We analyzed Alaska Housing Finance Corporation's (AHFC or
corporation) financial statements and cash flow projections on the
unrestricted general account, including critical assumptions. Based
on this analysis, we determined there arc no cxcess available assets
beyond the annual $103 million commitment to the State through
FY 06. Further, it appears there may be insufficient unrestricted
cash to make available the $103 million in the final year of the
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cight-year series transfer agreement. We also determined that
additional cash and investments totaling $8 million could be moved
into the unrestricted general account from the Home Ownership
Fund. Once in the unrestricted general account, these funds would
be available for withdrawal. Wereviewed AHFC's collateralization
policy and found that changes had occurred since 1995."

The Committee also requested that LB&A perform an audit of the Corporation related to
the operation of its Small Community Loan Program, which provides loans to residents in rural
Alaska. Ttis expected that the audit will consider the economic need for the interest rate reduction
provided under that program and whether the rural lending activity could be financed through
other conventional programs of the Corporation. If a determination is made that the rural loans
could or should be accommodated through the Corporation's other programs, the audit results
could include a suggestion regarding the future collections of the HALF. As required under
existing statutes, the rural loans are held in a separate trust account, the HALF. Collections of
revenue and principal on loans held in the HALF arc required to be redeposited into the HALF,

Aggregate State Transfers

The following reflects the aggregate transfers which the Corporation has made to the State
through March 31, 2001, or which, in the case of the University of Alaska deferred maintenance
funding for other than student housing, were appropriated and incorporated in agreements where
actual payments will be made as requested:

Fransfer Type Pre-EYY98 FY98 EYY99 FYO00 FYQ! Total
State debt repaid carly S 29,841,000 S 20,841,000
State asset purchases 252,260,000 252,260,000
Dividend paynients 114,324,000 PR, 324,000
State equity transfers 328,805,000 $01.057.000  $32,993.000  S32,000,000 $15.007,000 309,922,000

Debt service on State Capitul
Project Boads and

University of Alaska Bonds 8,857,000 19,000,000 30,115,000 57,972,000
Other Agency Housing

Expenditures 43,259 000 17,242,000 30.2065 000 30. 167,000 14.820.000 14,753,000

Totul $708.549.000 S108,299. 000 SBR.115.000 S81.167,000 §59.042.000 S1.i06,072.000

Establishment of Subsidiary

The Northern Tobacco Securitization Corporation ("NTSC") is a nonprofit corporation
organized as a subsidiary of the Corporation. The NTSC was established pursuant to the 2000
Act. As a subsidiary of the Corporation, NTSC is a government instrumentality of, but separate
and apart from, the State. '

The Tobacco Settlement Asset-Backed Bonds, Series 2000 (the "Series 2000 Tobacco
Bonds") were issued on October 26, 2000 in an amount of $116,050,000 pursuant to an Indenture
and a Series 2000 Supplemental Indenture, cach dated as of October 1, 2000 (collectively, the
"Tobacco Indenture”), and each between NTSC and U. S. Bank Trust National Association, Seattle
Washington, as indenture trustece. The Tobacco Indenture does not permit NTSC to issuc any
additional series of bonds secured by a pledge of the Pledged Receipts, other than those which may

~58—



be issued for refunding purposes. The State will apply the proceeds of the sale of the Pledged
Receipts to finance the capital costs of school construction.

The Series 2000 Tobacco Bonds were issued to finance NTSC's purchase of the Pledged
Receipts, consisting of 40% of all amounts required to be paid to the State beginning January 10,
2002 under the Master Settlement Agreement (the "MSA") entered into by participating cigarette
manufacturers, 46 states and six other U.S. jurisdictions in November 1998 in settlement of certain
smoking-related litigation. Under applicable State law, the claim of NTSC to that portion of the
MSA payments being sold to the NTSC is on a parity with the claim of the State to ownership of
the remaining percentage of all amounts required to be paid to the State beginning January 10,
2002 under the MSA. §

A further issue of Tobacco Settlement Asset-Backed bonds similar in all respects to the
Series 2000 Tobacco Bonds (the "Series 2001 Tobacco Bonds™) is expected to be delivered on or
about August 15, 2001.

The Series 2001 Tobacco Bonds will be issued to finance NTSC's purchase of the 2001
Pledged Receipts, consisting of 40% of all amounts required to be paid to the State beginnming
January 10, 2002 under the MSA. Under applicable State law, the claim of NTSC to that portion
of the MSA payments being sold to the NTSC is on a parity with the claim of the State to
ownership of the remaining percentage of all amounts required to be paid to the State beginning
January 10, 2002 under the MSA. -

On October 11, 2000, a complaint was filed in the Superior Court for the State of Alaska,
Third Judicial District (Myers v. State of Alaska, Alaska Housing Finance Corporation and
Northern Tobacco Sertlement Corporation), sceking a declaratory judgment determining that the
sale of the 2001 Pledged Receipts by the State to the Corporation or to NTSC is a dedication of
State funds for a special purpose, in violation of Section 7, Article IX, of the Alaska Constitution.
On October 24, 2000, Superior Court Judge Hensley ruled that such sale of the 2001 Pledged
Receipts did not violate the Alaska Constitution. Plaintiff thereafter appealed to the Alaska
Supreme Court; oral argument took place on July 11, 2001.

The Attorney General and Bond Counsel have rendered with respect to the Series 2000
Tobacco Bonds, and will render with respect to the Series 2001 Tobacco Bonds, their opinions
that, while it is not possible to predict the outcome of any litigation with certainty, inciuding this
litigation, they beliecve the claims made in the complaint are without merit in that the
aforementioned sales are constitutional in all respects under the Alaska Constitution and,
accordingly, that the State and NTSC will prevail in a court of final jurisdiction with respect to
the claims raisced in the complaint.

Neither the credit, nor the revenues, nor the taxing power of the State or the credit or

revenues of the Corporation shall be, or shall be deemed to be, pledged to the payment of any of
the Series 2000 Tobacco Bonds or the Series 2001 Tobacco Bonds. NTSC has no taxing power.
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Litigation

There are no threatened or pending cases in which the Corporation is or may be a
defendant which the Corporation feels have merit and which it feels could give rise to materially
negative economic consequences.

SUMMARY OF CERTAIN PROVISIONS OF THE INDENTURE

The following is a summary of certain provisions of the Indenture. The summary does not
purport to be comprehensive or definitive and is qualified in its entirety by reference to the
Indenture. For a description of ceriain provisions of the Indenture relating to the 2001 Bonds, see
"The 2001 Bonds" and "Sources of Payment and Security for the Bonds. "

Certain Definitions (Section 102)

" Authorized Hedging Payments" means payments that are (i) designated as such in the
related Authorizing Indenture with respect to specified provisions of the Indenture and (ii) due to
the counterparty of a Hedging Instrument from the Corporation or the Trustee.

"Authorizing Indenture” means, with respect to any Bond or Series of Bonds, the
Supplemental Indenture pursuant to which such Bond or Series of Bonds is issued.

"Bond Coverage" means a condition which will be deemed to exist as of any date of
certification if either the test set forth in paragraph (A) below or the test set forth in paragraph (B)
below is met as of such date:

(A)  The Corporation delivers to the Trustee a Certificate certifying that the schedules
attached thereto show Parity and Loan Loss Coverage and show receipt and application of amounts
which are in any Fund except the Rebate Fund and the Bond Purchase Account sufficient and
available to provide timely payment of the principal of and interest on the Bonds on each Debt
Service Payment Date and Program Expenses, up to the amount permitted to be paid out of the
Operating Account within the Redemption Fund pursuant to the Indenture, from (and including)
the first interest payment date that is or that follows the date of certification to the maturity of the
Bonds. In each case the Certificate must show sufficient funds under each of the following sets
of assumptions and, in the case of each such schedule, assuming any timing of redemption of
Bonds which each such schedule shows (provided Bonds are redeemed thereunder from amounts
in the General Account and the Principal Account of the Redemption Fund in accordance with the
provisions of the Indenture}:

(H assurning receipt of Scheduled Payments (but no prepayments not

theretofore received) on any Mortgage Loan or mortgage loans represented by Mortgage
Certificates; : '
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(2) assuming prepayment of 100% of the principal of, and payment of 100%
of accrued interest on, all the Mortgage Loans and mortgage loans represented by all the
Mortgage Certificates on the day after the date of certification; and

3 assuming receipt of Scheduled Payments to, and such 100% prepayment on,
the day after the first Debt Service Payment Date on the Bonds following the date of
certification.

(B  The Corporation delivers to the Trustee a Bond Coverage Certificate certifying as
to another calculation (including, without limitation, any definition or component thereof) that is
of Rating Quality.

Any Certificate delivered to the Trustee pursuant to this definition must conform to the
requirements of the Indenture and either (A) or (B) of this definition. When the Corporation
delivers a Bond Coverage Certificate under (A) of this definition, the schedules attached to the
Certificate will be based upon the Investment Assumptions and the Mortgage Payment
Assumnptions in addition to the assumnptions required elsewhere in this definition, and will provide
a detailed calculation of all data relevant thereto, setting forth in detail cach of the items required
to be set forth in such Certificate. The Trustee will review each such Certificate as to its
conformity to the requirements of this definition, but as to the actual calculations and conformity
to the assumptions required in this definition the Trustee will have no responsibility to verify the
same and will be fully protected in relying on such certificate, letter or opinion of such firm of
Accountants. For purposes of this definition as applied to Bonds bearing interest at a variable rate,
any assumptions made in the calculation of interest in connection with the issnance of such Bonds
will be as set forth in the related Authorizing Indenture, and any assumptions made in the
calculation of interest in connection with the other matters arising under the Indenture will be as
set forth in the related Authorizing Indenture or as set forth in an Authorized Officer's Certificate
consistent with the related Authorizing Indenture.

“Code" means the United States Internal Revenue Code of 1986, as amended, and thc
regulations promulgated thereunder or applicable thereto.

"Costs of Issuance” means, with respect to a Series of Bonds, any items of ¢xpense directly
or indirectly payable or reimbursable by the Corporation and related to the authorization, sale and
issuance of such Bonds, including but not limited to printing costs; costs of preparation and
reproduction of documents; filing and recording fees; initial fees and charges (including legal fees
and charges) of the Trustee and of any fiduciary, including, but not limited to, paying agents and
providers of letters of credit and other forms of credit or liquidity enhancement in connection with
such Bonds; legal fees and charges; fees and disbursements of consultants and professionals; costs
of credit ratings; fees and charges for preparation, execution, transportation and safekeeping of
such Bonds; and any other cost, charge or fee in connection with the issuance of such Bonds.

"Debt Service Payment"” means any scheduled payment of principal of or interest on the

Bonds, together with payment of the Redemption Price of and accrued interest on the Bonds in the
event that the Bonds are redeemed.
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"Debt Service Payment Date" means any date on which any Debt Service Payment is due,
including the date (if any) of the redemption of any Bonds.

"Hedging Instrument” means any interest rate, currency or cash-flow swap agreement,
interest rate cap, floor or option agreement, forward payment conversion agreement, put, call or
other agreement or instrument to hedge payment, interest rate, spread or similar exposure; which
in each case is designated by the Corporation as a Hedging Instrument under the Indentare. Each
Hedging Instrument must meet the requirements of the Indenture therefor described below under
"Sale of Program Obligations; Hedging Instruments. "

“Insurance Policy" means (i) a mortgage policy of title insurance, issued by a title
insurance company qualified to do business in the State and acceptable to the Corporation, insuring
the Corporation that the Mortgage on the premises is a valid and enforceable first mortgage,
subject only to Permitted Encumbrance, {11} a standard homeowner's form of fire with extended
coverage policy, (iii) if the loan-to-value ratio of the mortgaged properiy cxceeds eighty percent,
but does not exceed ninety percent, private mortgage insurance covering twenty percent of the
Mortgage or, if the loan-to-value ratio exceeds ninety percent, private mortgage insurance
covering twenty-five percent of the Mortgage or, in either of such cvents, alternatively, Federal
mortgage insurance or guaranty; and (iv) in the case of a Streamlined Mortgage Loan, private
mortgage insurance to the extent required by the Corporation at the time such Streamlined
Mortgage Loan was refinanced.

“Investment Agreement” means a guarantced investment contract which may be entered
into between the Corporation or the Trustee and any corporation (including the Trustee) having
(as of the date of exccution of the Investment Agreement) outstanding unsecured obligations that
are rated at least (i) "Aa2/P-1" by Moody's and in the highest rating category by S&P and Fitch
(if rated by Fitch) for the Debt Service Reserve Account, the Revenue Fund and the Redemption
Fund (and the Accounts thercin) and (it) "Aa2/P-1" by Moody's, "AA-/A-1+ " by S&P and "AA-
/F-1+ " by Fitch (if rated by Fitch) for the Program Obligation Fund, or if such corporation lacks
the applicable ratings, having long-term debt securities rated in the highest rating category by the
Rating Agencies; provided, however, that, in lieu of the foregoing, any guaranteed investment
contract will be of Rating Quality.

"Investment Assumptions” means an annual rate of 2.5%; provided, however, that if, at
the date of any Bond Coverage Certificate to be delivered investment earnings assumptions used
by the Rating Agencies are higher than the assumed annual rate set forth in this definition (as
cvidenced in writing from each Rating Agency) or if actual investment earnings may be calculated
for any period (including any period commencing in the future in the case of amounts which when
received will be invested under an Investment Agreement) by reason of the existence of a rate
assured by an Investment Agreement, then "Investment Assumptions” will mean the earnings at
the carning assumptions used by the Rating Agencies or the earnings on the Investment Agreement
as the case may be; provided, however, that "Investment Assumptions” may be modified by
Supplemental Indenture if such modification will not advcrsely affect the 1'1tmgs then assigned to
any Bonds by the Rating Agencies. : S -



"Investment Sccurities” means any of the following investments bearing interest or issued
at a discount:

(1 direct obligations of, and obligations fully guarantced as to full and timely payment
of interest and principal by, the United States of America, or any agency or instrumentality of the
United States of Amcerica the obligations of which are backed by the full faith and credit of the
United States of America;

) instruments evidencing dircct ownership interests in direct obligations, or specified
portions (such as principal or interest) of such obligations, of the United States of America which
obligations are held by a custodian in safe keeping on behalf of the holders of such receipts, if such
instruments have terms, conditions and/or credit quality such that the ratings on the Bonds will not
be adversely affected;

(3) demand and time deposits in, certificates of deposit of, banker's acceptances issued
by the Trustee or any other bank or trust company organized under the laws of the United States
of America or any state thereof and subject to supervision and examination by federal and/or state
banking authorities, or any foreign bank with a branch or agency licensed under the laws of the
United States of America or any state thereof or under the laws of a country the Moody's
sovereign rating for bank deposits in respect of which is "Aaa", so long as at the time of such
investment {a) the unsecured debt obligations of such bank or trust company (or, in the case of the
principal bank in a bank holding company system, the unsecured debt obligations of such bank
holding company) have credit ratings from S&P, Moody’s and Fitch (if rated by Fitch) at least
equal to the ratings of the Bonds which were in effect at the time of issuance thercof or (b) the
investment matures in six months or less and such bank or trust company (or, in the case of the
principal bank in a bank holding company system, such bank holding company) has outstanding
commercial paper rated "A-1+ " by S&P, "P-1" by Moody's and "F-1+ " by Fitch (if rated by
Fitch);

4) repurchase obligations held by the Trustee or a third party acting as agent for the
Trustee with a maturity date not in excess of 30 days with respect to (a) any security described in
paragraph (1) or (b) any other security issued or guaranteed by an agency or instrumentality of the
United States of America, in either case entered into with any other bank or trust company (acting
as principal) described in clause (b) of paragraph (3) above;

(5} securities (other than securities of the types described in the other paragraphs under
this definition of Investment Securities) which at the time of such investment have ratings from
S&P, Moody's and Fitch (if rated by Fitch) at least equal to the highest ratings categorics of the
Rating Agencies for obligations similar to the Bonds which were in effect at the time of issuance
thereof and which evidence a debt of any corporation organized under the laws of the United States
of America or any state thereof excluding federal securities that were purchased at a price in
excess of par; provided, however, that such securities issued by any particular corporation will
not be Investment Sccurities to the extent that investment therein will cause the then outstanding
principal amount of securities issued by such corporation and held under the Indenture to cxceed

10% of the aggregate outstanding principal bahnces and amounts of ali Program Obligations and
Investment Securities held under the Indenture;
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(6) securities (a) which at the time of such investment have ratings from S&P, Moody's
and Fitch (if rated by Fitch) at least cqual to the highest ratings available from such rating agencies
for obligations similar to the Bonds; (b) which evidence a debt of any state or municipal
government of the United States or any agency, instrumentality, or public corporation thercof
authorized to issue bonds on behalf thereof or any nonprofit corporation described in Revenue
Ruling 63-20; and (c) the interest on which is exempt from federal income taxation to the same
extent that interest on the Bonds (other than Bonds issucd as federally taxable bonds) is exempt
from federal income taxation and is not treated as a preference item to be included in calculating
the alternative mintmum tax imposed under the Code;

(7) money market funds that invest exclusively in securities described in paragraph (6)
of this definition and have a rating of "Aaa" by Moody's, "AAAmM" or "AAAmM-G" by S&P and
"AAA" by Fitch (if rated by Fitch);

(8) commercial paper with a maturity date not in ¢xcess of 270 days rated "A-1+ " by
S&P, "P-1" by Moody's and "F-1+ " by Fitch (if rated by Fitch} at the time of such investment;

(9) an Investment Agreement;

(10)  money market funds (other than those described in paragraph (7) of this definition),
rated "AAAmM" or "TAAAmM-G" by S&P, "Aaa" by Moody's and "AAA" by Fitch (if rated by
Fitch), secured by obligations with maturities of one year or less the payment of principal and
intercst on which is guaranteed by the full faith and credit of the United States of America; and

(11) any other investment of Rating Quality.

None of the above-described investments may have a S&P "' highlighter affixed to its
ratings. Each investment (other than an Investment Agreement) must have a predetermined fixed
dollar amount of principal due at maturity that cannot vary or change. Interest may be cither fixed
or variablc. Variable rate interest must be tied to a single interest rate index plus a single fixed
spread, if any, and move proportionately with that index. :

"Loan Loss Coverage” means, from and after the date of calculation through the final
maturity date of the Bonds, in addition to amounts held in Funds and Accounts under the Indenture
that arc included in calculating Parity, an amount of Investment Securities and/or Mortgage
Certificates and/or Mortgage Loans that do not underlic Mortgage Certificates, held in Funds and
Accounts under the Indenture (except the Rebate Fund and the Bond Purchase Account), such that
(A) the sum of (1) the aggregate principal amount of such additional Investment Securitics divided
by 0.08, (ii) the aggregate principal amount of such additional Mortgage Certificates divided by
0.085, and (iii) the aggregate outstanding principal balance of such additional Mortgage Loans that
do not underlie Mortgage Certificates divided by 0.09, is equal to or greater than (B) the aggregate
outstanding principal balance of Mortgage Loans that do not underlie Mortgage Certilicates and
that arc not covered by mortgage pool insurance that are included in calculating Parity.

"Mortgage Certificate” means a FNMA MBS, a GNMA Certificate (which may be in
book-entry form, and if held in book-entry form with PTC, such Certificate is held in a limited-

64—



purpose account), or a FHLMC Certificate, in each case registered in the name of the Trustee as =~

Trustee under the Indenture.

"Mortgage Loan" means an interest-bearing mortgage loan evidenced by a note, bond or
other instrument which will:

(H be for the purchase of an owner-occupicd, one-, two-, three-, or four-family
residence located in the State, a one-family condominium unit, or a dwelling unit located in a
building containing more than two units;

(2) be secured by a Mortgage constituting a first lien, subject only to Permitted
Encumbrances, on the residential housing and the premises on which the same i1s located or on a
leasehold interest therein having a remaining term, at the time such mortgage loan is acquired,
sufficient in the opinion of the Corporation to provide adequate security for such mortgage loan;

3 bear a fixed rate of interest for an initial term of not Iess than 15 years, but not
more than 30 years; and ' :

(4)  be subject to an Insurance Policy.

"Mortgage Payment Assumptions” means and includes the following assumptions to be
used by the Corporation in preparing each Bond Coverage Certificate: (1) payment lags from the
first day of the month in which the Program Obligations are funded to the receipt date of (a) 50
days for each GNMA T Certificate and each Gold FHLMC PC held in the Program Obligation
Fund, (b) 60 days for each GNMA II Certificate held in the Program Obligation Fund, (¢} 60 days
for each FNMA MBS held in the Program Obligation Fund, (d) 90 days for each Mortgage Loan
which has not been converted to a Mortgage Certificate held in the Program Obligation Fund, and
(e) with respect to other mortgage instruments as described in the definition of Program
Obligations, the payment date set forth in the applicable Authorizing Indenture; (2) payment when
due of applicable servicing and guarantee fees to GNMA, FNMA, and FHLMC; (3) use of money
in the Program Obligation Fund prior to the completion of acquisition of Program Obligations to
acquire Mortgage Loans that have not been converted to Mortgage Certificates; and (4) use of the
money described in clause (3) hereof in the manner described in clause (3) hercof either on the last
day of the acquisition period (if application of such money to such purpose prior to such last day
would result in the receipt of funds during such period in excess of the amount required to provide
timely payment of the principal of and interest on the Bonds during such period} or, otherwise,
on the date of calculation. '
"Qutstanding,” when used with reference to Bonds, means, as of any date, all Bonds
theretofore or thercupon being authenticated and delivered under the Indenture except:

(1) any Bonds canceled by the Trustee at or prior to such date;

(2) Bonds for the transfer or exchange of or in lieu of or in substitution for which other
Bonds have been authenticated and delivered pursuant to the Indenture; and . :
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3 Bonds deemed to have been paid as described under "Summary of Certain
Provisions of the Indenture—Defeasance.” : ' '

"Parity” means, in each case at all times from and after the date of calculation through the
final maturity date of thc Bonds, (i) for the purposes of withdrawing money from the Indenture;
an amount then held in Funds and Accounts under the Indenture (except the Rebate Fund and the
Bond Purchase Account) at least equal to 103% of Bonds then Outstanding; and (i1} for all other
purposes, an amount then held in Funds and Accounts under the Indenture {except the Rebate Fund
and the Bond Purchase Account) at least equal to 100% of Bonds then Outstanding.

"Pledged Revenues” means (i) all payments of principal of and interest on Program
Obligations immediately upon receipt thereof by the Corporation or any Depository or the Trustee
(including payments representing prepayments of Mortgage Loans and any payments received
from FNMA pursuant to its guarantec of the FNMA MBSs and from GNMA pursuant to its
guarantee of the GNMA Certificates and from FHLMC pursuant to its guarantee of the FHLMC
Certificates) and all other net proceeds of such Program Obligations, (ii) all amounts so designated
by any Supplemental Indenture and required by such Supplemental Indenture to be deposited in
the Revenue Fund; (iii) amounts rececived by the Corporation or the Trustee under any Hedging
Instrument; and (iv) income or interest carned and gain realized in excess of losses suffered by a
Fund other than the Rebate Fund and the Bond Purchase Account as a result of the investment
thereof; but Pledged Revenues do not include amounts derived from any Liquidity Facility.

"Program” means the part of the program of the Corporation relating to the Bonds.

“Program Expenses” means all the Corporation's expenses in carrying out and
administering a Program and include, without limiting the generality of the foregoing, salaries;
supplics; utilities; mailing; labor; materials; office rent; maintenance; furnishings; equipment;
machinery and apparatus; insurance premiums; legal, accounting, management, consulting, and
banking services expenses; bond insurance premiums; the fees and expenses of the Trustee and
Depositories, including counsel thereto; and payments for pension, retirement, health and
hospitalization, and life and disability insurance benefits, all to the extent properly allocable to the
Program.

"Program Obligations" means (a) Mortgage Loans (or participations therein) and Mortgage
Certificates (or participations therein) and (b} if the Rating Agencies have previously informed the
Corporation and the Trustee in writing that there would be no adverse effect on the Unenhanced
Ratings then assigned by them to the Bonds, other mortgage instruments (or participations therein)
deposited in the Program Obligation Fund or identified or described by the Corporation either in
the Authorizing Indenture authorizing the issuance of a Series of Bonds or otherwise in writing
to the Trustee. : '

"Rating Agencies" means Moody's, S&P and Fitch.

"Rating Quality” means having terms, conditions and/or a credit quality such that the item
stated to be of Rating Quality will not adversely affect the Unenhanced Rating assigned by the
Rating Agencies to the Bonds.
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"Secured Obligations” means (1) the obligation of the Corporation to pay the principal of,
and the interest and preminm, if any, on, all Bonds according to their tenor, and the performance
and observance of all the Corporation's covenants and conditions in the Bonds and the Indenture;
and (ii) the payment and performance of all obligations of the Corporation pursuant to any
Hedging Instrument entered into with respect to all or any portion of the Bonds and specified as
such in any Authorizing Indenture, but onfy to the extent provided for in the Indenture and any
Supplemental Indenture; but "Sccured Obligations” does not include any obligation of the
Corporation to purchase Bonds tendered prior to their maturity date or redemption date or to
reimburse any Liquidity Provider for amounts drawn on or made available pursuant to a Liguidity
Facility for the payment of any such purchase obligation.

"Streamlined Mortgage Loan™ means a Mortgage Loan of the Corporation modified to
require lower mortgage payments pursuant to action of the Corporation in December 1991.

“Unenhanced Rating" means with respect to any particular Bonds, the long-term credit
rating assigned to such Bonds by each Rating Agency for such Bonds without regard to any bond
insurance or other form of credit enhancement that may then exist with respect to such Bonds.

Indenture to Constitute a Contract (Section 202)

In consideration of the purchase and acceptance of the Secured Obligations by those who
hold the same from time to time, the provisions of the Indenture will be a part of the contract of
the Corporation with the holders of Secured Obligations and will be deemed to be and will
constitute a contract among the Corporation, the Trustee and the holders from time to time of the
Secured Obligations. The pledge effected by the Indenture and the provisions, covenants and
agreements set forth in the Indenture to be performed by or on behalf of the Corporation will be
for the equal benefit, protection and security of the holders of any and all of such Secured
Obligations, each of which will be of equal rank without preference, priority or distinction over
any other thereof cxcept as expressly provided in the Indenture.

Issuance of Additional Bonds (Sections 204 and 205)

The Indenture authorizes additional Bonds (including refunding Bonds) of a Series to be
issucd from time to time, subject to the terms, conditions and limitations set forth thercin. The
Bonds of a Series are to be executed by the Corporation and delivered to the Trustee for
authentication and delivery only upon receipt by the Trustee of:

(i) a Counsel's Opinion to the effect, among other things, that the Bonds of such Series
have been duly and validly authorized and issued in accordance with the Constitution and statutes
of the State, including the Act as amended to the date of such opinion, and in accordance with the
Indenture; '

(ii) a copy of the Authorizing Indenture;

(ili)  the amount of the procecds of such Series and amounts from other sources to be
deposited in any Fund or Account held by the Trustee pursuant to the Indenture;
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amount required to pay interest, principal or Sinking Fund Instailments on the Bonds on such
Interest Payment Date, any deficiency in cach such Account will be immediately satisfied with a
transfer from the Debt Service Reserve Account to the applicable Account or, if insufficient, by
a deposit to the applicable Account of any other funds of the Corporation available therefor. On
any Interest Payment Date, funds on deposit in the Debt Scrvice Reserve Account in excess of the
Minimum Debt Service Reserve Requirement may be withdrawn and paid over to the Corporation
free and clear of the lien and pledge of the Indenture if the Corporation has filed with the Trustee
a Bond Coverage Certificate demonstrating Bond Coverage after giving effect to such withdrawal;
provided, that all Debt Service on the Bonds then due has been paid on such Interest Payment
Daie, and that all amounts then due from the Corporation or the Trustce to the counterparties
under any Hedging Instruments have been paid on such Interest Payment Date; and provided,
further, that no such withdrawal may be made (i) while proceeds of any Series are on deposit in
the Program Obligation Fund and have not been either exchanged for Program Obligations or
applied to the redemption of Bonds of such Series or (ii) for sixty days following any period
described in (1}; and provided, further, that no such funds derived from the proceeds of tax-cxempt
Bonds may be so released without a Counsel's Opinion to the effect that such release will not
adversely affect the tax-exemption of interest on the tax-exempt Bonds from which such funds
were derived. Any amounts remaining in the Debt Service Reserve Account five days after each
following Interest Payment Date in excess of the Minimum Debt Service Reserve Requirements
will be transferred by the Trustee to the Account or Accounts of the Revenue Fund for the related
Series of Bonds. On future Interest Payment Dates, the Trustee will, at the direction of the
Corporation, transfer any amounts in the Debt Service Reserve Account that are in excess of the
Minimum Debt Service Reserve Requirement to the Series Account or Accounts of the Revenue
Fund for the related Series of Bonds.

The Supplemental Indenture creates subaccounts within the Bond Proceeds Account for the
purpose of holding proceeds of 2001 Bonds or amounts deposited by the Corporation in connection
with the issuance of 2001 Bonds, as provided in such Supplemental Indenture. The Trustec will
pay the amounts in such subaccount of the Bond Proceeds Account to or upon the order of the
Corporation from time to time, as provided in such Supplemental Indenture.

Redemption Fund (Section 504)

On any day the Trustee receives funds for deposit in a Series Account of the Redemption
Fund, the Trustee will deposit and apply such funds as follows:

First, (i) in each period ending on a principal payment date for the applicable Serics of
Bonds, to deposit in the applicable Serics subaccount of the Principal Account the amount
necessary, together with other amounts in such subaccount, to pay principal of the applicable
Series of Bonds due on such principal payment date; the Trustee shall apply funds in a Series
subaccount of the Principal Account to payment of principal of the applicable Series of Bonds on
the applicable principal payment date; and (11} to the counterparty of any Hedging Instrument,
Authorized Hedging Payments due under such Hedging Instrument during the related current
Interest Payment Period; '
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Second, in each period ending on a Sinking Fund Installment Datc for a Serics of Bonds,
to deposit in the applicable Series subaccount of the Principal Account the amount necessary to
satisfy the Sinking Fund Installment on the Bonds of such Scrics on such Sinking Fund Instaliment
Date;

Third, to the Debt Service Reserve Account, the amount required, if any, to increase the
balance to the Minimum Debt Service Reserve Requirement;

Fourth, to the applicable subaccount of the Operating Account the amount required to pay
or reimburse the Corporation for the payment of Program Expenscs allocable to the then current
semi-annual interest period for the related Series of Bonds, but in no event may such deposits in
any semi-annual interest period exceed .055% of the outstanding principal balance of the Program
Obligations held in the applicable Series Account of the Program Obligation Fund; and

Fifth, after satisfaction in full of the deposits required by the four preceding paragraphs,
remaining amounts to the applicable Series subaccount of the General Account for application to
the special redemption of Bonds of the related Series on a pro rata basis; provided that upon the
filing of a Bond Coverage Certificate, the Corporation may direct the Trustee: (i) to deposit all
or a portion of such amount in the applicable Series Account of the Program Obligation Fund, but
only if any amounts initially deposited in such Series Account of the Program Obligation Fund
have been exchanged for Program Obligations or applied to redeem Bonds of the applicable Series
(provided that for such a transfer a Bond Coverage Certificate need be filed only if the Rating
Agencies require it); (ii) to deposit all or a portion of such amount in the applicable Series
subaccount of the General Account for application to the special redemption of Bonds of the
related Series on other than a pro rara basis; (iii) to deposit all or a portion of such amount in
another Series subaccount of the General Account for application to special redemption of the one
or mor¢ Series of Bonds relating to such subaccount; or (iv) to transfer all or a portion of such
moneys to the Corporation, but only if any amounts initially deposited in the applicable Series
Account of the Program Obligation Fund have been exchanged for Program Obligations.

Notwithstanding the foregoing, if amounts in any Serics subaccount of the Interest Account
or the Principal Account are not adequate to pay interest or principal (including Sinking Fund
Instaliments) due with respect to the applicable Serics of Bonds or any payments required to be
made by the Corporation or the Trustee to a counterparty under a related Hedging Instrument,
amounts will be withdrawn from one or more Scrics Accounts of the Revenue Fund or the
Redemption Fund to pay such interest or principal or required payments. Such transters will be
made in accordance with the directions of the Corporation or if no such direction is given from
any Series Account of the Revenue Fund or the Redemption Fund. All such transfers will be made
before any transfers of Pledged Revenues to the Operating Fund or Genceral Account.

Rebate Fund (Scction 505)

The Trustee will establish and create a Rebate Fund (and a scparate account therein for
cach Series of Bonds), if necessary pursuant to the terms and conditions of any arbitrage or other
tax-related certificate prepared in connection with the issuance of a Series of Bonds or any
instructions or memorandum attached thereto or a Counsel's Opinion. Neither the Rebate Fund
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nor any accounts thereof nor any amounts held therein will be subject to the lien or pledge of the
Indenture. '

Bond Purchase Account (Section 506)

An Authorizing Indenture may creatc one or more subaccounts within the Bond Purchase
Account for the purpose of holding amounts to be used to purchase related Bonds tendered by
Bondholders pursuant to the terms of such Authorizing Indenture. Such subaccounts will be held
in trust by the Trustee or Paying Agent designated by such Authorizing Indenture for the purposes
specified by such Authorizing Indenture. Amounts in the Bond Purchase Account arc not pledged
by the Indenture as security for the payment of Secured Obligations; and the term "Secured
Obligations" does not include any obligation of the Corporation to purchase Bonds tendered prior
to their maturity date or redeniption date or to reimburse any Liquidity Provider for amounts
drawn on or made available pursuant to a Liquidity Facility for the payment of any such purchase
obligation.

Investments (Sections 512 and 514)

All amounts held under the Indenture by the Trustec are required to be continuously and
fully invested for the benefit of the Corporation and the owners of the Bonds in accordance with
the Indenture. All amounts deposited with the Trustee are required to be credited to the particular
funds and accounts established under the Indenture.

The Corporation is required to furnish the Trustee with written investment instructions.
In the absence of such instructions, the Trustee is required to invest in those Investment Securities
described in clause (10) of the definition of Investment Securities so that the moneys in said Funds
and Accounts will mature as nearly as practicable with times at which moneys are needed for
payment of principal or interest on the Bonds. Except as otherwise provided in the Indenture, the
income or interest carned and gains realized in excess of losscs suffered by a Fund, other than the
Rebate Fund, due to the investment thereof will be deposited as Pledged Revenues in the Revenue
Fund, unless otherwise directed by the Corporation. The Trustee is required to advise the
Corporation on a monthly basis of the details of all deposits and Investment Securities held for the
credit of cach Fund in its custody under the provisions of the Indenture as of the end of the
preceding month. The Trustee may act as principal or agent in the acquisition or disposition of
any Investment Securities. The Trustee may purchase Investment Sccurities from (i) any lawful
seller, including itself, (ii) other funds of the Corporation, and (iii) other funds established by
resolution, indentare or agreement of the Corporation (including resolutions providing for issuance
of obligations); provided, however, that the Trustee is not permitted to purchase Investment
Securities at an above-market price or a below-market yield. The Trustee may, at its sole
discretion, commingle any of the Funds and Accounts established pursuant to the Indenture into
a separate fund or funds for investment purposes only; provided, however, that all Funds and
Accounts held by the Trustee under the Indenture will be accounted for scparately notwithstanding
such commingling. The Corporation may not direct the Trustee to purchase any Investment
Securitics maturing on a date later than the earlier of six months following the date of purchase
or the next Debt Service Payment Date unless the Corporation has delivered a Bond Coverage
Certificate to the Trustee. In computing the amount in any Fund, obligations purchased as an
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investment of moneys therein will be valued at par if purchased at their par value or at amortized
value if purchased at other than their par value. The Trustee will sell at market price, or present
for redemption, any obligation so purchased as an investment whenever it is requested in writing
by an authorized officer of the Corporation to do so or whenever it is necessary in order to
provide moneys to meet any payment or transfer from any fund held by it. The Trustee will not
be liable for any loss resulting from the acquisition or disposition of any Investment Securities,
except for any such loss resulting from its own negligence or wiliful misconduct.

Investment Agreements (Section 513)

If the Corporation so directs the Trustee in writing, the Corporation and the Trustee will
exectte and deliver, as of the date of delivery of a Series of Bonds, or at such other time
determined by the Corporation, one or more Investment Agreements and the Trustee will deposit
on such date (i) amounts in the Debt Service Reserve Account under an Investment Agreement
providing for investment of such amounts and permitting withdrawals on Debt Service Payment
Dates and (it) amounts in the Program Obligation Fund and amounts in the Interest Account of the
Revenue Fund under an Investment Agreement providing for investment of such amounts and
permitting withdrawals as necessary under the terms of the Indenture and the Authorizing
Indenture. After the date of issuance and delivery of the Bonds, moneys deposited from time to
time in the Revenue Fund (other than moneys transferred from the Redemption Fund to the Debt
Service Reserve Account to bring the balance therein to the Minimum Debt Service Reserve
Requirement), the Redemption Fund and the Program Obligation Fund and available for temporary
investment will be deposited by the Trustee under an Investment Agreement providing for
investment of such amounts and permitting withdrawals as necessary under the terms of the
Indenture and the Authorizing Indenture.

No Limitation on Additional Collateral Contributions (Scction 515)

The Corporation may from time to time contribute, and the Trustee will accept and deposit,
in any Fund or Account, moneys and/or Investment Securities and/or Program Obligations.

Payment of Bonds (Section 701)

The Corporation covenants to duly and punctually pay or cause to be paid the principal or
redemption price, if any, of and the interest on every Bond at the dates and places and in the
manner stated in the Bonds and in the Indenture according to the true intent and meaning thereof
and to duly and punctually pay or cause to be paid all sinking fund installments becoming payable
with respect to the Bonds.

Power to Issue Bonds and Pledge Revenues and Other Property (Section 705)

The Corporation is duly authorized by law to enter into, execute and deliver the Indenture.
The Bonds and the provisions of the Indenture are and will be the valid and legally enforceable
obligations of the Corporation in accordance with their terms. The Corporation will at all times,
to the extent permitted by law, defend, preserve and protect the pledge of the Program
Obligations, Pledged Revenues and other assets, including rights therein, pledged under the
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Indenture and all the rights of the owners of the Bonds under the Indenture against all claims and
demands of all persons whomsoever. :

Tax Covenants (Section 706)
The Corporation covenants to:

i) not knowingly take or cause any action to be taken which would cause the interest
on the Tax-Exempt Bonds to become taxable for federal income tax purposes; o

(i)  at all times do and perform all acts and things necessary or desirable in order to
assure that interest paid on the Tax-Exempt Bonds will, for the purposes of federal income
taxation, be excludable from gross income and exempt from such taxation; and

(iii)  not permit at any time or times any proceeds of any Bonds, Pledged Revenues or
any other funds of the Corporation to be used, directly or indirectly, in a manner which would
result in the exclusion of any Tax-Exempt Bond from the trecatment afforded by subsection (a) of
Section 103 of the Code.

The covenants described in clauses (i), (i) and (iii) above will not apply to any Series of
Bonds the interest on which is determined by the Corporation not to be exempt from taxation
under Section 103 of the Code, provided, that no such Series of Bonds may be issued unless a
Counsel's Opinion is filed with the Trustee stating that the issuance of such Series will not cause
the interest on a Tax-Exempt Bond previously issued to be subject to taxation under the Code. -

Accounts and Reports (Section 707)

The Corporation covenants that it will keep, or cause to be kept, proper books and records
in which complete and accurate entries will be made of all its transactions relating to the program
for which the Bonds are issued and any fund or account established under the Indenture and any
Supplemental Indenture thereto. Such books and records will at all reasonable times be subject
to the inspection by the Trustee and the owners or Beneficial Owners of an aggregate of not less
than 5% in principal amount of Bonds then Outstanding or their representatives duly authorized
in writing.

The Corporation also covenants to file with the Trustee within 120 days of the close of its
fiscal year, financial statements of the Corporation for such year, setting forth in reasonable detail
(a) a statement of revenues and expenses in accordance with the categories or classifications
established by the Corporation for its program purposes; (b) a balance sheet of the program
showing its asscts and liabilities at the end of such fiscal year; and (c) a statement of changes in
financial position for the Program for such fiscal year. The financial statements will be
accompanicd by an accountant's certificate to the effect that the financial statements present fairly
the Corporation's financial position at the end of the fiscal year, the results of its operations and
cash flows for the peried examined, in conformity with generally accepted accounting p1mc1plcs
The Trustee has no responsibility to review such financial statements. :
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Sale of Program Obligations; Hedging Instruments (Section 709)

The Corporation or the Trustee may frecly scll or assign any Program Obligation; provided
that such salc or assignment (1) is reflected in the Current Bond Coverage Certificate; (i) does not
adversely affect the exclusion from gross income [or federal income tax purposcs of interest on
any Tax-Exempt Bond; and (iii) does not adversely affect the Unenbanced Rating o5 any Bond.

No Hedging Instrument may be entered into by the Corporation with respect to all or any
portion of the Bonds unless it complies with the following terms, conditions, provisions and
limitations and any additional terms, cenditions, provisions and limitations specified by the related
Authorizing Indenture with respect to such Hedging Instrument and the related Bonds:

(1) The counterparty (or guarantor of the counterparty) of each Hedging
Instrument shall have a rating at the time of execution of the Hedging Instrument of its
long-term debt obligations of at lcast "A-" or higher if rated by S&P or Fitch and "A3" or
higher if rated by Moody’s; and

(i)  No Hedging Instrument may be entered into by the Corporation if the entry
into such Hedging Instrument would cause any Unenhanced Rating on any Bonds to be
reduced or withdrawn.

Supplemental Indentures (Scctions 801, 802 and 803)

Supplemental Indentures Effective Upon Filing With Trustee. The Corporation may file
with the Trustee one or more supplemental indentures {each a "Supplemental Indenture") from
time to time, without the consent of the Trustee and any owner of Bonds, in order to:

(1) provide limitations and restrictions in addition to the limitations and
restrictions contained in the Indenture on the issuance of evidences of indebtedness,

(it) add to the covenants, agreements, limitations and restrictions to be observed
by the Corporation in the Indenturc other covenants, agreements, limitations and
restrictions to be observed by the Corporation which are not contrary to or inconsistent
with the Indenture and which are not materially adverse to the interests of any Liquidity
Provider,

(iii)  authorize a Series ol additional Bonds and in connection therewith, specity
and determine the matters and things referred to in the Indenture, and also any matters and
things relative to such Series of additional Bonds which are not contrary to or inconsistent
with the Indenture as therctofore in effect, or to amend, modify or rescind any such
authorization, specification or determination at any time prior o the first anthentication and
delivery of such Serics of Bonds,

(iv)  surrender any right, power or privilege reserved to or conferred upon the
Corporation by the terms of the Indenture, but only if the surrender of such right, power
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or privilege is not contrary to or inconsistent with the.covenants and agreements of the
Corporation contained in the Indenture,

{v)  confirm, as further assurance, any pledge under, and the subjection to any
lien or pledge created or to be created by, the Indenture,

(vi)  modify any of the provisions of the Indenture in any respect whatsoever,
provided that (1) such modification docs not materially adversely affect any owner of
Boends or (2) such modification is, and is expressed to be, effective only after all Bonds
Outstanding at the date of adoption ol such Suppicmental Indenture cease to be
Outstanding, or (3) such modification is, and is expressed to be, applicable only to Bonds
issucd on or after the date of the adoption of such Supplemental Indenture; or

(vii)  to make any other change in the Indenture, including any change otherwisc
requiring the consent of Bondholders, if such change affects only Bonds which are subject
to mandatory or optional tender for purchasc and if (i) with respect to Bonds subject to
mandatory tender, such change is effective as of a date for such mandatory tender, and (ii)
with respect to Bonds subject to tender at the option of the holders thereof, notice of such
change 1s given Lo such holders at least thirty (30) days before the effective date thereof.

Supplemental Indentures Effective Upon Consent of Trustee. For any one or more of the
following purposes and at any time or from time to time, the Corporation and the Trustee may
enter into a Supplemental Indenture which, upon a finding recited therein by the Corporation and
the Trustee (which may be based in reliance upon a Counsel's Opinion) that there is no material
adverse effect on the owners of any Bonds, will be fully cffective in accordance with its terms:

(1) cure any ambiguity, supply any omission, curc or corrcct any defect or
inconsistent portion in the Indenture,

(i)  insert such provisions clarifying matters or questions arising under the
Indenture as are necessary or desirable and are not contrary to or inconsistent with the
Indenture as therctofore in effect, or

(iit)  provide for additional duties of the Trustee.

Supplemental Indentures Effective Upon Consent of Owners of Bonds. Any modification
or amendment of any provision of the Indenture or of the rights and obligations of the Corporation
and of the owners of any Bonds may be made by a Supplemental Indenture, with the written
conscnt given as provided in the Indenture of the holders of at least two-thirds in principal amount
of the Outstanding Bonds. No such modification or amendment may permit a change in the terms
of redemption or maturity of the principal of any Outstanding Bond or of any installment of
interest rate thercon or a reduction in the principal amount or the redemption price thercof or in
the rate of interest thereon without the consent of the holder of such Bond.
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Events of Default (Section 1002)
Each of the following events is an "Event of Default” under the Indenture:

(b) the Corporation defaults in the payment of the principal or redemption price
of any Bond when and as the same has become due, whether at maturity or upon call for
redemption or otherwise;

(c) payment of any instailment of interest on any Bond has not been made after
the same has become due; and

(d) the Corporation fails to comply with the provisions of the Indenture or any
Supplemental Indenture or defaunlts in the performance or observance of any of the
covenants, agreements or conditions contained therein, other than payment of the Trustee's
fees, and such failure, refusal or default continues for a period of 45 days after written
notice thereof by the Trustee or the holders of not less than 25% in principal amount of the
Outstanding Bonds. -

Remedies (Section 1003)

Upon the happening and continuance of any Event of Default specified in clauses (a) or (b)
above, the Trustee is required to proceed, or upon the happening and continuance of any Event
of Defanlt specificd in clause {(c) above, the Trustee may proceed, and upon the written request
of any Liquidity Provider or the holders of not less than 25% in principal amount of all Bonds
Outstanding (but subject to the right of a holder of a majority in principal amount of the Bonds
then Outstanding as described under "Bondholders' Direction of Proceedings” to overrule such
holders) is required to proceed, in its own name, subject to the terms of the Indenture, to protect
and enforce its rights and the rights of the owners of all Bonds, by such of the following remedies
as the Trustee, being advised by counsel, deems most effectual to protect and enforce such rights:
{(a) by mandamus or other suit, action or proceeding at faw or in equity, to enforce all rights of
said owners, including the right to require the Corporation to receive and collect revenues and
assets adequate to carry out the covenants and agreements as to, and pledge of, such revenues and
assets, and to require the Corporation to carry out any other covenant or agreement with holders
and to perform its duties under the Act; (b) by bringing suit upon the Bonds; (c) by action or suit
in equity, to require the Corporation to account as if it were the trustee of an express trust for the
owners of the Bonds; (d) by action or suit in equity, to enjoin any acts or things which may be
unlawful or in violation of the rights of the owners of the Bonds; (¢) by declaring all Bonds
immediately due and payable, and if all defaults are made good, then, with the written consent of
cach Liquidity Provider and the holders of not less than 25% in principal amount of the
Outstanding Bonds, by annulling such declaration and its consequences; or (f) in the event the
Bonds are declared due and payable by sclling Program Obligations for the benefit of the owners
of the Bonds.
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Priority of Payments after Default (Section 1004)

In the cvent that upon the happening and continuance of any Event of Default, the funds
held by the Trustee are insufticient for the payment of principal or redemption price, if any, and
intercest then due on the Bonds, such funds (other than funds held for the payment or redemption
of particular Bonds which have theretofore become due at maturity or by call for redemption) and
any other moneys received or collected by the Trustee, acting pursuant to the Act and the
Indenture, after making provision for the payment of any expenscs necessary in the opinion of the
Trustee to protect the interest of the owners of the Bonds and for the payment of fees, charges and
expenses and liabilities incurred and advances made by the Trustee, including thosc of its
attorneys, in the performance of its dutics under the Indenture, will be applied as follows unless
the principal of all the Bonds is declared due and payabile:

First, to the payment to the persons cntitled thereto of all installments of interest then due
in the order of the maturity of such installments, and, if the amount available shall not be sufficient
to pay in full any instaliment, then to the payment thercof ratably, according to the amounts due
on such installment, to the persons entitled thereto, without any discrimination or preference; and

Second, to the payment to the persons entitled thereto of the unpaid principal or redemption
price of the Bonds which have become due, whether at maturity or by call for redemption, in the
order of their due dates and, if the amount available is not sufficient to pay in full all the Bonds
due on any date, then to the payment thereofl ratably, according to the amounts of principal or
redemption price, if any, due on such date, to the persons cntitled thercto, without any
discrimination or preference.

Consistent with the foregoing, if the principal of Bonds is declared due and payable,
available moneys will be applied to the payment of the principal and intercst then due and unpaid
upon the Bonds without preference or priority of principal over interest or of interest over any
other installment of intcrest, or of any Bond over any other Bond, ratably among all Bonds,
according to the amounts duc respectively for principal and interest, to the persons entitled thereto
without any discrimination or preference except as to any difference in the respective rates of
interest specified in the Bonds.

Whenever moneys are o be applied by the Trustee pursuant to the above-described
provisions, such moncys arc required to be applied by the Trustee at such times, and from time
to time, as the Trustee in its sole discretion determines, and the Trustee will incur no liability
whatsoever to the Corporation, to any owner of Bonds or to any other person (including any
Beneficial Owners) for any delay in applying any such moneys, so long as the Trustee acts with
rcasonable diligence, having due regard tor the circumstances, and ultimately applies the same in
accordance with such provisions of the Indenture as may be applicable at the time of application
by the Trustece.

Bondholders' Direction of Proceedings (Scction 1006)

Anything in the Indenture to the contrary notwithstanding, the holders of a majority in
principal amount of the Bonds then Outstanding have the right, by an instrument or concurrent
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instruments in writing exccuted and delivered to the Trustee, to direct the method of conducting
all remedial proceedings to be taken by the Trustee under the Indenture, provided that such
direction may not be otherwise than in accordance with law or the provisions of the Indenture.

Limitation on Rights of Bondholders (Section 1007)

No holder of any Bond has any right to institute any suit, action, mandamus or other
procecding in cquity or at law under the Indenture, or for the protection or enforcement of any
right under the Indenture or any right under the law, unless such holder has given to the Trustee
written notice of the Event of Default or breach of duty on account of which suit, action or
proceeding is Lo be taken, unless a Liquidity Provider or the holders of not less than 25% in
principal amount of the Bonds then Outstanding have made written request upon the Trustee after
the right to exercise such powers or right of action, as the case may be, has occurred, and have
afforded the Trustee sixty days either to proceed to exercise the power granted by the Indenture
or granted under the law or to institute such action, suit or procceding, in its name and unless,
also, there has been offered to the Trustee reasonable security and indemnity against the costs,
expenses and fabilitics to be incurred therein or thereby, and the Trustee has refused or neglected
to comply with such request within sixty days; and such notification, request and offer of
indemnity are declared in every such case, at the option of the Trustee, to be conditions precedent
to the execution of the powers under the Indenture or for any other remedy under the Indenture
or under law. No one or more holders of the Bonds will have any right in any manner whatsocver
by his or their action to affect, disturb or prejudice the security of the Indenture, or to enforce any
right under the Indenture or under law with respect to the Bonds or the Indenture, except in the
manner provided in the Indenture, and that all procecdings at law or in equity will be instituted,
had and maintained in the manner provided in the Indenture and for the benefit of all holders of
Outstanding Bonds. Nothing contained in the Indenture will affcct or impair the right of any
holder to enforce the payment of the principal or redemption price, 1f any, of and interest on the
Bonds, or the obligation of the Corporation to pay the principal or redemption price, if any, of and
interest on each Bond issued under the Indenture to the holder thereof at the time and place
specified in said Bond.

Notwithstanding anything to the contrary contained in the Indenture, each holder of any
Bond by his acceptance thereof will be deemed to have agreed that any court in its discretion may
require, in any suit for the enforcement of any right or remedy under the Indenture, or in any suit
against the Trustee for any action taken or omitted by it as Trustee, the filing by any party litigant
in such suit of an undertaking to pay the reasonable costs of such suit, and that such court may in
its discretion assess reasonable costs, including reasonable attorneys' fees against any party litigant
m any such suit, having due regard to the merits and good faith of the claims or defenses made
by such party litigant; but the provisions described in this paragraph will not apply to any suit
instituted by the Trustee, to any suit mstituted by any holder of Bonds, or group of holders of
Bonds, holding at least 25% in principal amount of the Bonds then Outstanding, or to any suit
instituted by any holder for the enforcement of the payment of the principal or redemption price
of or intcrest on any Bond on or after the respective due date thereof expressed in such Bond.
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Trustee (Sections 1104, 1107 and 1108)

Except during the existence of an Event of Default, the Corporation may remove the
Trustee at any time for such cause as is determined in the sole discretion of the Corporation. The
removal of the Trustec will not take effect until its successor has accepted its appointment. Any
successor to the Trustee is required to be a trust company, savings bank or commercial bank
having capital and surplus aggregating at least $50,000,000. The Corporation is required to pay
to the Trustee from time to time, from available moneys in the Operating Account, rcasonable
compensation for all services rendered under the Indenture and also all reasonable expenses,
charges, counsel fecs and other disbursements, including those of their attorneys, agents and
employees, incurred in the performance of their powers and duties under the Indenture, and the
Trustee will have a first licn upon Pledged Revenues to secure the payment of all sums due the
Trustee.

Defeasance (Section 1201)

If the Corporation pays or causes to be paid to the holders of the Bonds the principal and
interest and redemption price, if any, to become due thercon, at the times and in the manner
stipulated therein and in the Indenture, then the pledge of any revenues and assets thereby pledged
and all other rights granted thereby will be discharged and satisfied.

Bonds or interest installments for the payment or redemption of which moneys have been
set aside and held in trust (through deposit by the Corporation of funds for such payment or
redemption or otherwise) at the maturity or redemption date thereof will be deemed to have been
paid within the meaning and with the effect expressed in the preceding paragraph. All Outstanding
Bonds will prior to the maturity or redemption date thercof be deemed to have been paid within
the meaning and with the effect so expressed if (a) in casc any of said Bonds arc to be redeemed
on any date prior to their maturity, the Corporation has given to the Trustee in form satisfactory
to it irrevocable instructions to provide notice of redemption of such Bonds and (b) there has been
deposited with the Trustee either moneys in an amount which will be sufficicnt, or direct
obligations of or obligations guaranteed by the United States of America the principal of and the
interest on which when due will provide moncys which, together with the moncys, if any,
deposited with the Trustee at the same time, will be sufficient, to pay when due the principal or
redemption price, if applicable, and interest due and to become due on said Bonds on and prior
to the redemption date or maturity date thereof, as the case may be. In connection with any such
deposit relating to Bonds the interest on which is excludable from gross income for federal income
tax purposes, there must also be delivered to the Trustec an opinion of counsel that the deposit of
moneys docs not adversely affect the exclusion of Interest on any Bond from gross income for
federal income tax purposes. Neither the obligations nor the moneys so deposited with the Trustee
nor principal or intcrest payments on any such obligations may be withdrawn or used for any
purpose other than, and will be held in trust for, the payment of the principal or redemption price,
if applicable, and interest on said Bonds, but any cash received from such principal or interest
payments on such obligations deposited with the Trustee, if not then needed for such purpose, will,
to the extent practicable, be reinvested in obligations maturing at times and in amounts sufficient
to pay when due the principal or redemption price, if applicable, and interest to become due on
said Bonds on and prior to such redemption date or maturity date thercof, as the case may be, and
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interest earned from such reinvestments will be paid over to the Corporation, as received by the
Trustee, free and clear of any trust, lien or pledge.

Liquidity Providers (Section 1203)

Any Authorizing Indenture may provide, with respect to any consent, approval, direction
or request to be given by any required percentage of Holders of Bonds (i) that the Liquidity
Provider for such Bonds may give any such consent, approval, direction or request, and the same
will be deemed to have been given by the Holders of the required percentage of such Bonds, or
(ii) that any Bonds purchascd with the proceeds of advances made by a Liquidity Provider will be
deemed to be held by such Liquidity Provider, which will be considered the Holder of such Bonds
for all purposes of determining whether a sufficient percentage of Holders of Bonds has given any
such consent, approval, direction or request; and specifically the Holders of such Series will not
be entitled to request action by the Trustee as described above under "Remedies” if such Liquidity
Provider does not request such action.

See "The Corporation's Obligation to Purchase 2001 Bonds" for information regarding the
initial Liquidity Provider established for the 2001 Bonds in the Supplemental Indenture.

Legal Holidays (Scction 1206)

In any casc where the scheduled date of payment of the principal or Redemption Price of
or interest on the Bonds is not a Business Day, such payment may be made on the next succeeding
Business Day with the same force and effect as if made on such scheduled date, and 1f so made
no interest will accrue for the period after such scheduled date. *

Governing Law (Scction 1207)

The Indenture will be governed by and construed in accordance with the laws of the State.

TAX MATTERS
Opinions of Bond Counsel and Special Tax Counsel

In the opinions of Bond Counsel and Special Tax Counsel, to be delivered on the date of
“issuance of the 2001 Bonds, assuming compliance with certain covenants which are designed to
meet the requirements of the Code, under existing laws, regulations, rulings and judicial decisions,
(i) interest on the 2001 Series A and B Bonds is excluded from gross income for Federal income
tax purposes; (ii) inlerest on the 2001 Series A and B Bonds is not a specific preference item for
purposes of the alternative minimum tax provisions imposcd on individuals and corporations by
the Code, but such interest is included in the adjusted current earnings (i.e., alternative minimum
taxable income as adjusted for certain items including those items that would be included n the
calculation of a corporation's carnings and profits under Subchapter C of the Code) of certain
corporations, and such corporations are required to include in the calculation of alternative
minimum taxable income 75% of the excess of such corporation’s adjusted current carnings over
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its alternative minimum taxable income (determined without regard to such adjustment and prior
to reduction for certain net operating losses) of such corporations; and (iii) interest on the 2001
Series C and D Bonds is not excluded from gross income for Federal income tax purposes.

In the opinion of Bond Counsel, interest on the 2001 Bonds is free from taxation by the
State under cxisting law (except that no opinion is expressed as to such exemption from State cstate
and inheritance taxes and taxes of transfers by or in anticipation of death).

2001 Series A and B Bonds

The requirements of applicable Federal tax law must be satisfied with respect to the 2001
Series A and B Bonds in order that interest on such bonds not be included in gross income for
Federal income tax purposes retroactive to the date of issuance thereof. The Code provides that
interest on obligations of a governmental unit such as the Corporation issued to finance, or to
refund bonds issued to finance, governmental facilities (such as the 2001 Series A and B Bonds)
is not included in gross income for Federal income tax purposcs only if certain requirements arc
met with respect to the terms, amount and purpose of the obligations and the use of the funds
generated by the issuance of the obligations.

General Requirements

The Code provides that gross income for Federal income tax purposes does not include
interest on a bond if it is part of an issue of a state or political subdivision substantially all the
proceeds of which (net of amounts applied to any costs of issuance thercof and to fund a
reasonably required reserve) are used to finance governmentally owned capital facilities and that
meects certain (i) arbitrage restrictions on the use and investment of proceeds of the issue and (ii)
restrictions on use by private parties.

The Code requires that certain investment earnings on investments of bond related moneys,
calculated based upon the extent such investment earnings exceed the amount that would have been
carned on such tnvestments if the investments were invested at a yield equal to the yield on the
2001 Serics A and B Bonds, be rebated to the United States. The Corporation has covenanted to
comply with these requirements and has established procedures to determine the amount of excess
earnings, if any, that must be rebated to the United States.

In addition, the yield on any obligations pledged to or reasonably expected to be used to
pay debt service on bonds generally, with certain exceptions (e.g.. a "bona fide debt service
fund"), must be restricted to the yield on the bonds (although obligations related to the purpose
of the bonds may in some cases have a higher yield); however, this does not apply if such
obligations are allocated for Federal tax purposes to, and thus restricted to the yield on, a prior
and still outstanding bond issue. The GMRB Sclected Mortgage Loans pledged to pay the debt
service on the 2001 Bonds are presently, and are expected to continue to be, allocated to certain
previously issued and currently outstanding bond issues of the Corporation, Thc Cor pm ation has
covenanted to comply w:th any & qpphcdblc yield restrictions.
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The Code imposes restrictions on any use of the bond-financed governmental facilities by
parties other than the Corporation, the State or any governmental unit of the State, as well as
restrictions on management contracts with private parties with respect to such facilities. For
example, (i) no more than 10% of the proceeds of the 2001 Series A and B Bonds (net of proceeds
used to pay costs of issuance of such Bonds and proceeds deposited into a reasonably required
reserve fund) may be used to finance facilities used in a trade or business of a non-governmental
person or entity (and such facilities arc pledged to pay debt service on the: Bonds or payments in
respect of such facilities exceed 10% of the debt service on the 2001 Series A and B Bonds) and
(ii) no more than 5% of the net proceeds of the 2001 Series A and B Bonds (as defined in (1)) may.
be used to finance facilities used in a trade or business of a non-governmental person or entity
where such use is unrelated to the governmental use of such facility (and there is the same pledge
of the facilitics or payments in respect of the facilities as described in (i), except substituting 5%
for 10%). The Corporation has covenanted to comply with these restrictions.

Compliance

The Code imposes various restrictions, conditions and requirements relating to the
exclusion from gross income for Federal income tax purposes of interest on obligations such as
the 2001 Series A and B Bonds. The arbitrage certificate of the Corporation, which will be
delivered concurrently with the delivery of the 2001 Series A and B Bonds, will contain provisions
and procedures relating to compliance with the requirements of the Code. The Corporation also
has covenanted in the Indenture to do and perform all acts and things permitted by law and
necessary or desirable to assure that interest paid on the 2001 Series A and B Bonds shall not be
included in gross income for Federal income tax purposes and, for such purpose, to adopt and
maintain appropriate procedures. Failure to comply with these covenants may result in interest
on the 2001 Series A and B Bonds being included in gross income for Federal income tax purposes
from the date of issuance thereof. The opinions of Bond Counsel and Special Tax Counsel assume
the Corporation is in compliance with these covenants. Bond Counsel and Special Tax Counsel
are not aware of any rcason why the Corporation cannot or will not be in compliance with such
covenants. However, Bond Counsel and Special Tax Counsel have not undertaken to determine
{or to inform any person) whether any actions taken (or not taken) or events occurring (or not
occurring) after the date of issuance of the 2001 Series A and B Bonds may affect the tax status
of interest on the 2001 Series A and B Bonds.

Certain Additional Federal Tax Consequences

The following is a bricf discussion of certain Federal income tax matters with respect to
the 2001 Series A and B Bonds under existing statutes. It does not purport to deal with all aspects
of Federal taxation that may be relevant to a particular owner of a 2001 Series A and B Bond.
Prospective investors, particularly those who may be subject to special rules, are advised to consult
their own tax advisors regarding the Federal tax consequences of owning and disposing of the
2001 Series A and B Bonds.

Although Bond Counsel and Special Tax Counsel will each render an opinton that interest
on the 2001 Series A and B Bonds will be excluded from gross income for Federal income tax
purposes, the accrual or receipt of interest on the 2001 Series A and B Bonds may otherwise affect

_83-



the Federal income tax liability of the recipient. The extent of these other tax consequences will
depend upon the recipient's particular tax status or other items of income or deduction. Bond
Counsel and Special Tax Counsel express no opinion regarding any such consequences.
Purchasers of the 2001 Series A and B Bonds, particularly purchasers that are corporations
(including S corporations and foreign corporations operating branches in the United States),
property or casualty insurance companies, banks, thrifts or other financial institutions or recipients
of Social Security or Railroad Retirement benefits, taxpayers otherwise entitled to claim earned
income credit and taxpayers who may be deemed to have incurred (or continued) indebtedness to
purchase or carry tax-exempt obligations, are advised to consult their tax advisors as to the tax
consequences of purchasing, holding or selling the 2001 Series A and B Bonds.

From time to time, there are legislative proposals in Congress that, if enacted, could alter
or amend the Federal tax matters referred to above or adversely affect the market vaiue of the
2001 Series A and B Bonds. It cannot be predicted whether or in what form any such proposal
might be enacted or whether, if enacted, it would apply to bonds issued prior to enactment. Each
purchaser of the 2001 Series A and B Bonds should consult his or her own tax advisor regarding
any pending or proposed Federal tax legislation. Bond Counsel and Special Tax Counsel express
no opinion regarding any pending or proposed Federal tax legislation.

2001 Series C and D Bonds
General

The following is a summary of certain anticipated federal income tax consequences of the
purchase, ownership and disposition of the 2001 Series C and D Bonds. The summary is based
upon the provisions of the Code, the regulations promulgated thereunder and the judicial and
administrative rulings and decisions now in effect, all of which are subject to change or possible
differing interpretations. The summary does not purport to address all aspects of federal income
taxation that may affect particular investors in light of their individual circumstances or certain
types of investors subject to special treatment under the federal income tax laws. Potential
purchasers of the 2001 Series C and D Bonds should consult their own tax advisors in determining
the federal, state or local tax consequences to them of the purchase, holding and dlsposmon of the
2001 Series C and D Bonds. :

Although there are not any rcgulations, published rulings or judicial decisions involving
the characterization for federal income tax purposes of securities with terms substantially the same
as the 2001 Series C and D Bonds, Bond Counsel and Special Tax Counsel have advised the
Corporation that the 2001 Series C and D Bonds will be treated for federal income tax purposes
as evidence of indebtedness of the Corporation and not as an ownership interest in the trust estate
securing the 2001 Series C and D Bonds or as an equity interest in the Corporation or any other
party, or in a separate association taxable as a corporation. Interest on the 2001 Series C and D
Bonds is includable in gross income for federal income tax purposes under Section 61 of the Code,
and not excludable from gross income under Section 103 of the Code. Interest on the 2001 Series
C and D Bonds'will be fully subject to federal income taxation. In general, interest paid on the
2001 Series C and D Bonds and recovery of accrued market discount, if any, will be treated as
ordinary income to a Bondholder, and principal payments will be treated as a return of capital.
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The Code contains special federal income tax rules for "real estate mortgage investment
conduits.” The Corporation does not intend to treat the arrangement by which the trust estate
secures the Series 2001 Series C and D Bonds as a "real estate mortgage investment conduit. "

The 2001 Series C and D Bonds will not (a) represent interest in "qualifying real property
loans,” within the meaning of Section 593(d) of the Code, (b} constitute "loans...secured by an
interest in real property,” within the meaning of Section 7701(a)(19¥C)(v) of the Code, (¢)
constitute "real estate asscts” within the meaning of Section 856(c¢)(5)(B) of the Code, or (d)
constitute "Governmental securities,” within the meaning of Section 851(b)(3)(AXi) of the Code.
Interest on the 2001 Series C and D Bonds will not be considered "interest on obligations secured
by mortgages on real property or on interest in real property,” within the meaning of Section
856(c)(3)(B) of the Code.

Sale or Redemption of 2001 Series C and D Bonds

A Bondowner's tax basis for a 2001 Serics C and D Bond is the price such owner pays for
the 2001 Series C and D Bond plus amounts of any original issue discount included in income,
reduced on account of any payments received (other than "qualified periodic interest” payments)
and any amortized premium. Gain or loss reccognized on a sale, exchange or redemption of a 2001
Series C and D Bond, measured by the difference between the amount realized and the 2001 Series
C and D Bond's basis as so adjusted, will gencrally give rise to capital gain or loss if the 2001
Series C and D Bond is held as a capital asset. ' '

Backup Withholding

A Bondowner may, under certain circumstances, be subject to "backup withholding” at the
rate of 30.5% with respect to interest or original issue discount on the 2001 Series C and D Bonds.
This withholding generally applics if the owner of a 2001 Series C and D Bond (2) fails to furnish
the Trustee or other payor with its taxpayer identification number; (b) furnishes the Trustee or
other payor an incorrect taxpayer identification number; (c¢) fails to report properly interest,
dividends or other "reportable payments” as defined in the Code; or (d) under certain
circumstances, [ails to provide the Trustee or other payor with a certified statement, signed under
penalty of perjury, that the taxpayer identification number provided is its correct number and that
the holder is not subject to backup withholding. Backup withholding will not apply, however,
with respect to certain payments made to Bondowners, including payments to certain exempt
recipients (such as certain cxempt organizations) and to certain Nonresidents (as defined below).
Owners of the 2001 Series C and D Bonds should consult their tax advisors as to their qualification
for exemption {rom backup withholding and the procedure for obtaining the ¢xemption. '

The amount of "reportable payments” for each calendar year and the amount of tax

withheld, if any, with respect to payments on the 2001 Series C and D Bonds will be reported to
the Bondowners and to the Internal Revenue Service.
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Foreign Bondowners

Under the Code, interest and original issue discount income with respect to the 2001 Serics
C and D Bonds held by nonresident alien individuals, foreign corporations or other non-United
States persons ("Nonresidents™) gencrally will not be subject to the 30% United States withholding
tax if the Trustee (or other person who would otherwise be required to withhold tax from such
payments) is provided with an appropriate statement that the beneficial owner of the 2001 Serics
C and D Bonds is a Nonresident. The withholding tax may be reduced or eliminated by an
applicable tax treaty, if any. Notwithstanding the foregoing, if any such payments arc ctfectively
connected with a United States trade or business conducted by a Nonresident Bondowner, they will
be subject to regular United States income tax, but will ordinarily be exempt from United States
withholding tax. '

ERISA

The Employees Requirement Income Security Act of 1974, as amended ("ERISA"), and
the Code generally prohibit certain transactions between a qualified employee benefit plan under
ERISA or tax-qualified retirement plans and individual requirement accounts under the Code
{collectively, the "Plans") and persons who, with respect to a Plan, are fiduciaries or other "parties
in interest”" within the meaning of ERISA or "disqualified persons” within the meaning of the
Code. All fiduciaries of Plans, in consultation with their advisors, should carefully consider the
impact of ERISA and the Code on an investment in any 2001 Scries C and D Bonds.

In all events, all investors should consult their own tax advisors in determining the federal,
state, local and other tax consequences to them of the purchase, ownership and disposition of the
2001 Series C and D Bonds. '

" RATINGS

S&P has assigned the 2001 Bonds a rating of "AAA/A-I+ ", Moody's has assigned the
2001 Bonds a rating of "Aaa/VMIG-1" and Fitch has assigned the 2001 Bonds a rating of
"AAA/F-1+ ". The assignment of such respective ratings by S&P, Moody's and Fitch to the 2001
Bonds is conditioned upon the delivery of the Policy by the Insurer substantially in the form set
forth as Exhibit G hereto and upon the delivery of the Tender Agreement, reflecting the
Corporation's obligation to purchase 2001 Bonds as described above, at the time of delivery of the
2001 Bonds. Such ratings on the 2001 Bonds will expire on the termination of the Policy. The
Underwriters' obligation to purchase the 2001 Bonds is conditioned on the assignment by S&P,
Moody's and Fitch of the respective aforementioned ratings to the 2001 Bonds. Each rating
reflects only the view of the applicable rating agency at the time such rating was issued and an
explanation of the significance of such rating may be obtained from the rating agency. There is
no assurance that any such rating will continue for any given period of time or that any such
ratings will not be revised downward or withdrawn entirely by the applicable rating agency if, in
its judgment, circumstances so warrant. Any downward revision or withdrawal of any such rating
can be expected to have an adverse effect on the market price of the 2001 Bonds.
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FINANCIAL STATEMENTS

The unaudited financial statements of the Corporation as of and for the nine months ended
March 31, 2001, included in Appendix A to this Official Statement, appear without review or
audit by an independent auditor.

The combined financial statements of the Corporation as of and for the years ended June
30, 2000 and 1999, included in Appendix A to this Official Statement, have been audited by
Deloitte & Touche LLP, independent auditors, as stated in their report appearing herein. Deloitte
& Touche LLP was not requested to review this Official Statement.

Deloitte & Touche LLP's professional services contract with the Corporation expired in
April 2001. The contract for the audit of the Corporation’'s combined financial statements for the
year ended June 30, 2001 has been awarded to another nationally recognized accounting firm. The
audited 2001 combined financial statements are expected to be available on or about October 15,
2001,

Copics of the Corporation’s annual financial statements (and accompanying independent
auditors' report) and the Corporation's current annual report will be mailed to any Beneficial
Owner who shall have filed his name and address with the Corporation for such purpose.

LITIGATION

There is no controversy or litigation of any material nature now pending or threatened to
restrain or enjoin the issuance, sale, execution or delivery of the 2001 Bonds, or in any way
contesting or affecting the validity of the 2001 Bonds or any proceedings of the Corporation taken
with respect to the issuance or sale thereof, or the pledge or application of any moneys or security
provided for the payment of the 2001 Bonds or the existence or powers of the Corporation.

LEGAL MATTERS

All legal matters incident to the authorization, sale and delivery of the 2001 Bonds and
certain Federal and state tax matters are subject to the approval of Wohlforth, Vassar, Johnson &
Brecht, P.C., Anchorage, Alaska, Bond Counscl. Certain Federal tax matters will be passed upon
for the Corporation by Kutak Rock LLP, Special Tax Counsel. Certain legal matters will be
passed on for the Underwriters by their counsel, Hawkins, Delafield & Wood, New York, New
York. '

STATE NOT LIABLE ON BONDS
The Bonds do not constitute a debt, liability or obligation of the State or of any political

subdivision thereof or a pledge of the faith and credit of the State or of any political subdivision
thercof, but are payable solely from the revenue or assets of the Corporation.
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LEGALITY FOR INVESTMENT

Subject to any applicable federal requirements or limitations, the 2001 Bonds are eligible
for investment by all public officers and public bodies of the State and its political subdivisions,
and, to the extent controlled by State law, all insurance companies, trust companies, banking
associations, investment companies, executors, administrators, trustees and other fiduciaries may
properly and legally invest funds, including capital in their control or belonging to them, in the
2001 Bonds. -

UNDERWRITING

The 2001 Bonds are being purchased by the Underwriters at the price of par. Lehman
Brothers will be paid a fee of $526,969.85 with respect to the 2001 Series A and D Bonds.
Merrill Lynch will be paid a fee of $469,571.50 with respect to the 2001 Sertes B and C Bonds.
The Bond Purchase Agreement with respect to the 2001 Bonds provides that the Underwriters will
purchase all of such Bonds, if any are purchased, the obligation to make such purchase being
subject to certain terms and conditions set forth in such Bond Purchase Agreement, the receipt of
certain legal opinions, and certain other conditions. The initial public offering prices and yiclds
of the 2001 Bonds may be changed from time to time by the Underwriters. The Bond Purchase
Agreement provides that Underwriters may offer and sell the 2001 Bonds to certain dealers
(including dealers depositing such Bonds into unit investment trusts, certain of which may be
sponsored or managed by an Underwriter) and others at prices lower or yields higher than the
public offering prices and yields of the 2001 Bonds set forth on the cover page.

FINANCIAL ADVISOR
Arimax Financial Advisors, Inc. has acted as financial advisor in connection with the
tssuance of the 2001 Bonds.
ADDITIONAL INFORMATION
Any statements in this Official Statement involving matters of opinion, whether or not
expressly so stated, are intended as such and not as representations of fact. This Official Statement

is not to be construed as a contract or agreement between the Corporation and the owner of any
2001 Bonds.
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ALASKA HOUSING FINANCE CORPORATION

EXHIBIT A

a component unit of the State of Alaska

COMBINED BALANCE SHEETS

(in thenseands)

MARCH 31 JUNE 30

ASSETS 2001 2000 1999
Cash $H1.263 58,520 510,859
Investments 1,582,535 1,786,242 1,818,740
Morigage loans and mortgage-backed

securitics, net 3,036,717 2,672,732 2,310,468
Mobile home loans, net 4,672 6.149 8.630
Notes receivable 31,089 32,124 32914
Accrued interest receivable 31714 25,180 24,302
Net investment in direet financing lease 39,150 40,528 39519
Unamortized bond issuance costs 26,613 25.097 21437
Puc from other funds 133,056 96,982 70.633
Real estate and mobile homes owned 725 652 222
Property and cquipment at cost, net 95,244 90,264 103,594
Other assets 16,435 23,335 19,615

$5,010,113 $4,807,803 $4,460,953

LIABILITIES AND FUND EQUITY
Liabilities:
Bonds and notes, net of discounts $2.941.595 $2,699.419 $2,249.499
Commercial paper 77.637 126,680 105,762
Securities sold under agreenents to

repurchase 11,938 87.497 178,177
Accrued interest payable 56,118 15.376 12,124
Duc to other funds 133,956 96,982 70,653
Accrued expenses and other liabilities 29.878 29,496 536,703
Total liabilities 3,251,122 3,055,450 2,672918
Commitments and Contingencies

(Notes 11, [2. 14, 17, I8, 23)
Fund equity:
Contributed capital 443.819 500,586 618,068
Retained carnings 1,315,172 1,251,769 1,169,967
Total fund equity £,758.991 1,752,355 1,788.035

$5,010,113 $4,807,805 $4,460,953

See accompanying notes to combined financial statements.



ALASKA HOUSING FINANCE CORPORATION

a component unit of the Stte of Alaska

Exhibit B
COMBINED STATEMENTS OF REVENUES AND EXPENSES
(in thousands)

NINE MONTHS YEARS ENDED
ENDED UNE 30
MARCH 31,

REVENUES 2001 2000 1999
Interest and Investment Income:

Mortgages and toans $150,592 5180,656 5164034

[nvestments 79.891 111,936 1E3.144-
Net change in the fair value of investimenis 10,327 (3.562) (5.298)
Insured real cstite owned 102 63 147

240912 289.095 272.027

Renial and lease income 5,138 7.003 6,803
Other income 1,299 1,097 2,358
Externally funded program revenues 28.039 34,091 32,285
ToTAL REVENUES 275,408 331,286 313,475
EXPENSES
Interest 128,775 139,672 138,165
Mortgage service fees 8.355 9,844 8.723
Opcrations and administration 23,349 30,282 28,351
Trustee fees, instrance and {inancing costs 4,567 3,732 10,047
Provision for loan losses 12,084 8.017 7.179
Wrile down and expenses associated with

read estaie and mobile homes owned 365 93 196
Grants and subsidies 27.013 32071 31,199
Rental housing operating expenses 1497 9.954 9,765
ToTtAL EXPENSES 212,005 253,765 233,625
Net income before cumulative effect '
of accounting change 63,403 77.521 79,850
Cumulative effect of accounting change ] 48] i
(Note 22) : )
NETF INCOME ' $63,403 $81,802 $79,850

See accompanying notes o combined financial statenents,



ALASKEA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

COMBINED STATEMENTS OF CASH FLOWS

{in thousands}

NINE MONTHS

ExHIBIT C

YEARS ExpED

ENDED
Marci 31, uNE 30

OPERATING ACTIVITIES 2001 2000 1999
Net income before cumulative effect of
accounting change 363,403 $77.521 579,830
Removal of non-operating activity:
[nvestment interesi income (75,367) (107.214) {107.584)
Net change in fair value of investments (10,322 3,562 5,297
Interest on bonds and other debt 127.608 137,214 135,185
Net operating income 105,322 131.083 112,748
Adjustiments to reconcile net operating income
to net cash used by operating activities:
Depreciation expense 4,204 5.684 4,689
Net amortization of discounts and bond issuance _

costs 2,171 3.801 3,792
Acquisition of loans and notes receivable (583.852) (0631.628) {650,917}
Loan principal repayments and reduction in real )

estate and mobile homes owned 210,337 265,520 406,262
Increase in mortgage and notes interest

reccivable (1.794) (1.163) (1,441)
Increase (decrease) in other liabilitics and assets 8.359 (30,903 17.660
Increase in allowance for loan fosses, net of

charge offs 12,127 7.681 3,241
Net expenses for (recovery of) real estate and

mobile homes owned (158) (1.008) 954
Receipt of federal rent subsidies 11,047 13,874 13,917
Payment of federal rent subsidies (12,156) {13.897) (13,910
NET CASH USED BY OPERATING
ACTIVITIES {244,393) (250,956) (103,005)
NONCAPITAL FINANCING ACTIVITIES
Net proceeds [rom issuance of commercial

paper and sccurities sold under agreements to _ '

repurchase 624250 1,574,928 1,159,994
Net principal retirement of conumercial paper

and securities sokd under agreements (o

repurchase (748,531} (1,644.653) (1,084 ,918)
Interest payments on commercial paper and

securities sobd under agreements o repurchase (7.502) ( B60Y) (10,662}
Net proceeds from sale of mortgage bonds 295,042 881,082 95.520
Bond issuance costs paid (2.101) (6.575) (1.060}
Principal payment on mortgage bonds (535,920 (428.315) {136,705}
Interest payments on mortgage bonds (78.163) (137.651) (122,620}
Contributed capital repaid to State of Alaska (59,942} (102,022) (H1e3514)
NET CASH PROVIDED (USED} BY
NONCAPITAL FINANCING ACTIVITIES (32,868) £22,185 (217,025)




ALASKA HOUSING FINANCE CORPORATION

Exuisir C (coNrvven)

a component unit of the State of Alaska

COMBINED STATEMENTS OF CASH FLOWS

(in thousands}

NINE MONTHS

ENDED YEARS ENDED

MARCH 31, UNE 30
CAPITAL FINANCING ACTIVITIES 2001 2000 1999
Capital assct purchases (9.256) (11.621) (9,816}
Disposal of capital assets 72 - 1,077
Dircet financing lease payments 3.550 £.000 -
Principal payments on capital bonds and notes (17} (23) (411}
Interest payments on capital bonds and notes (4) (5) (300}
Contributed capital - federally funded 3175 2.846 3.244
NET CASH USED BY CAPITAL
FINANCING ACTIVITIES (2,480} {7,803) (6,206
INVESTING ACTIVITIES
Purchases of mnvestments (3,365.481) (8,874,560) (7.772,380)
Maturitics of investments 5.579.510 8.903.494 7,986,330
Interest received from investments 68.455 105,307 104,062
NET CASH PROVIDED BY INVESTING
ACTIVITIES 282,484 134,235 318,12
Increase {decrease) in cash 2,743 (2,339) (8.224)
Cash at beginning of year 8,520 10,859 19,083
CASH AT END OF PERIOD $11,263 $8,520 $10,859

Noncash Investing, Capital and Financing Activities
The Corporation had noncash activities as follows (in thousands):

Activity

March 31, 2001

June 30, 2000

June 30, 1999

Interfund asset transfers

Amortization of Investment in
Direct Financing Lease

Removal of capitalized soft costs
HUD debt reclassified

$44,909

See accompanying notes to combined financial statements.

$340,313

1,095
23,548
5,242

$53,195

2,085



ALASKA HOUSING FINANCE CORPORATION

ExHiT D

a component unit of the State of Alaska

COMBINED STATEMENTS OF CHANGES IN LQUITY
{int Hremsends)

State Capital Federal Capital Retained

Tatal Equity Contributions Contributions Earnings

Balance, July 1, 1998 1,821,455 $636,702 $94,636 $1,090,117
HUD debt payments 389 - 389 -
HUD modernization & development 2.855 - 2,855 -
Returned 10 State of Alaska (110,514 (FE6,51 . -
Net income 79,850 - - 79.850
Balance, June 30, 1999 1,788,035 520,188 97,880 1,169,967
HUD debt reclassified” 5.242 - 5.242 -
HUD modernization & development 2.846 - 2,846 -
Removal of capitalized soft costs (23.548) - (23,348} -
Returned w0 State of Alaska (102,022 (102.022) - -
Net income 81.802 - - 81.802
Balance, June 30, 2000 $1,752,355 $418,166 $82,420 $1,251,769
HUDP modernization & development 3,175 - 3,175 -
Returned to State of Alaska (59.942) (59.942) - “
Net income 63,403 - - 63,403
Balance, March 31, 2601 $1,758,991 $358,224 $85,595 $1,315,172

See accompanying notes o combined financial statements.
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ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

MARCH 31, 2001

1 AUTHORIZING LEGISLATION AND FUNDS

The Alaska Housing Finance Corporation (Corporation), a public corporation and government instrumentality of the
State of Alaska, was created in 1971, and substantially modified in 1992, by acts of the State of Alaska Legislature
(Legistature) to assist in the financing, development and sale of dwelling units, operate the State’s public housing,
offer various home loan programs emphasizing housing for low- and moderate-income and rural residents, and
administer energy efficiency and weatherization programs within Alaska,

Generally, the Corporation accomplishes its mortgage-related objectives by functioning as a secondary market for
qualified real estate and mobile home loans originated by financial institwtions. The Corporation is authorized, as
approved by the Legislature, to issue its own bonds, bond anticipation notes and other obligations in such principal
amounts as, in the opinion of the Corporation, will be necessary 1o provide sufficient funds for carrying out its
purpose. Certain bonds issued to finance residences for qualified veterans arc unconditionally guaranteed by the
State of Alaska. No other obligations constitute a debt of the State. '

The non-mortgage related programs of the Corporation are funded through various grant and program agreements
with the federal government’s departments of Housing and Urban Development (HUD), Energy (DOE), and Health
and Human Services (HHS), as well as capital and operating subsidies from the Corporation’s own {unds.

During the second quarter of fiscal year 2000, Northern Tobacco Securitization Corporation (NTSC) was
incorporated in the State of Alaska in pursuant to House Bill No. 281 of the Alaska Legisiature. As a subsidiary of
the Corporation, NTSC is a government instrumentality of, but separate and apart from, the State of Alaska. There
is no financial accountability between NTSC & the Corporation. Neither the Corporation nor the State is liable for
any debt issued by NTSC. NTSC is not a component unit of the Corporation and thus not included in the
Corporation’s financial statements.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Fund Accounting

The financial activities of the Corporation, which are restricted by the Corporation’s bond resolutions, requirements
from the Legislature, HUD, DOE, and HHS program agreements, are recorded in various special purpose funds and
accounts as specified in such instruments or necessitaled by appropriation requiremients. In general, financial
activities and resulting account balances which are not so restricted are recorded in the General Account of the
Revolving Fund. The Corporation’s funds are considered to be proprictary funds for financial reporting purposes
with revenues recognized when carned and expenses when incurred. As permitted by the Governmental Accounting
Standards Board’s (GASB) Statement Numbers 20 and 29, the Corporation applies all statements and interpretations
of the Financial Accounting Standards Board (FASB) that apply to for-profit entities and which do not conflict with
GASB pronouncements.

Use of Estimates

The preparation of financial statements in conformity with generably accepted accounting principles requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilitics at the date of the financial statements and the reported amounts ot
revenuces and expenditures during the reporting period. Actual results could differ from those estimates.

Unrestricted Activities
The General Account of the Revolving Fund consists entirely of the Corporation’s unrestricted assets, liabilities,
cquity and results of operations.

Investments
All investments are stated at fair value. The Corporation does not participate in any external investment pools.

SFAS 133

In June 1998, the Financial Accounting Standard Board (FASB) issued Statement of Financial Accounting
Standards (SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities, which is effective for all
fiscal years beginning after June 15, 2000. SFAS 133 establishes accounting and reporting standards for derivative
instruments, including certain derivative instruments embedded in other contracts and for hedging activities. Under
SFAS 133, certain contracts that were not formerly considered derivatives now meet the definition of a derivative.
The Corporation adopied SFAS 133 effective July 1, 2000. The adoption of SFAS 133 had no significant impact on



ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

the financial position or results of operations of the Corporation because the Corporation does not have significant
derivative activity.

Loans

Mortgage loans are carried at their unpaid principal balances net of allowance for estimated loan losses: Under
previous agreements, the Corporation exchanged mortgages for mortgage-backed scecuritics (MBSs) with Federal
National Mortgage Assoctation (FNMA), and Federal Home Loan Morigage Corporation (FHLMC) and issued
mortgage cerlificates guaranteed by the Government National Mortgage Association {GNMA). MBSs received in
exchange for mortgages and those issued by the Corporation under its MBS program are carried at the unpaid
principal balance of the underlying mortgage loans, net of related atlowances.

Real Estate and Mobile Homes Owned
Real estate and mobile homes owned consist principally of properties acquired through foreclosure or repossession
and are carried at the lower of cost or estimated net realizable value.

Accrued Interest Receivable on Loans and Properties

Interest is accrued based upon the principal amount outstanding. Accrual of interest income is discontinued on loans
when, in the opinion of management, collection of such interest becomes doubtful. When payment of interest is
provided for pursuant to the terms of loan insurance or guarantees, accrual of interest on delinguent foans and real
estate owned 1s continued.

Allowances for Estimated Loan Losses

The Corporation provides for possible losses on loans anticipated to be {foreclosed upon. A potential loss is recorded
when the net realizable value, or fair value, of the related coliateral or security interest is estimated 1o be less than
the Corporation’s investment in the property less anticipated recoveries from private mortgage insurance, privale
credit insurance, and various other loan guarantees. In providing for losses, through a charge to operations,
consideration is given to the costs of holding real estate, including interest costs. The loan portfolio, property
holding periods and property holding costs are reviewed periodically. While management uses the best information
available 1o make evaluations, future adjustments (o the allowances may be necessary il there are significant changes
in cconomic conditions or property disposal programs.

Amortization and Depreciation
Discount and issuance expenses on debt are deferred and amortized using the interest method over the life of the
related bond issue, ranging {rom 30 to 40 years.

Depreciation and amortization of buildings, equipment, leaschold improvements and intangible assets are computed
on a straight-line basis over the estimated useful lives of the related assets. Estimated useful lives range from 3 to 40
years. The capitalization floor is £5,000. '

Bonds and Notes

The Corporation issucs bonds and notes to provide capital for its mortgage programs, and other uses consistent with
its mission. The bonds and notes are recorded at cost plus accreted interest and premiums, less discounts and
deferred debt refunding expenses. Discounts and premiums are amortized using the effective interest method.
Deferred debt relunding expenses are amortized over the shorter of the remaining life of the old debt, or the
remaining life of the new debt.

Income Taxes
The Corporation is exempt from federal and state income taxes.

Reclassifications :
Certain prior-year balances have been reclassified to conform to the current period presentation.

S8



ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

3 CASH

Cash consists of demand deposits, time deposits and un-invested (rust account balances. A summary of the
Corporation’s cash follows (in thousands):

March 31, June 30, June 30,
2061 2000 1999
Restricted $7.497 $2,108 $6.013
Unrestricted 3,766 6,412 4,844
Carrying amount $11,263 $8,520 $10,859

Bank balance 511,972 $9.443 $11,982

4 INVESTMENTS

Custodizl Credit Risk

The Corporation. assumes levels of custodial credit risk for its cash, deposits with financial institutions, bank
investment agreements and investments. Cash and bank investment agreements are categorized as: 1) insured by
federal depository insurance or collateralized by securities held by third parties in the Corporation’s name; 2) un-
invested in trust and other accounts collateralized with securitics held by bank trust departments, but not in the
Corporation’s name: and 3) uninsured and un-collateralized. Investments are categorized as: 1) insured, registered,
or held by the Corporation or its agent in the Corporation’s name; 2) uninsurcd and unregistered, held by the counter
party’s trust department or agent in the Corporation’s name: and 3) uninsured and unregistered investments that are
held by a counter party, or by its trust department or agent, but not in the Corporation’s name,

The bank balance of the Corporation’s cash, bank investment agreements, and investments is categorized below (in
thousands): '

Category Category Category March 31, June 30, June 30,
1 2 3 2001 2006 1999

Cash $1E972 - - 511,972 59,443 $11,982

Category =~ Category Category  March 31,  June 30, June 30,

_ 1 2 3 2001 2000 1999

Bank investment

agrecments 3- $149,287 S88,128 $237415 5288,867 $330.168

U.S. Treasury securitics 33,587 23,748 - 57.335 80,408 106,017

Securities of U.S.

Government agencics

and Corporations 233,473 78,640 - 312,113 347,206 225,601

Asset-backed securities 56,692 15,841 - 72,333 95,657 124,131

Certificates of Deposit - 15,000 - 15,000 15,110 27,310

Commercial paper & :

medium term notes 92,017 299,556 - 391,573 410,388 429,325

Subtotal 415,769 432 785 - 848,554 948,769 912,384
$415,769 $582,072 $88.128 1,085,969 1,237,636 1,242,552

Investment agreements 236,295 350,886 354,204

Collateral for reverse

repurchase agreements 11,970 87.497 178,840

Money market funds 228,301 110,223 43,054

Total investments 51,582,535 51,786,242 51,818,740

Investment Policies

Investments of trusted funds are made under terms of the indenture or agreement which applics to each pool of
funds. Permitted investments may differ with each bond issue or other agreement, The Corporation’s fiscal policies
govern unrestricted funds and securities. The following are eligible for investment thereunder; however, individual
indenture or agreement restrictions may not permit all of the following investments in any one pool of funds:
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a component unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

*  Obligations of the United States or any agency or instrumentality thercod;

¢ Debt obligations, including unsccured certificates of deposit, notes, time deposits, and bankers” acceptances
of, and deposits with, any bank the short-term obligations of which have been rated at least “A-1" by S&P
or “P-17" by Moody’s;

*  Deposits in and investments of a commercial bank or credit union which are fully insured by the FDIC or
NCUA or that provide for the pledge of collateral maintained at a minimum level of 105%:

e Debt obligations, other than those that do not have a fixed par value or terms that do not promise a fixed
dollar amount at maturity or call date, rated at least "AA™ by S&P or “Aa” by Moody’s;

¢ Repurchase Agreements (repos) with a corporation or other entity which has long-term debt ratings of at
least “A” by S&P or A" by Moody’s or short-term ratings of at least “A-1" by S&P or “P-17 by Moody’s
and where the collateral 1s maintained at a minimum level of 1029%:;

e Moncy market funds which are rated at least "AAm”™ or "AAmM-G” by S&P or "Aa” by Moody’s;

e Investment agreements or guaranteed investment contracts with financial institutions having outstanding
unsccured long-term obligations rated. or a claims paying or investment agreement rating, at least “AA” by
S&P or “Aa"by Moody’s:

+  Floating rate notes issued by entities having outstanding unsccured long-term obligations rated “AA” by
S&P or "Aa” by Moody's, and with interest rates subject 1o adjustment no less frequently than every 90
days, and a maximum maturity of three years or less;

»  Adjustable rate funds, provided they are rated “"AAA” credit and “aaa” volatility by S&P and “Aaa” by
Moody’s; '

o International Bank for Reconstruction & Development debt obligations rated “AAA™ by S&P or “Aaa” by
Moody’s.

Investment Term )
The fair value of debt security investments by contractual maturity is shown below (in thousands). Expected
maturities may differ from contractual maturities because borrowers may have the rght to call or prepay obligations
with or without call or prepayment penalties.

March 31, June 36, June 30,
2001 2000 1999
Due in one year or less 51,295,466 $1,425,804 $559.526
- Due after one year through five years 287,069 327.079 280,502
Due alter five years through ten years 0 1,303 1,785
Due after ten years 0 32,056 976,927

51,582,535 51,786,242 $1.818.740

Reatized Gains and Losses

The calculation of realized gains is independent of the calculation of the net increase in the fair value of investments.
Realized gains and losses on investments that bad been held in more than one fiscal year and sold in the carrent
period may have been recognized as an increase or decrease in the fair value of investinents reported in the prior
year. The net increase in the fair value of investments included in the table below takes into account all changes in
fair value (including purchases and sales) that occurred during the period. A summary of the gains and losses
follows (in thousands): ‘

March 31, June 30, June 30,

2001 2000 1999
Net increase {decrease) in Fair Value $7,250 (%3.562) ($5,298)
Ending unrealized gains 516,404 37,187 $9.672
Net realized gains (losses) _ $1.020 $1.077 C %508



ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

5 MORTGAGE LOANS AND MORTGAGE-BACKED SECURITIES

A summary of mortgage toans and mortgage-backed securitics follows (in thousands):

March 31, June 30, June 30,
2041 2000 1999
Morteage Loans:
Pool insurcd 551,936 $58.593 569,647
Federally insured or guaranteed 1,328,814 L 134,777 934,514
Other 1.652.289 [.443.454 1,230,371
Marteage-backed Securities issued by the
Corporation:
FNMA 23,520 30,122 41,549
GNMA 74230 85,352 101,580
FHLMC 10,636 12,356 16,017
3.E41,425 2,764,854 2,393,678
Alowance for loan losses (104,708} (92,122 {83.210
53,036,717 $2.672.732 $2.310,468
Other supplemental fean information is summarized in the following table (in thousands):
March 31, June 30, June 30,
2001 2000 1999
Delinguencics and Foreclosures:
Loans delinquent 30 days or more 392,465 385,143 $72.278
Foreclosures during period 2.622 3,103 2,890
Loans in {oreclosure process 6.013 7,157 4,128
Morteaee-reluied commitments;
To purchase mortgage loans 71276 105,500 111,446
To repurchase toans upon foreclosure 86,247 99,158 122,499
6 MOBILE HOME LOANS
A summary of mobile home loans follows (in thousands):
March 31, June 36, June 30,
2001 2001 199%
Mobile home loans $5.743 $7.626 $11,055
Less reserve for mobile home loan losses (1,070 (8477 (2,425)
Net mobile home loans $4.672 56,149 $8,630
7 NOTES RECEIVABLE
A summary of notes receivable follows {in thousands):
March 31, June 30, June 30,
2001 2000 1999
University of Alaska loans $30.958 $31.989 532,756
Others {net of reserve) 131 135 158
Togal Notes Receivable $31,089 $32.124 $32914

During 1997, under an act of the 19th Alaska State Legislative, the Corporation entercd into an agreement with the
University of Afaska to loan the University a total of $33.000,000 tor acquisition or construction of siudent housing
facilities, The Toan consists of a 530,000,000 assisted portion at a rate of 1.826% por annum. and a $3.000.000
unassisted portion at & rate of 6% per annum. The payments by the University began on August [, 1999 and are
scheduled thereatter February 1 and August b ol cach year through February 1, 2024, unless earlier repaid. -
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8 INSURANCE AGREEMENTS

The Corporation has obtained private mortgage insurance, credil insurance or guaranices on cerlain mortgages and
loans, The agreements protect the Corporation to varying degrees against losses arising from the disposition of the
related collateral obtained through foreclosure or repossession, as well as the costs of obtaining title to, maintenznce
and Hquidation of the collateral. The Corporation is exposed to losses on disposition in the eveat the insurers or
cuarantors are unable or refuse 1w meet their obligations under these agreements,

9 INSURANCE PROGRAM FUNDS

The Corporation has three insurance funds {or the purpose of insuring el against losses which might oceur as a
result of mortgages purchased under the Rural Housing and vartous other programs. The insurance funds are held in
trust by a commercial banking institution and are administered by the management of the Corporation. They are
included in 1he General Account of the Revolving Fund in the accompanying {inancial statements.

10 DIRECT FINANCING LEASE

In July, 1997, the Corporation purchased an office building in downtown Anchorage with its unrestricted assets for
approximately $26 mitlion. The building will be part of the Corporation’s State Lease Building Program (the
“Program™) and has been leased to the State of Alaska for occupancy by its Departiiends and Agencies located in
Anchorage. The State has the option 1o purchase the building at the end ol the lease for $1. v December 1999 the
Corporation issucd the State Building Lease Bonds, 1999 series in the amount of 330,000,000 (o finance the
purchase. The lease of the building 1o the State has been recorded as a direct linancing lease. The following table
lists the components of the net investment in direct financing lease and shows the futere minimum payments under
the lease for the next five years and theecafter (in thousands):

Period Ending Future Minimuam

March 31 *ayments Due
2002 $3.549
2003 3,549
2004 3,549
2005 3,549
2006 3,349
Therealter 42,595
Gross Payments Duc 60,340
Less: Uncarned Revenue (21890 -
Net investment in direct financing lease 539,150

11 PROPERTY AND EQUIPMENT

A summary of balances of fixed assets follows (in thousands):

March 31,

June 30,

June 30,

2001 2000 1999
Buildings 5116.585 $119.521 $110.812
Construction in Process 38,442 28,200 32312
Land 13,115 12493 12,503
Computers & Equipment 3,745 2,540 4,351
Vehicles 1,463 1,422 1,260
172,352 164.176 181,238
Less: Accumulated depreciation (77.108) (73,912} (77,644)
$95.244 $90,264 5103.594

The Corporation is obligated under contracts and other commitments o purchase and/or modernize certain lixed

assets. The total commitment, including amounts to be funded by third parties. is shown below,

March 31,
2001

June 30,
2000

June 30,
1999

Comimitments : $1,311

34,356

§7,492
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12 BONDS AND NOTES PAYABLE

With the exception of the Veterans Morigage Program Bonds, the Corporation’s obligations are not a debt of the
State and the State is not directly liable thereon. The Veterans Mortgage Program Bonds are backed by the full faith
and credit of the State. All of the bonds and notes are secured, as described in the applicable agrcements, by the
revenues, monies, investments, mortgage loans and other assets in the funds and accounts established by the
respective security agreements. A substantial portion of the assets of the Corporation is pledged to the outstanding
obligations of the Corporation. Bonds and notes outstanding are as follows (in thousands):

Original March 31, June 30, June 30,
Amount 2001 2000 1999

FIRST-TIME HOME BUYER BONDS:
Collateralized Home Mortgage Bonds (CHMB):
e Tax-Exempt:
« CHMB 1988 Series A.

7.4% to 7.5%, due 2003-2015 $85.000 $4,635 $5,890 59,085
¢ CHMB 1989 Series B,

7.55% to 7.65%, due 2000-2024 148,000 9,335 10,215 12,635
e CHMB 1990 Series A,

5.7% to 7.05%, due 2000-2025 152,000 21,925 24,075 30,435
Mortgage Revenue Bonds:
s 1996 Series A,

4.40% 10 6.3%, due 2000-2027 159,871 89,606 97,771 13471
+ 1997 Series A,

4.15% 10 6%, duc 2000-2037 160,000 150,720 152,600 158,830
e 1998 Serics A,

3.95% w0 5.4%, due 2000-2035 70.000 66,195 66,405 69,790
e 1090 Series Al & 2,

4.5% w0 6.25%, duc 2001-2035 200,000 200.000 200,000 -
¢ 20000 Series A,

5.9% 10 6.0% due 2031-2040 58.315 58,315 - -
e 2000 Series B,

5.45% due 2008-2015 3,795 3,795 - -
e 2000 Sertes C,

4.7% 10 6%, due 2002-2032 68,785 68.785 - -
e Taxable:
o 2000 Series D,

7.0% t0 7.32%, due 2003-2020 25,740 25,740 - -
FOTAL TAX-EXEMPT FIRST-TiniE HOMEBUYER
Bonns 1,131,506 699,071 556,956 304 846
Accereted interest 4913 3,859 2,526
Unamortized discount (1,269) (556) (436)
NET TAX-EXEMPT FIRST-T1mi HOMEBUYER
BONDS 702,715 560,259 396,936
VETERANS MORTGAGE PROGRAM BONDS :
Collateralized State Guaranteed Bonds:
» Collateralized Bonds 1989 First Series,

6.5% to 7.45%, due 2002-203 1 45,000 1,240 1,525 2,645
¢ Collateralized Bonds 1990 First Series,

6.875% 1o 7.50%, due 2003-2033 35,000 1,200 1,310 2,265
o Collateralized Bonds 1991 First Series,

6.75% 10 7.30%, duc 2004-2033 45,000 4,320 4,630 7,380
e Collateralized Bonds 1991 Second Series,

6.5% to 7.10%, due 2004-2034 : 60,000 10,265 18,775 15,430
e Collateralized Bonds 1992 First Series,

6.25% 10 6.75%, due 2005-2034 45,000 18,100 19,395 31,615
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Original March 31, June 30, June 30,
Amount 2001 2000 1999
o Collsteratized Bonds 1993 First Series,

4.30% to 5.875%, due 2000-20335 63,000 25,540 28,320 40,440
o Collateralized Bonds 1994 First Series,

3.30% to 6.80%, due 2000-2036 130,000 89,025 89,350 149,380
o Collateralized Bonds 1995 First Series,

4.60%: 0 6.55%, duc 2000-2037 30,000 15,185 18,815 22,420
e Collateralized Bonds 1997 First Series,

5.5%, due 2000-2039 100,000 87,205 9{,370 99,660
o Collaweralized Bonds 1998 First and Sccond

Series, 4.0% 1o 5.5%, duc 2000-2040 60,000 57,460 58,660 - 59,785
o Collateralized Bonds 1999 First Series, :

4.3% to 6.25%, due 2001-2039 110,000 108,465 110,000 -
¢ Collateralized Bonds 2000 First Scries,

4.75% 10 6.45%, due 2001-2039 70.000 70,000 70,000 -
TOTAL VETERANS MORTGAGE PROGRAM BONDS 795,000 488,005 505,150 391,020
Unamortized discount (1.847) (2,008) (2,246}
NET VETERANS MORTGAGE PROGRAM BONDS 486,158 503,142 388,774
OTHER BONDS AND NOTES:

Housing Development Bonds:
e 199] Serics A,

6.2% to 7%, due 2000-2021 5,755 4985 5,090 5,190
¢ 1992 Series A,

6.15% to 7%, due 2000-2022 9.370 1,770 8,000 3,220
» 1903 Series A,

4.25% 160 5.625%. duc 2000-2023 8.325 7.240 7415 7,580
e 1903 Series B,

4.25% 10 5.625%, duc 2000-2023 4,890 4,310 4,405 4,493
e 1903 Series C,

4.35% 10 5.7%, duc 2000-2023 1,200 1,070 1,090 1,110
* 1993 Series D,

5.00: to 7.1%, due 2000-2023 4.675 4,235 4,310 4,380
¢ [993 Series E, '

5.6% to 7.1%, due 2000-2023 12,255 9,930 10,320 10,685
e 1997 Series A, o

4.15% to 5.7%. due 2000-2029 6.510 6,245 6.335 6,425
-» 1997 Series B, ‘ ‘

4.25% 10 5.8%, duc 2000-2029 17,000 16,325 16,560 16,785
e 1997 Series C,

6.8% 10 7.35%, due 2000-2029 23,895 23,235 23,470 23,690
« 1999 Secries A, .

4.1% 10 6.3%, duc 2000-2029 1.675 1,650 1,675 -
e 1599 Series B, - N '

4.20% to 6.37%. due 2000-2029 5,080 5015 5.080. -
e 1999 Series C, : ’

4. 10% to 6.20%, due 2000-2029 50,000 49 310 50,000 -
2000 Series A, Floating rate

3.65 at March 31, 2001, due 2001-2030 20,745 200,745 - -
» 2000 Scrics B, Floating rate

3.5%k at March 31, 2001, due 2001-2030 41,705 41,705 - -

General Mortgage Revenue Bonds:
e 1991 Series A, Floating Rate, . .
© 5.75% at Sept 30, 1999, due 2026 120,000 - - 120,000
o 1991 Series C, Floating Rate, Co

3.95% at Sept 30, 1999, due 2026 180,000 < - 180,000
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Original March 31, June 30, June 34,
Amount 2001 . 2000 1999
¢ 1997 Series A,
e 4.15% 10 6.1%, due 2000-2037 434,911 428 541 430,751 432 871
« 1999 Series A, _
« 4.25% 10 6.05%, due 2001-2049 302,700 302,700 302,700 -
General Housing Purpose Bonds:
¢ 1002 Series A,
¢ 5.3% 10 6.6%, due 2000-2023 200,000 46,100 49,500 52,905
o 1994 Series A,
» 4.00% 10 5.4%, due 2000-2023 143,815 140,340 140,925 141,485
Government Purpose Bonds:
¢ 1005 Series A,
« 4 5% 10 5.875%, due 2000-2030 335.000 322910 323,040 329 155
¢ 1997 Series A, Floating Rate,
3.5 G at March 31, 2001, due 2027 33,000 33,000 33,000 33,000
State Capital Project Bonds
¢ 1999 Scries A,
« 3.49% to 5.0%, due 2000-2005 92,365 68,890 74,905 86,710
¢ 1999 Series B,
» 4.0% 10 5.5%, due 2000-20035 103,980 97,335 103,980
» 2001 Series A,
* 4.0% 10 4.05%, due 2000-2005 74,535 74,535 103,980 -
State Building Lease Bonds
» 1999 Series,
s 4.25% 10 5.8%, due 2000-2017 40,000 38,175 38,925 -
TOTAL OTHER BONDS AND NOTES 2,273.386 1,756,296 1,643,566 1,464,686
Accreted interest 2,801 2,217 1,480
Unamortized deferved debt refunding expense (5,038) (6,233) (5,24
Unamortized discount/premium {2,995) {5,205) (4,076)
NET OTHER BONDS AND NOTES 1,751,064 1,634,343 1,456,841
OTHER PROGRAMS:
Low Rent Program Notes:
» Low Rent Project Note, Second Series,
3.875%, due 2000-2006 720 - - 215
» Low Rent Project Note, Third Series,
3.625%, due 2000-2007 4410 - - 1,380
» Low Rent Project Note, Fourth Series,
4.375%, due 2000-2008 2,470 - - G35
» Low Rent Project Note, Fifth Series,
6.0%, due 2000-2010 1,300 - - 685
* FFB Note-AK-1-32,
11.898%, due 2013 1.191 - - 813
+ FFB Note-AK-1-40,
14.993%, due 2016 1,605 - - 1,214
» FFB Note-AK-1-903,
11.861%, due 1999 83 - - 3
Home Ownership Notes:
» Mutual Help HUD Note,
5.625% 1o 8.000% 996 996 996 996
» Wrangell Project HUD Note,
1.00%-3.00%%, due 2007 1,141 662 679 702
TOTAL OTHER PROGRAMS 13,916 1,658 1,675 6,948
$4,139273  $2,94]1 595 $2,699,419 $2,249 499
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Sinking Fund Payments

The minimum annual principal payments, including sinking-fund principal payments, related 1o all mortgage bonds
and notes in the preceding schedule for the five years subsequent to December 31, 2000, and Ehc,n,dm.r, are as
follows (in thousands):

Year Ending
March 31, Amount
2001 458,955
2002 69,880
2003 78,285
2004 82,465
2005 97,093
Therealter 2.558.,350

52,945,030

Redemption Provisions

The bonds and notes are generally subject 10 certain carly-redemption provisions, both mandatory and at the option
of the Corporation. The Corporation redeems debt., pursuant to the provisions of the related agreements which
permit surplus revenues, resulting primarily from mortgage loan prepaymemnts, to be used 1o retire the obligations at
par. The accelerated amortization of related discounts and costs of issuance resulting from these surplus revenue
redemptions 1s included in interest expense and financing costs.

In addition to surplus revenue redemptions, the Corporation refunds debt pursuant to redemption provisions in the
related agreements. On September 28, 1999, the Corporation issucd $302,700,000 of General Mortgage Revenue
Bonds, 1999 Series A 1o refund a total of $300,000,000 outstanding General Morigage Revenue Bonds, 1991 Series

A and Serics C. The net proceeds were used to redeem all owtstanding bonds of the GMRB 1991 Series A & C A
summary of redemptions and refunding follows:

Principal Redemptions

March 31, June 30, June 30, Accounting Economic
2001 2000 1999 Gain/(Loss) ®  Gain/(Loss)*¥
Surplus Revenue Redemptions 526,365 $94.860 010,102 $- $-
Refunding:
General Mortgage Revenue
Bonds—1991 Series A & C . 300,000 - (2,557) 1,234
Total Redemptions 526,365 $394.860 $110,102 $(2,557) £1,234

* The accounting loss is measured as the difference between the reacquisition price and the net carrying amount of
the old debt including its cost of issuance, The loss has been deferred and will be amortized over the remaining life
of the old debt and included in interest expense.

#*The economic gain is calculated as the difference between the present vatue of the debt service requirements of
the new debt and the present value of the debt service requirements of the refunded debt, discounted at the effective
interest rate of 6.048%.

Defeased Debt

From time to time, the Corporation effects an advanced refunding where bonds are issued, the proceeds of which are
used to delease outstanding debt of the Corporation. The result is an in-substance defeasance whereby the
Corporation purchases securitics which are deposited into an irrevocable trust with an escrow agent 10 provide all
future debt service payments on the refunded bonrds. A summary of the defeased debt follows (in thousands):

March 31, June 30, June 38,
2001 2000 1999
General Housing Revenue Bonds, 1992
Series A $- $120,980 $120,980
3- $120,980 $120,980
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Conduit Debt.

From time to time, the Corporation has issued debt to provide financial assistance (o private-sector entities for the
acquisttion or construction of facilitics deemed to be in the public interest, The bonds are secured by the propertics
financed and are payable solely from rents and payments received on the underlying mortgage loans. Neither the
Ceorporation ner the State are obligated in any manner [or repayment ol the bonds. Accordingly, the bonds and any
related assets are not reported as assets or Habilities i the accompanying financial statements. A summary of the
conduit bonds outstanding follows (in thousands):

March 31, June 38, June 30,
2001 2004 1999

Alaska Vocational Technical Center:
e Certificates of participation 5675 $675 5675
Mortgage Revenue Refunding Bonds:
« Chinook Apartments 2110 2,155 2,195
» Coho Park Apartments 2,360 2,460 2.555

55,145 $5.200 $5.425

Reclassification of HUD Notes

To provide lor the development and modernization of low-rent housing units, the Corporation issued Low Rent
Project Notes and FFB Notes upon request of HUD. The notes are payable by HUD and secured through its annual
contribution contract paymes. These notes do not constitute a debt ol AHFC and accordingly. at July £, 1999, the
balance of such debt in the wmount of $3.230.000 were reclassified from bonds and notes payable 1o contributed
capital '

13 COMMERCIAL PAPER

The Corporation has been issuing Euro Comimercial Paper (ECP) since 1986, No individual issue may exceed nine
months in duradon. The maximuwm aggregate outstanding principal balance authorized by the Board of Dircctors is
5150.000,000. On March 1. 1999, the Corporation adopted @ domestic commercial paper program and has been
issuing domestic commercial paper since, The ECP program is currently inactive. A swmmary of commercial paper,
which represents an unsecured general obligation of the Corporation, follows (in thousands):

March 31, June 30, June 30,
2041 2000 1999

Maturity amoumnt 578,100 $127.500 S 106,000
Less: Discounts (463) (820 {238)
Balance outstanding $§77.637 5126.680 5105762
Yields issued during period:

Lowest 5.0000%: 6.1500% 4.8000%

Highest 5.6700% 6.7200% 5.7500%:

14 SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

The Corporation borrows funds for general corporate purposes utilizing reverse repurchase agreements, Such
agreements involve the transfer of securities with o simubtancous agreement to repurchase them in the future at the
same price plus a contract raic of interest. The Corporation invests proceeds from seeurities sold under agreements
to repurchase in investments maturing on or before the maturity date of the related agreement o repurchase. The Tair
value of the securities underlying reverse repurchase agreements normally exeeeds the proceeds received, providing
respective dealers a margin against a decline in market value of the sccuritics. If the dealers defanlt on their
obligations to return these seeurities to the Corporation, or provide securities or cash of equal value, the Corpormtion
would sulfer an cconomic loss equal to the difference between the par value plus accrued interest ol the underlying
securities and the agreement obligation, including accrued interest. A summary of securities sold under agreements
to repurchase follows (in thousands):

11
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Marcch 31, June 30, June 30,
2001 2000 1999
Maturity amount $11.969 $88.298 $180,304
Less: Discounts (31 (801) {2,127) -
511,938 $87.497 5178177

15 UNUSED LETTERS OF CREDIT AND OTHER CREDIT ARRANGEMENTS

For certain bond issues, the Corporation has entered into credit arrangements with various linancial institutions o
provide funds necessary to satisly debt service or unpaid bond principal obligations. Varying commitmen fees are
required, generally 14 to Y2 ol 19 per annum of the aggregate Hability or commitment amount.

The Corporation had unused letters of credit and similar credit enhancement agreements in connection with amounts
required for debt service or unpaid bond principal lor certain bond issues as follows (in thousands):

March 31, June 30, June 30,
i 2001 2000 1999
Liquidity facility - 5- 5304110
Bond insurance ,297.052 1,222,517 952,981
$l,297,052 $1,222.517 51,257,091 .

The Corporation alse has reestablished in August 1999 a $150,000,000 Credit Agreement that is not related 10 a
specific bond issue. At March 31, 2001, no draw downs had been made on the Credit Agreement.

Government Purpose Bonds, 1995 Serics A are insurcd by surety bonds. The agreement unconditionally and
irrcvocably guarantees scheduled payments of principal and interest on the bonds.

Certain lelter-of-credit agreements contain covenants restricting the amendment of terms and redemption of bonds
or notes, and setting the mintmum combined fund equity of the Corporation and minimum debt-service reserve-fund
balances.

16 YIELD RESTRICTION AND ARBITRAGE REBATE

Most morigages purchased with the proceeds of tax-exempt bonds issued by the Corporation are subject o interest-
rate yield restrictions of F.125% to 1.500% over the yield of the bonds. These restrictions are in elfeet over the lives
of the bonds. Most of the non-mortgage investments made under the Corporation’s tax-cxempt bond programs are
subject to rebale provisions or restricked as to yields, The rebate provisions require that a calculation be performed
every five years and upon fuli retirement of the bonds to determine the amount, il any, of excess yield carned and
owed the Internal Revenue Service. Following is a summary of excess carnings recorded and paid (in thousands):

March 31, June 30, June 30,
2001 2000 1999
Arbitrage Expense 51,268 $(783) $5,530
Arbitrage Paid 3- $4,559 5 -

17 STATE AUTHORIZATIONS AND COMMITMENTS

The Corporation uses its assets o fund certain housing amd non-housing capital projects identified by the State. The
aggregate amount expected to be funded by the Corporation was expressed by the following language of legislative
intent included in the fiscal year 1996 capital appropriation bill, enacted in 1995;

“The Legislature intends to ensure the prudent management of the Alaska Housing Finance Corporation o protect
its excellent debt rating by the nation’s financial community and to preserve its valuable assets of the State. To
accomplish its goal, the sum of withdrawals for transfer to the gereral fund and for L\pun(htum on corporate fundu[
capital projects should not exceed the Corporation’s net income for the preceding (iscal year.”

The projected amounts stated in the legistative intent lunguage were based on the Corporation’s {inancial operating
plan and represent the total amount of anticipated State transfers and capital expenditures rather than projected “net
income™.

A summary of State Authorizations follows (in thousands):
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March 31,2061

Total State Disbursements To-  Total Remaining
Authorizations Date Commitments
FY 19935# $22,500 521,675 $825
FY 1996* 128,033 124,554 3479
- FY 1997 104,448 94,357 6,051
FY 1998 132,014 119,200 12,814
FY 1999 103,000 89,001 13,999
FY 2000+ 105,168 72,729 32,439
FY 2001* 103,107 33,982 69,125
Total $694.270 $555,537 $138,733

* with re-appropriations

State Capital Projects Bonding

The 1998 Legislature adopted legistation authorizing approximately $224 million in capital project bonds of the
Corporation to {inance projects of the State and municipalitics. The legislation states the intention that the sum of
withdrawals for repayment of bonds, for transfer to the State’s general fund, and for corporate funded capital
projects should not exceed the Corporation’s net income for the preceding year. The bond proceeds are allocated to
agencics and municipalities in the total amount of approximately $200 million and are subject Lo specific legislative
appropriation which also was authorized, The Corporation views passage of this legislation as a continuation of the
plan of the legislature, stated in its kegislative intent in 1993, to authorize $103 million annually to the year 2006.

Transfers to the State of Alaska .
Since the inception of the Corporation, the State has contributed a total of $1,069,523,000 to the Corporation.
Beginning in fiscal year 1986, the Corporation began a series of plans to transfer funds to or on behalf of the State.
Following is a sumimary of the different types of transfers (in thousands): '

Cumulative Total
March 31, June 30, June 30, Prior Fiscal  Transfers to

2001 2000 1999 Years State
State Debt Repayment $- 5 - $- $29.800 $29,800
Asset Purchases - - - 252,300 252,300
Dividends - - - 114,300 184,300
Direct Cash Transfers 15,007 32,000 24020 397,000 468,027
Non-Housing Capital Projccts 14,820 29,767 57.589 41,704 143,880
State Capital Project Bond Fund 30,115 43,255 34,905 - 105,273

Total 359,942 $102,022 3116514 5833,104 $1.113,582
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18 GRANTS AND SUBSIDIES

The Corporation paid grants to third parties for the following programs (in thousands):

March 31, June 30, June 30,
Program 2001 2000 1999

General Acconnt of the Revolving Fund: _
e Emergency Housing Assistance Grant 5 5- 35
o Homeless Assistance Program 733 468 194
s Housing Preservation Matching Grant 40 152 73
¢ Bering Sea Women's Group Renovation - - 153
e Senior Citizens Housing 103 883 1,800
e Supplemenial Howsing 5.864 5,454 3,957
o Supportive Housing Grant Match 516 631 £.047

7,258 7.588 7,229
Energy Programs:
» Alaska Building Science Network 35 17 161
« Municipality of Anchorage - 118 168
o Alaska Community Development Corp. - 343 560
¢ Enhanced Weatherization 432 432 681
¢ Rural Community Action Program - 650 175
o Tanana Chicl"s Conference - 180 344
» Low-Incoime Weatherization Assistance 3.226 3.764 4,119
« Others 112 38 100

3,805 5,632 6,308
Section 8 Certificares and Vouchers 12,386 13,633 13,780
Crther Housing Assistance Programs:
e HOME Program 2,776 4467 3,147
e Housing Opportunities for Persons with AIDS 160) 225 426
+ SAFAH - 179 126
e Shelter Plus Care Program 58 143 131
» Others 570 304 52

3,564 5,318 3,882
Total Grant Expenses $27.013 $32.171 531,199
General Account of the Revolving Fund: ‘
e Village Safc Water Grants Program—FY 99 Appro. $5,460 $17.095 515,468
» Pioncer Home Renovation - 166 1,447
e University of Alaska—FY 99 Appro. 0622 1,158 8,182
e DHSS Grants ) 321 410
» Municipal Matching Grants—FY 99 Appro. 6.598 6.259 4,738
e Others (70 260 360
« FY 98 Legislative Appropriations 1.087 2975 10,101
« FY 99 Legislative Appropriations—-Others 266 1,435 16,583
» FY 00 Legislative Appropriation 561 98 :
« FY 01 Legislative Appropriation 290 - -
Total Contributed Capital Grants 514,820 $29.767 $57.589
Total Grants $41,833 $61,938 $88,783

In addition to grant payments made, the Corporation has advanced grant funds ol $8,391,096 and committed to third

partics a sum of $11,388,759 in grant awards at March 31, 2001,
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19 OTHER PROGRAMS
Other programs include energy conservation and public-housing activisies funded from a combination ol corperate
receipis and external sources,

Peferred Externally Funded Program Revenues

Deferred externally lunded program revenues represent cash received trom externalt funding sources in advance of
qualifying expenditures, Revenues are recognized when qualifying expenditures in the respective programs arc
incurred. These deferred revenues totaled SO, S0 and SEOL7.000 ar Mareh 31, 2001, June 30, 2000 and 1999
respectively, and are included in acerued expenses und other Habilitics.

Energy Conservation Programs

The Petroleum Violation Escrow Progrum (PVE) includes the activities Tunded from the State of Alaska’s share of
settlement proceeds received as a result of various lawsuits between the federal government and oil producers. The
Corporation holds these funds in trust, 10 be used for qualifying energy conservation activitics under the U.S.
Department of Encrey’s oversight. :

Cash-basis PVE (rust-account activity follows {in thousands}):

March 31, June 30, June 36,
2001 2000 1999

Beginning account balance 51881 §3.417 54,783
Receipts from U.S. Department of Energy 100 77 98
[nterest carned 81 163 254
Program cxpenses paid (256) (1,776) (1.718)
Ending account balance $1.806 51,881 53,417
Amount due to Corporation for unreimburscd

program cxpenscs 5156 5125 $313

The Corporation pays expenses incurred by various programs funded by the PVE. Allowable program expenses
incurred follow (in thousands):

March 31, June 30, June 30,
PVE Settlement Name 2001 20060 1999
Stripper 5230 $1,588 $1.630

The Supptemental Housing and Senior Housing Programs are funded entirely by corporate funds.
The weatherization programs include the following programs and are funded by a combination of DOE grants, PVE
funds, and corporate funds:

o Low-Income Weatherization Program

»  Residential Energy Rehab Program (Enhanced Weatherization)
Other energy programs include the following programs and are funded by a combination of DOE grants, PVE {unds,
HHS grants, and corporate funds:

o State Encrgy Conservation Program

e Low-Income Home Encrey Assistance Program (LIHEAP)

e Weatherization Assistunce [or Low-Income Persons (AKWarm Enhancement)

*  Mental Health

»  Adult Educwion

s Alaska Native Health Board Gramnt

o Association ol Aluska Housing Authoritics Grant

The following projects are or have been funded within the Petroleum Violation Escrow Program:

o Low-Income Weatherization Enhancement
o Encrgy Ruted Homes of Alaska

o Business Encrgy Assislance

,_.
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+  Home Energy Rebates

¢ Home Encrgy Loan Program

e Warm Homes for Alaskans

*  Alaska Craltsman Home Program
Housing Assistance Programs
Low Rent includes the following programs for various low-income housing facilities administered by the
Corporation under contract with HUD:

o Modernization/Comprehensive Grant

+« Low Rent Management
Home Ownership includes the following programs administered by the Corporation and funded by HUD:

¢ Mutual Help

o Turnkey NI
Scction § includes the following programs for tenant-based rental assistance administered by the Corporation under
contract with HUD:

¢  Scction 8 Certilicale

e Scction 8 Voucher

»  Scction § Moderate Rehabiditation

e  Scction 8 New Construction

e Scction 8 Contract Admintstration
Section § New Construction consists of Jow-income housing facilities at various locations owned by the
Corporation, for which the Corporation receives tenant-basced rental assistance under contract with HUD:,

A summarized balunce sheet and sitement of revenues, expenses and retained carnings for the Section 8 New
programs as of and for year ended Mareh 31, 2001 follow (dollars in thousands):

Chugach Golden  Ptarmigan  Sunset Glacier Alpine
View Towers Park View View Terrace Total

Total assets $5.768 515781 5969 SLO70 $798 5384 $24.970)
Total ahilitics (2.442) {241 30 325 1.346 1,219 437
Total fund cquity 8.216 16,022 041 744 {752) (638) 24,533
Total revenues Fa2 1.242 205 223 278 292 3,682
Total expenses 1.046 1.346 250 208 411 479 3,740
Net income (loss) 396 (104} {43) 15 {133) (187) (58)
Beginning retained

carnings 2,017 3.862 {87 {595) {(512) (1,131} 3,828
Transters 336 - - - - 336
Ending retained carnings 2,749 3,758 142 {3801 (6:45) (1.318) 4,106

Wrangelt consists of the Wrangell 221(d)(3) housing facility owned by the Corporation tor which the Corporation
receives enant-based rental assistance under contract with HUD.

Other Housing Assistance Programs include the following HUD, state and privately funded activities:
+  HOME Investment Partnerships Program (HOME)
¢ Supplememal Assistance [or Facilitics to Assist the Homeless (SAFAH)
s Guteway Literacy Program
¢ Drug Elimination Grant
¢ Shelter Plus Cure Program
e Housing Opportunitics for Persons with AIDRS (HOPWA)
«  HOME Technical Assistance
s Youth Sports Program

16
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e  Family Self Sufticiency Program (FS5)

e  Family Investment Center Grant

s Special Needs Assistance

¢  Supporiive Housing Technical Assistance

e Service Coordinator for Public Housing Agencies Gram

20 PENSION PLAN

As of March 31, 2001, all regular employees of the Corporation who work more than Ffifteen hours per week
participate in the Alaska Public Employees’™ Retirement System (PERS). PERS is an agent muliiple-employer,
stalewide defined benefit plan, administered by the State of Alaska. A publicly available financial report that
includes {inancial statements and required supplementary information is issued annually by PERS. That report may
be obtained by writing to State of Alaska, Department of Administration, Division of Reticement and Benefits, P.O.
Box 110203, Juncau, Alaska 99811-0202.

Plan Description

Employees hired prior to July 1, 1986 with five or more years of credited service are entitled 10 annual pension
benefits beginning at normal retirement age 35 or early retirement age 50. For employees hired after June 30, 1986,
the normal and carly retirement ages are 60 and 55, respectively. The normal pension benefit is equal to 2% of the
member’s three-year highest average monthly compensation for the first ten years of service, 2%4% for the second
ten years of service and 2%% for afl remaining years of service. All service carned prior to July I, 1986 will be
calculated using the 2% multiplier. Employees with 30 or more years of credited service may retire at any age and
receive a normal benefit. The system also provides death and disability benefits and major medical benefits.

Funding Policy

Under State law, covered employees are required to contribute 6%% of their annual covered salary and the
Corporation is reguired to contribute an actuarially determined rate; the current rate is 7.48% of annwal covered
payroll.

Annual Pension Cost

The Corporation’s annual pension and postretirement health cost shown below was equal 10 the required and actual
contribution. The actuarial required contribution was computed as part of an actuarial valuation as of June 30, 1999,
Significant actuartal asstmptions used in the valuation include: (a) a rate of return on the investment of present and
future assets of 8.25% per year compounded annually and (b} projected salary increases of 5.5% a year for the [irst
five years of employment and 4.55 per year thereafier, with distinction made between amounts for inflation (.09,
merit (1.0%}, and productivity (0.5%). The contribution rate for normal cost is determined using the projecied unit
credit actuartal funding method. The excess of assets over the actuarial accrued lability 1s amortized over a rolling
235 years. The percentage of pay method is used for amortization purposces.

Three-Year Trend Information for PERS
Annual pension and

postretirement health Percentage of APC Net pension
Year ended cost (APC) contributed obligation
June 30, 2000 $830.,000 100.00% S
June 30, 1999 o - 1,010,000 100.00% -
June 30, 1998 702,000 0 100.00% i : _ -
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ALASKA HOUSING FINANCE CORPORATION

a compontent unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

Required Supplementary Information--Schedule of Funding Progress for PERS (in thousands)

Actuarial Actuarial Excess of _ Excessas a
value of accrued Assels Covered percentage of
Actuarial assets liability (AAL) over AAL Tunded ratio payrolt Covered payroll
valuation date {a) (b) (a)-(h) (a)/(h) {c) {{a)-(b))/{c)
Pension:
June 30, 1999 30,462 19.060 11,402 160%% 12,789 89%-
June 30, 1998 28,986 26,335 2,651 110% 12,329 22%.
June 30, 1997 27,323 23,413 3910 117% 11,928 33%
Postretirement
Health
June 30, 1999 12,349 7,727 4,622 160% 12,789 36%
June 30, 1998 10,763 9,779 984 110%: 12,329 8%
June 30, 1997 10,184 8,726 1.458 117% 11,928 12%

21 FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of the Corporation’s {inancial instruments are estimated as follows (in thousands):

March 31, 2001
Estimated Fair
Carrying Amount Value

Financial Assets:
Cash and short-term investments 51,593,798 $1.593,798
Mortgage loans, mortgage-backed securitics, and
mobile home loans, net 3,041,389 2,839,593
Notes Receivable 31,089 31,089
Accrued interest receivable 31,714 31,714
Net Invesiment in direct financing lease 39,150 39,150 .
Other assets 6,902 6,902

$4,744,042 $4,542,246
Financial Liabilities:
Bonds and notes, net of discounts $2,941,595 $2,746,420
Commercial paper and securities sold under
agreements o repurchase 89,375 89,575
Accrued interest payable 56,118 56.118
Accrued expenses and other Labilitics 4,033 4,033

$3.091.,321 $2,896,146

Contractual Estimated Fair
Off Balance Sheet Financial Instruments Amount Value

Assets:
Loan Commitments $77.276 $386
Liabilities:
Letters of credit and other eredic arrangements 1,297,052 1,946



ALASKA HOUSING FINANCE CORPORATION

a component wit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

une 30. 2000

Estimated Fair

Carrying Amount Yalue
Financial Assets:
Cash and short-teem investments $1,794.762 51.794.762
Morigage foans, mortgage-backed securitics, and
mobile home loans, net 2.678.881 2,415,879
Noles Receivabte 32,124 32,124
Accrued interest receivable 25,180 25,180
Net [nvestment in direct [inancing fease 40.528 40,528
Other assels 0,800 9,800
$4.581.275 54,318,273
Financial Liabilities:
Bonds and notes, net of discounts $2,699.419 52,434,401
Commercial paper and securities sold under
agreements Lo repurchase 214,177 214,177
Accrued interest payable 13,376 15,376
Accrued expenses and other Babilities 39381 3,981
$2.932 953 $2,667,935
Contractual Estimated Fair
OIf Balance Sheet Financial Instruments Amount Yalue
Assets:
Loan Commitments $105,500 $396
Liabilities:
Letters of credit and other credit arrangements 1,222.517 1.834

June 30, 1999

Estimated Fair

Carrying Amount Value
Financial Assets:
Cash and short-term investments $1.829.599 $1.829,599
Mortgage foans, morgage-backed securities, and
mobile home loans. net 2,319,098 2,139,349
Notes Receivable 32914 32914
Accrued interest receivable 24,302 24,302
Net Investment in direct financing fease 39,519 39.519
Other asscts 8,238 8,238
$4,253.670 54,073,921
Financial Liabilities:
Bonds and notes, net of discounts $2,249 499 $2.075,144
Commercial paper and securities sold under :
agrecnents 1o repurchase 283.939 283,939
Acerued interest payable 12,124 12,124
Accrued expenses and other liabtlitics 7.655 7,655
$2.553.217 $2,378.862
Contractuat Estimated Fair
Off Balance Sheet Financial Instruments Amount Value
Assets:
Loan Commitments St 446 5418
Liabhilities:
Letiers of credit and other eredit arcangements 1,257,091 1,886

19



ALASKA HOUSING FINANCE CORPORATION

a component tnit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

The lollowing methods and assumptions were used to estimate the fair value of each class of [inancial instruments
for which it is practicable to estimate that value:

Cash and Short-term Investments

For investments and securities, fuir value cquals the carrying amount and is based on market prices quoted by
trustees and financial institutions, except for investment agreements tor which fair values were not readily
determinable and are included at cost.

Accrued Interest Receivable and Claims Receivable

For those short-term instruments, the carrying amount is a reasonable estimate of fair value. Claims reecivable are
presented net of estimated wncollectible reserves. and include only the balance billed 10 mortgage insurance
companies at period end.

Mortgage Loans, Mortgage-backed Securities, and Mobite Home Loans
Fair value of the Corparation’s loans was estimated based on a discounting to present vilue of estimated [uure cash
flows. The calculated present value amounts were then reduced by adjusted loan loss reserves,

Other Assets

For those other assets which are financial instruments, fuir value was estimated by cither: 1) discounting to present
value, estimated future cash flows: or 2 for short-term instruments, considering the carrying amount to approximate
fair value.

Bonds and Notes Payable

Fair value of the Corporation’s long-term debt was estimated by analyzing debt issues with similar characieristics,
such as coupon rate, remaining years to maturity, bond raling, and whether the issue was taxable or tax exempl.
Future debt service was then discounted to present value utilizing fuctors obtained from independent financiud
advisors.

Commercial Paper and Securities Sold Under Agreements to Repurchase, Accrued Interest Payable, and
Accrued Expenses and Other Liabilities
For those short-term instruments, the carrying amount was considered @ reasonable estimate of Lair value,

Loan Commitments
The Fair value is estimated uvsing fees currently charged for loan commitiments.

Letter of Credit and Other Credit Arrangements
The tair value is estimated using fees paid by the Corporation.

22 CUMULATIVE EFFECT OF ACCOUNTING CHANGE

Prior to fiscal year 2000, the Corporation capitalized all costs associated with the actual purchase or improvements
in the form of construction and modernization of public housing buildings in accordance with Generally Aceepled
Accounting Principles (GAAP). New intormation {from HUD explaining the type of costs associated with
modernization and development of buildings has led 1o a change in industry practice of capitalizing hard costs and
expending soft costs. The modernization and development costs such as management improvements, adminisirative,
other costs defined as “Soft Costs” do not provide additional service potential and will not be altocated over the life
ol the building but expended as incureed. i the fourth quarter of FY2000, the Corporation removed all “soft costs”™
that had been capitalized over the prior periods and the corresponding accumulated depreciation. The net eflect of
the accounting change is shown as cumulative effeet of prior year’s amouni in the Staterment of Revenues and
Expenses.

Prior Years FY 2000 Total
Tenal Soft Costs removed $(26.120) $(2.067) 5(28,187)
Total Accumulated Depreciation removed 0.853 708 7,361
Total Net Fixed Assets removed (19.267) (1.339) (20,026}
Decrease of Contributed Capital (23.54%) (1,225) (24,773)
Cumulative Effect on Net Income 4,281 - 42581



ALASKA HOUSING FINANCE CORPORATION
a component unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

23 OTHER COMMITMENTS AND CONTINGENCIES

Medical Self Insurance

During the Fiscal Year ended June 30, 1998, the Corporation began a program ol self-insurance for cmployee
medical benefits. Cosls are hilted directly to the Corporation by an Administrative Services Provider thal processes
all of the claims from the employees and their dependents. The Corporation has purchuased a stop-loss policy that
limits its liahtliey 10 $30,000 per employee per year. The Corporation has provided for an estimate of the Incurred
But Not Reported (IBNR) Hability in the amount of $992,000, 5713.000 and $582,000 as ol March 31, 2001, June
30, 2000 and 1999 respectively.

Litigation

The Corporation, in the normal course of its activities, is involved in various claims and pending litigation, the
outcone of which is not presently determinable. In the opinion of management, the disposition of these matters is
not presently expected to have a material adverse effect on the Corporation’s financial statements.

Contingent Liabilities

The Corporation participates in several federally assisted programs. These programs are subject o program
compliance audits and adjustment by the grantor agencies or their representatives. Any disallowed claims, including
amounts alrcady collected, would become a liability of the General Account of the Revolving Fund. In
management’s opinion, disallowance, if any, will be immaterial.
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors
Alaska Housing Finance Corporation
Anchorage, Alaska

We have audited the accompanying combined balance sheets of Alaska Housing Finance

Corporation as of June 30, 2000 and 1999, and the related combined statements of revenues and

expenses, cash flows, and changes in equity for the years then ended. These financial statements

~ve the responsibility of Alaska Housing Finance Corporation’s management. Our responsibility
.0 express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United
States of America. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the combined financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our
opinion.

In our opinion, such combined financial statements present fairly, in all material respects, the
financial position of Alaska Housing Finance Corporation as of June 30, 2000 and 1999, and the
results of its operations and its cash flows for the years then ended in conformity with accounting
principles generally accepted in the United States of America.

September 15, 2000



ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska
EXHIBIT A
COMBINED BALANCE SHEETS
(in thousands)

JUNE 30

ASSETS 2000 1999
Cash 58,520 510,859
Investments 1,786,242 1,818,740
Mortgage loans and mortgage-backed

securities, net 2,672,732 2,310,468
Mobile home loans, net 6,149 8,630
Notes receivable 32,124 32914
Accrued interest receivable 25,180 24,302
Net investment in direct financing lease 40,528 39,519
Unamortized bond issuance costs 25,007 21,437
Due from other tunds 96,082 70,633
Real estate and mobile homes owned 652 222
Property and equipment at cost, net 90,264 103,594
Other assets 23,335 19,615

$4,807,805 $4.460,953

LIABILITIES AND FUND EQUITY
Liabilities:
Bonds and notes, net of discounts $2.699.419 52,249,499
Commercial paper 126,680 105,762
Securities sold under agreements to

repurchase 87,497 178,177
Accrued interest payable 15,376 12,124
Due to other funds 96,982 70,653
Accrued expenses and other liabilities 29 496 56,703
Total liabilities 3,055,450 2,672,918
Commitments and Contingencies

(Notes 11, 12, 14, 17,18, 23)
Fund equity:
Contributed capital 500,586 618,068
Retained earnings . 1,231,769 1,169,967
Total fund equity 1,752,355 1,788,035

$4,807,805 $4,460,953

See accompanying notes 1o combined financial starements.



ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

Exhibit B
COMBINED STATEMENTS OF REVENUES AND EXPENSES
{(in thousands)
YEARS ENDED
UNE 30

REVENULS 2000 1999
Interest and Investment Income:

Mortgages and loans $180.656 5164034 -

[nvestments 111,936 113,044
Net change in the fair value of investments (3,562) (3,298)
Insured read estate owned 65 F47

) 289,005 272,027

Remtal and lease income 7,003 6,805
Other income 1,097 2,358
Externally funded program revenues 34.091 32,285
TOTAL REVENUES 331,286 313,475
EXPENSES
Interest 159,672 138,165
Mortgage service fees 9,844 8,723
Operations and administration 30,282 28,351
Trustee fees, insurance and financing costs 3,732 10,047
Provision for loun losses 8,017 7179
Write down and expenses associated with .

real estate and mobile homes owned 93 196
Grants and subsidies 32,171 31,199
Rental housing operating expenses 9.9354 9,765
TOTAL EXPENSES 253,765 233,625
Net income before cumulative effect _ '
of accounting change 77,521 79,850
Cumulative effect of accounting change 4,281 B -
(Note 22)
NET INCOME $81,802 $79,850

See acconpanying notes o combined financial statements.



ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

COMBINED STATEMENTS OF CASH FLOWS

{in thousands)

ExHIsiT C

YEARS ENDED

JUNE 30

OPERATING ACTEVITIES 2000 1999
Net income before cumulative effect of
accaunting change $77.521 $79.850
Removal of non-operating activity: '
investment interest incnme_ (F07.214) (107,584)
Net change in fitir value of investments 3,562 5,297
Interest on bonds and other debt 157,214 135,185
Net operating income 131,083 E12.748
Adjustments to reconcile net operating income
to net cash used by operating activities:
Depreciation expense 5,084 4,689
Net amortization of discounts and bond issuance

costs: 3,801 3,792
Acquisition of toans and notes receivable (631,628) (630,917)
Loan principal repayments and reduction in real '

estate and mobile homes owned 265,520 416,262
Increase in mortgage und notes interest

receivable (1.163) (1.441)
Increase (decrease) in other Labilities and assets {30,903 17,660
Increase in allowance for loan [osses, net of

charge ofts 7.681 3,241
Net expenses for {recovery of) real estate and

mobile homes owned (1,008} 34
Receipt of federal rent subsidies 13,874 13,917
Payment of federal rent subsidies (13.897) (13,910
NET CASH USED BY OPERATING
ACTIVITIES {250,956} (103,005)
NONCAPITAL FINANCING ACTIVITIES
Net proceeds from issuance of commercial

paper and securities sold under agreements (o :

repurchuse - : ' ' 1,574,928 1,159,994 -
Net principal retirement of commercial paper

and securities sold under agreements 1o

repurchise (1,644,653 (LO849E8)
Interest puyments on commercial paper and

securities sold under agreements to repurchase (14.609) (10,662)
Net proceeds from sate of mortgage bonds 881.082 05520
Bond issuance costs paid (6,573 (.06
Principal payment on mortgage bonds (428,315) {136.763)
Interest payments on mortgage bonds (137,651} (£22,62(H
Contributed capital repaid to State of Alaska {102,022y (116,514
NET CASH PROVIDED (USED) BY
NONCAPITAL FINANCING ACTIVITIES 122,185 (217,025)




ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

EXHIBIT C (CoNTINUED) :

COMBINED STATEMENTS OF CASH FLOWS
tin thousands)

YEARS ENDED

JUNE 30
CAPITAL FINANCING ACTIVITIES 2000 1999
Capital asset purchases (11,621 (9.816)
Disposul of capital assets - 1,077
Direct financing lease puyments 1,000 ' -
Principal payments on capital bonds and notes (23) (411)
Interest payments on capital bonds and notes .. (3) (300}
- Contributed capital - federally funded o : 2,846 ‘ 3.244
NET CASH USED BY CAPITAL _ ) N
FINANCING ACTIVITIES (7,803) O (6,206)
INVESTING ACTIVITIES
Purchases of investments (8,874,566} (7,772,380}
Maturities of investments 8,903,494 7,986,330
Interest received from investments . 105,307 . 104,062
NET CASH PROVIDED BY INVESTING
ACTIVITIES 134,235 318,012
Decrease in cash (2,339) (8,224)
Cash at beginning of year 10,859 19,083
CASH AT END OF PERIOD $8,520 $10,859
Noncash Investing, Capital and Financing Activities
The Corporation had noncash activities as follows (in thousands):
Activity June 30, 2000  June 30, 1999
Interfund asset transfers $340,313 $53,195
Amortization of Investment in
Direct Financing Lease 1,095 2,085
Removal of capitalized soft costs 23,548 -
HUD debt reclassitied 5,242 .

See accompanying notes to combined financial statements.



ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

EXHIBIT D
COMBINED STATEMENTS OF CHANGES IN EQUITY
(in thousands)
State Capital Federal Capital Retained
Total Equity Countributions Contributions Earnings
Balance, July 1, 1998 $1,821,455 $636,702 $94,636 $1,090,117
HUD debt payments 389 - 389 -
HUD modernization & development 2,835 - 2,855 -
Returned to State of Alaska (116,514) . (116,514) - -
Net income 79.850 - B 79,850
Balance, June 39, 1999 1,788,035 5_20,188 97,880 1,169,967
- HUD debt reclassified 5,242 o soa -
HUD modernization & development S 2846 - 2,846 -
Removal of capitalized soft costs (23.548) - (23,348) - -
Returned to State of Alaska (102,022) -( 102,022) o - -
Net income 81.802 - - 81,802
$1,251,769

Balance, June 30, 2000 $1,752,355 $418,166 $82,420

See accompanying notes 1o combined financial siarements.
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ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

YEARS ENDED JUNE 30, 2000 AND 1999

1 AUTHORIZING LEGISLATION AND FUNDS

The Alaska Housing Finance Corporation {Corporation), & public corporation and government instrumentality of the
State of Alaska, was created in 1971, and modified in 1992, by acts of the State of Aluska Legislature (Legislature) to
assistin the financing, development and sate of dwelling units, operate the State’s public housing, offer various home
loan programs emphasizing housing for low- and moderate-income and rural residents, and administer energy efficiency
and weatherization programs within Alaska.

Generally, the Corporation accomplishes its mortgage-related objectives by functioning as a secondary market {or.
¢ualified real esiate and mobile home loans originated by financial institutions. The Corporation is authorized, as
approved by the Legislature, to issue its own bonds, bond anticipation notes and other obligations in such principal
amounts as, in the opinion of the Corporation, will be necessary to provide sufficient funds for carrying out its purpose.

Certain bonds issued to finance residences for qualified veterans are unconditionally guaranteed by the State of Alaska.

No other obligations constitute a debt of the State.

The non-mongage related programs of the Corporation are funded irough various grant and program agreements with
the federal government’s departments of Housing and Urban Development (HUD), Energy (DOE), and Health and
Human Services (HHS). as well as capital and operating subsidies from the Corporation’s own {unds.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Fund Accounting

The linuncial activities of the Corporation, which are restricted by the Corporation’s bond resolutions, requirements
{rom the Legislattre, HUD, DOE, and HHS program agreements, are recorded in various special purpose funds and
accounts as specified in such instruments or necessitated by appropriation requirements. In general, financial activities
and resubting account balances which are not so restricted are recorded in the General Account of the Revolving Fund.
The Corporation’s funds wre considered to be proprietary funds for financial reporting purposes with revenues
recognized when carned and expenses when incurred. As permitied by the Governmental Accounting Standards Board's
(GASB) Statement Numbers 20 and 29, the Corporation upplies all statements and interpretations of the Financial
Accounting Standards Bourd (FASB) that apply to for-profic entities and which do not conflict with GASB
profouncements.

Use of Estimates

The preparation of financial statements in conformity with generally accepted accounting principles requires
management to nitke estimates and assumptions that affect the reported amounts of assets und liabilities and disclosures
of contingent assets and liabilities at the date of the financial statements and the reported. amounts of revenues and
cxpenditures during the reporting period. Actual results could differ from those estimates.

Unrestricted Activities
The General Account of the Revolving Fund consists entirely of (he Corpumuon s unrestricted assets, lldbl]lllLS u;u:ty
and results of operations.

Investments
All investments are stated at fair value. The C()rpomtmn does not pd![lupdEL in any f.xtundl investment pools



ALASKA HOUSING FINANCE CORPORATION

a component wiit of the State of Alaska
NOTES TO COMBINED FINANCIAL STATEMENTS

SFAS 133

In June 1998, the Financial Accounting Standard Bourd (FASB) issued Statement of Financial Accounting Standards
(SFAS) No. 133, Accounting for Derivative Instruments and Hedging Activities, which is effective for all fiscal years
beginning after Junie 15, 2000. SFAS {33 establishes uccounting und reporting standards tor derivative instruments,
inctuding certain derivative instruments embedded in other contracts and for hedging activities. Under SFAS 133, certain
contructs that were not formerly considered derivatives may now meet the definition of a derivative. The Corporation
intends to adopt SFAS 133 effective July |, 2000, Management does not expect the adoption of SFAS 133 to have a
significant impact on the financial position or results of operations of the Corporation because the Corporition does not
have significant derivative activity.

Loans

Mongage loans are carried wt their unpaid principal bulances net of allowance for estimated loan losses. Under previous
agreements. the Corporation exchanged mortgages for mortzage-backed securities (MBSs) with Federal National
Mortgage Association (FNMA), and Federal Home Loan Mongage Corporation (FHLMC) and issued mortgage
certiftcates guaranteed by the Government National Mortgage Association (GNMA). MBSs received in exchange for
morigages and those issued by the Corporation under its MBS program are carrted at the unpaid principal balance of
the underlying mortgage loans, net of retated ullowances.

Real Estate and Mobile Homes Owned .
Real estate and mobile homes owned consist principafly of properties acquired through foreclosure or repossession and
are carried at the lower of cost or estimated net realizable value.

Accrued Interest Receivable on Loans and Properties

Interest is accrued based upon the principal amount oustanding. Accrual of interest income is discontinued on loans
when, in the opinion of management, collection of such interest becomes doubtful. When payment of interest is provided
for pursuant to the terms of loan insurance or guarantees, accrual of interest on delinquent loans and read estate owned
is continued.

Allowances for Estimated Loan Losses

The Corporation provides for possible losses on loans anticipated 1o be forectosed upon. A potential loss is recorded
when the net realizable value, or fair value, of the related colluteral or security interest is estimated to be less than the
Corporation’s investment in the property less anticipated recoveries from private mortgage insurance, private credit
insurance. and various other loan guarantees. In providing for losses, through u charge to operations, consideration is
given to the costs of holding real estate, including interest costs. The loan portfolio, property holding periods and
property holding costs are reviewed periodically. While management uses the best information available to make
evaluations, future adjustments to the allowances may be necessary if there are stgnificant changes in economic
conditions or property disposal programs.

Amortization and Depreciation
Discount and issuance expenses on debt are deferred and amortized vsing the interest method over the life of the related
bond issue, ranging from 30 to 40 years, -

Depreciation and amortization of buildings, equipment, leasehold improvements and intangible assets are computed on
a straight-line basis over the estimated useful lives of the reluted assets. Estimated useful lives range from 3 to 25 yedrs
The capitalization floor was changed from $1,000 to $5,000 effective July 1, 1999,

ba



ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska
NOTES TO COMBINED FINANCIAL STATEMENTS

Bonds and Notes

The Corporation issues bonds and notes to provide capital for its mortgage programs, and other uses consistent with its
mission. The bonds und notes are recorded at cost plus accreted interest and premiums, less discounts and deferred debt
refunding expenses. Discounts and premiums are amortized using the effective interest method. Deterred debt refunding
expenses are amortized over the shorter of the remaining life of the old debt, or the remaining life of the new debt.

Income Taxes
The Corporation is exempt from federal and state income taxes.

Reclassifications
Certain prior-year balances have been reclassified to conform to the current-year presentation.

3 CASH

Cash consists of demand deposits, time deposits and un-invested trust account bajances. A summary of the Corporation’s
cash follows (in thousands): '

June 30, June 30,

2000 1999
Restricted - 52,108 £6.015
Unrestricted . 6,412 4 844
Carrying amount $8.520 $10,859
Bank balance 59,443 $11,982

4 INVESTMENTS

Custodial Credit Risk

The Corporation assumes levels of custodial credit risk for its cash, deposits with financial institutions, bank investment
agreements and investments. Cush and bank investment agreements are categorized us: 1} insured by federal depository
insurance or collateralized by securities held by third purties in the Corporation’s name; 2) un-invested in trust and other
accounts collateralized with securities held by bank trust departments, but not in the Corporation’s name; and 3}
uninsured and un-collateralized. Investments are categorized as: 1) insured, registered, or held by the Corporation or its
agent in the Corporation’s name; 2) uninsured and unregistered, held by the counter party’s trust department or agent
in the Corporation’s name; and 3} uninsured and unregistered investments that are held by a counter party, or by its trust
department or agent, but not in the Corporation’s name.



ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

The bank balance of the Corporation’s cash, bank tnvestment agreements, and investments is categorized below (in

thousands): :
Category Category  Cuategory June 30, June 30,
1 2 3 2000 1999
Cash $9,443 - - $9.443 511,982
Category Category  Category June 30, June 30,
1 2 3 2000 1999

Bank investment
agreements $ S178393 5117474 $288.867 $330,168
U.S. Treasury
securities 58.202 22,206 - 80,408 106,017
Securities of LS.
Government agencies
and Corporations 287,177 60,029 - 347,206 225,601
Asset-backed securities 73,134 22,523 - 05,657 124,131
Certificates of Deposit - 15,110 - 15.110 27.310
Commercial paper &
medium term notes B 197,105 213,283 - 410,388 429,325
Subtotat 615,618 333,151 - 948,769 912,384

$ 615618 33504544 5 117,474 1,237.636 1,242,552
[nvestiment agreements 350.886 354,_’2_94
Collateral for reverse _ :
repurchase agreements 87,497 178,840
Money market funds 110,223 43.054
Total investments 51,786,242 51,818,740

Investment Policies

Investments of trusted funds are made under terms of the indenture or agreement which applies to each pool of funds.
Permitted investments may differ with each bond issue or other agreement. The Corporation’s fiscal policies govern
unrestricted funds and securities. The following are eligible for investment thereunder; however, individual indenture
or agreement restrictions may not permit all of the following investments in any one pool of funds:

Obligations of the United States or any agency or instrumentality thereof;

Debt obligations, including unsecured certificates of deposit, notes, time deposits, and bankers™ acceptances of, and
deposits with any bank the short-term obligations of which have been rated at least “A-1" by S&P or “P-1" by
Moody's:

Deposits in and investments of @ commercial bank or credit union which are fully insured by the FDIC or NCUA or
that provide for the pledge of collateral maintained at a minimum level of 105%:

Debt obligations, other than those that do not have a fixed par vatue or terms that do not promise a fixed doHar amount
at maturity or call date, rated at least “AA” by S&P or “Aa” by Moody’s;

Repurchase Agreements {repos) with a corporation or other entity which has long-term debt ratings of at least “A” by
S&P or “A” by Moody’s or short-term ratings of at least “A-1" by S&P or “P-1" by Moody’s and where the collateral
is maintained at a minimum level of 102%;

Money market funds which are rated at least “AAm” or "AAmM-G” by S&P or “Aa” by Moody’s;
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* I[nvestment agreements or guaranteed investment contracts with financial instituwtions having cutstanding unsecured
long-term obligations rated, or a cluims paying or investment agreement rating, at least “"AA” by S&P or “Aa” by
Moody’s:

¢ Floating rate notes issued by entities having outstanding unsecured long-term obligations rated "AA” by S&P or “Aa”
by Moody's, and with interest rates subject 1o adjustment no less frequently than every 90 days. and a maximum
muaturity of three years or less:

* Adjustable rate funds. provided they are rated "AAA™ credit and “aun™ volatility by S&P and “Aau™ by Moody's:

» International Bank for Reconstruction & Development debt obligations ruted "AAA”™ by S&P or “Auaa” by Moody’s.

Investment Term

The fair value of debt security investments by contractual maturity is shown below (in thousands). Expected maturitics
may differ from contractual maturities because borrowers may have the right to call or prepay obligations with or without
call or prepayment penalties. '

June 30, June 30,
2000 1999

Due in one year or less $E,425,804 $559,526
Duc after one year through five

years 327.079 280,502
Due after five years through ten

yeurs 1.303 1,785

Due after ten years 32,056 976,927

$1.786,242 51,818,740

Realized Gains and Losses _
The calculation of reatized gains is independent of the calculation of the net increase in the fuir value of investments.
Realized gains and losses on investments that had been held in more than one fiscal year and sold in the current period
may have been recognized as an increase or decrease in the fair value of investments reported in the prior year. The net
increase in the fair value of investments incleded in the table below tukes into account abt changes in fair value (including
purchases and sales}) that occurred during the period. A summary of the gains and tosses follows (in thousands):

June 30, June 30,
2000 1999
Net decrease in Fair Value ($3.562) $(5,29%)
Ending unrealized gains $7,187 $9.672
Net realized gains (losses) $1.077 $308

o



ALASKA HousING FINANCE CORPORATION

a component unil of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

5 MORTGAGE LOANS AND MORTGAGE-BACKED SECURITIES

A summary of mortgage toans and mortgage-backed securitics follows (in thousands):

June 30, June 34,

2000 1999
Mortoave Louns:
Pool insured $358.593 569,647
Federally insured or
suaranteed ' S L3477 934,514
Other 1443454 1,230,371
Maortgage-backed Securities
issued by the Corporation:
FNMA 30,122 41,5449
GNMA 85,352 101,580
FHLMC 12,356 16,017
2.764.854 2.393,678

Allowance for toan losses (92.122) (83,210

$2.672,732 $2,310,468

Other supplemental loan information is summarized in the following table (in thousands):

June 30, June 30,
2000 1999

Delinquencies and
Foreclosures:
Loans delinquent 30 days
or more 585,143 §72.274
Foreclosures during period 3,103 2,890
Loans in foreclosure
process 7,157 4,128
Mortgage-related
COMMILMents;
To porchase mortgage
loans 105,500 111,446
To repurchase loans upon
foreclosure 99,138 122 499
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6 MOBILE HOME LOANS

A summary of mobile home toans follows (in thousands):

June 30, June 30,
2000 1999
Mobile home loans $7.626 $11.055
Less reserve for mobile
home loan losses (1477 (2,425}
Net mobile home loans 56,149 $8.630)
7 NOTES RECEIVABLE
A summary of notes receivable follows (in thousunds):
June 30, June 30,
2000 1999
University of Alaska loans 331,989 332,756
Others {net of reserve) 135 158
Total Notes Recetvable 332,124 532914

During 1997, under an act of the 19th Alaska State Legislature, the Corporation entered into an agreement with the
University o Alaska to loan the University a total of $33,000,000 for acquisition or construction of student housing
tacilities. The loan consists of a 330,000,000 assisted portion at o rate of .826% per annum. and a $3.000,000
unassisted portion at & rate of 6% per annum. The payments by the University began on August I, 1999 and are
scheduled thereafter February 1 and August | of each year through February 1, 2024, unless earlier repaid.

8 INSURANCE AGREEMENTS

The Corporation has obtained private mortgage insurance, credit insurance or guarantees on certain mortgages and toans,
The agreements protect the Corporation 1o varying degrees against losses arising from the disposition of the related
collateral obtained through foreclosure or repossession, as well as the costs of obtaining title to, maintenance and
liquidation of the collateral. The Corporation is exposed 10 losses on disposition in the event the insurers or guarantors
are unable or refuse 1o meet their obligations under these agreements,

9 INSURANCE PROGRAM FUNDS

The Corporation has three insurance funds for the purpose of insuring itself against losses which might eccur as a result
of mortgages purchused under the Rural Housing and various other programs. The insurance funds are held in trust by
a commercial banking institution and are administered by the management of the Corporation. They are included in the
General Account of the Revolving Fund in the accompanying firancial statements.

In connection with the establishment of the [nsured Mortgage Bond Program, the State Mortgage Insurance Fund (the
SMIF) was created for the exclusive purpose of insuring certain uequired morigages and the Corporation’s interest in
the related properties. Projected losses in the SMIF were recorded on the Statements of Revenues, Expenses, Transfers,
and Retained Earnings as Insurance Fund Losses and represented projected losses on loans in the respective programs,
In April. 1997, the Corporation issued the General Mortgage Revenue Bonds, 1997 Series A that refunded all of the
outstanding Insured Mortgage Bond Program Bonds. With the redemption of the Bonds, the SMIF was closed and the
remaining assets were transferred back to the State of Alaska in FY 98 (see lootnote #17).
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10 DIRECT FINANCING LEASE

In July, 1997, the Corporation purchased an oftice building in downtown Anchorage with its unrestricted assets for
approximately 326 million. The building will be part of the Corporation’s State Lease Building Program (the “Program™)
und has been leased to the State of Alaska for occupancy by its Departments and Agencies located in Anchorage. The
State has the option to purchase the building at the end of the lease for $t. In December 1999 the Corporation issued
the State Building Lease Bonds, 1999 series in the amount of $40,000,000 to finunce the purchase. The lease of the
building to the State has been recorded as a direct financing tease. The following tabte lists the components of the net
investment in direct finuncing lease and shows the future minimum payments under the lease for the next five years and
thereafter (in thousands): '

Future
Period Ending Mintmum
June 30 Payments Due

2001 | 33,549
2002 3.549
2003 3549
2004 : 3,549
2005 3,549
Thereafter 46,143
Gross Payments Due 63,888
Less: Unearned Revenue (23.360)
Net investment in direct
financing fease $40,528
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11 PROPERTY AND EQUIPMENT

A summary of balances of fixed assets follows (in thousands):

June 30, June 30,
2000 1999
Buildings 5119521 5110,812
Construction in Process 28,200 52,312
Land 12,493 12,503
Computers & Equipment 2.540 4.351
Vehicles 1,422 1,260
164,176 181,238
Accumulated depreciation (73,912} (77.644) -
90,264 $103.594

The Corporation ts obligated under contracts and other commitments to purchase and/or modemize certain fixed assets.
The total commitment, including amounts to be funded by third parties, is shown below (in thousands).

June 30, June 30,
2060 1999
Commitments 54.356 $7.492

12 BONDS AND NOTES PAYABLE

With the exception of the Veterans Mortgage Program Bonds, the Corporation’s obligations are not a debt of the State
and the State is not directly fiable thereon. The Veterans Mortgage Program Bonds are backed by the full faith and credit
of the State. All of the bonds and notes are secured. as described in the applicable agreements, by the revenues, monies,
investrments, mortgage loans and other assets in the furds and accounts established by the respective security agreements,
A substantial portion of the assets of the Corporation are pledged to the owtstanding obligations of the Corporation,
Bonds and notes outstanding are as follows (in thousands): '

Original June 30, June 30,
Amount 2000 1999
TAX-EXEMPT FIRST-TiME HOME
BUYER BONDS:
Collateralized Home Mortgage Bonds
(CHMB):
« CHMB 1988 Series A, 7.4% to
7.5%, due 2003-2015 $85.000 $5.890 59,685
« (CHMB 1989 Series B, 7.55% o
7.65%, due 2000-2024 148,000 i0,215 12,635
« CHMB 1990 Series A, 5.7% 1o
7.05%, due 2000-2025 152,000 24,075 30,435
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Mortgage Revenue Bonds:

1996 Series A, 4.40% to 6.5%, due
2000-2027

1997 Series A, 4.15% to 6%. due
2000-2037

1998 Series A, 3.95% 10 5.4%, due
2000-2035

1999 Series Al & 2, 4.3% to
6.25%, due 2001-2035

Total TAX-EXEMPT FIRST-TIME
HOMEBUYER BONDS

Accreted interest

Unamortized discount

NET TAX-EXEMPT FIRST-TIME
HOMEBUYER BONDS

VETERANS MORTGAGE PROGRAM
BoNDS

Collateralized State Guaranteed
Bonds:

10

*

Collateralized Bonds 1989 First
Series, 6.5% to 7.45%, due 2002-
2031

Cotlateradized Bonds 1990 First
Series, 6.8753% to 7.50%. due
2003-2033

Collateralized Bonds 1991 First
Series, 6.73% 1o 7.30%, due 2004-
2033

Collateralized Bonds 1991 Second
Series, 6.5% to 7.10%. due 2004-
2034

Collateralized Bonds 1992 First
Series, 6.25% to 6.75%, due 2005-
2034

Collateralized Bonds £993 First
Series, 4.50% to 5.875%, due
2000-2035

Collateralized Bonds 1994 First
Sernes, 5.30% to 6.80%, due 2000-
2036 ’

Original June 30, June 30,
Amount 2000 1999
£59.871 97,771 113,471
160,000 152,600 158,830
70,000 66.405 69,790
200,000 200,000 -
974,871 556,956 394,846
3.859 2,526
(356) (436)
560.259 396.936
43,000 1,525 2,645
35,000 1,310 2,265
45,000 4,630 7,380
60,000 11,775 15430
43,000 19,395 31,615
63,000 28,320 40,440
£30,000 - 59,350 109,380
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Original June 30, June 30,
Amount 2000 1999
¢« Collateralized Bonds 1993 First
Series, 4.60% to 6.33%, due 2000-
2037 30,000 18,815 22,420
+«  Collateratized Bonds 1997 First
Series, 3.5%, due 2000-2039 103,000 91,370 99,660

«  Collateratized Bonds 1998 First

and Second Series, 4.0%% to 3.5%.

due 2000-2040 60,000 538,660, . 59,785
¢« Collateralized Bonds 1999 First

Series. 4.3% to 6.25%. due 2001-

2039 110.000 F10,000 -
+  Collwmeralized Bonds 2000 First

Series, 4.75% 10 6,435 due 2001-

2039 70.000 70,0060 -
TOTAL VETERANS MORTGAGE
PROGRAM BONDS 795,600 505,150 391,020
Unamortized discount {2.008) (2,246)
NET VETERANS MORTGAGE PROGRAM
BonDs 503,142 388,774

OTHER BONDS AND NOTES:
Housing Development Bonds:
¢ 1991 Series A, 6.2% to 7%. due

2000-2021 5.755 5,090 5,190
o 1992 Series A, 6.15% to 7%, due

2000-2022 9.370 8.000 8.220
o 1993 Series A, 4.25% t0 5.625%, _

due 2000-2023 8.325 7415 7,380
. 1993 Series B, 4.253% t0 5.625%,

due 20002023 4,890 4,405 4,495
o 1993 Series C, 4.35% 10 5.7%. due

2000-2023 1,200 1.050 L1
« 1993 Series D, 5.0% to 7. 1%, due

2000-2023 4.675 4,310 4,380
¢« 1993 Series E, 5.6% 10 7.1%, due

2000-2023 12,255 10,320 10,685
. 1997 Series A, 4.15% 1o 5.7%. due )

2000-2029 6,514 6.335 0,425
+ 1997 Series B, 4.25% 10 5.8%, due

2000-2029 17,000 16,360 16,785
o 1997 Series C, 6.8% to 7.55%, due

2000-2029 23,895 23,470 23,690

il
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. 1999 Series A, 4.19 10 6.3%,. due
200H-2029

¢ 1999 Series B, 4.20% 1o 6.37%,
due 2000-2029

. 1999 Series C. 4.10% to 6.20%,
due 2000-2029

General Mortgage Revenue Bonds:

. 1991 Series A, Floating Rate,
5.75% at Sept 30, 1999, due 2026

+ 1991 Series C, Floating Rate,
3.95% at Sept 30, 1999, due 2026

+« 1997 Series A, 4.15% 10 6.1 %, due
2000-2037

. 1999 Series A, 4.25% to 6.05%,
cue 2001-2049

General Housing Purpose Bonds:
* 1992 Series A, 5.3% 1o 6.6%, due
2000-2023
+ 1994 Series A, 4.00% to 5.4%, due
2000-2023

Government Purpose Bonds:
* 1993 Series A, 4.5% to 5.875%.
due 2000-2030
* 1997 Series A, Floating Rate,
4.85% at June 30, 2000, due 2027
State Capital Project Bonds
= 1999 Series A, 3.4% 1o 5.0%,
due 2000-20035
* 1999 Series B, 4.0% to 5.5%,
due 2000-20035
State Building Lease Bonds
= 1999 Series, 4.25% to 5.8%,
due 2000-2017
TOoTAL OTHER BONDS AND NOTES
Accreled interest
Unamortized deferred debt refunding
expense
Unamortized discount/premium
NET OTHER BONDS AND NOTES

Original June 30, June 30,
Amount 2000 1999
1.675 1,675 -
5,080 5,080 -
30,000 50,000 -
120,000 - 120,000
180,000 - 180,000
434,911 430,751 432,871
302,700 302,700 -
200,000 49,590 52,905
143.813 140,925 141,485
335,000 325,040 329,155
33,000 33.000 33.000
92,365 74.905 86,710
103,980 103.980 -
40,000 38,925 -
2.136.401 1.643.566 1,464,686
2,217 1,480
(6,235) (5,249
(5.203) 4,076)
1,634,343 1.456,841




ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

Original June 30, June 30,
Amount 2000 . 1999
OTHER PROGRAMS:
Low Rent Program Notes:
= -Low Rent Project Note, Second . _ : :
Series, 3.875%, due 2000-2006 : 720 ——— 215
«  Low Rent Project Note, Third : : no SR
Series, 3.625%, due 2000-2007 4,410 - 1380
*  Low Rent Project Note, Fourth
Series, 4.375%, due 2000-2008 2470 - 935
« Low Rent Project Note, Fifth
Series, 6.0%, due 2000-2010 1,300 - 685
+  FFB Note-AK-1-32, 11.898%, due
2013 1,191 - 813
+ FFB Note-AK-1-40, 14.993%, due
2016 1,605 - 1,214
+« FFB Note-AK-1-903, 11.861%,
due 1999 83 . 8
Home Ownership Notes:
+«  Mutual Help HUD Note, 5.625%
1o 8.000% 996 996 996
«  Wrangell Project HUD Note,
1.00%-3.00%, due 2007 1,141 679 702
ToraL OTHER PROGRAMS 13916 1,675 6,948

$3.920,188 52,699,419 $2.249 499

Sinking Fund Payments
The minimum annual principal paymenis, mc!udnw sinking-fund principal pdymcnls related to all mortgage bonds and
notes in the preceding schedule for the five years subsequent to June 30, 2000, and thereafter, are as follows (in
thousands):

Year Ending

June 30, Amotint

2001 549,750
2002 56,880
2003 64,135
2004 64,685
2005 68,475
Thereafter 2,403,422

$2,707,347

Redemption Provisions

The bonds and notes are generally subject to certain early-redemption provisions, both mandatory and at the option of
the Corporation. The Corporation redeems debt, pursuant to the provisions of the related agreements which permit
surplus revenues, resulting primarily from mortgage loan prepayments, to be used 1o retire the obligations at par. The

13
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accelerated amortization of related discounts and costs of issuance resulting from these surplus revenue redemptions
is included in interest expense and financing costs.

In addition to surplus revenue redemptions, the Corporation refunds debt pursuant to redemption provisions in the
related agreements. On September 28, 1999, the Corporation issued $302,700,000 of General Mortgage Revenue Bonds,

1999 Series A to refund a total of $300,000,000 outstanding General Morigage Revenue Bonds, 1991 Series A and
Series C. The net proceeds were used 1o redeem all outstanding bonds of the GMRB 1991 Series A & C A summary
of redemptions and refunding follows (in thousands): ;

Principal
Redemptions
Accounting
June 30, June 30, Guin/(Loss) Economic
2000 1999 * Gainf{Loss)**#
Surphus Revenue o :
Redemptions $94.,860 $110.102 - -
Refunding:
General Mortgage
Revenue  Bonds--1991
Series A & C $300,000 - $(2.557) $1,234
Total Redemptions $394,860 510,102 $(2,557) $1,234

# The accounting loss is.measured as the difference between the reacquisition price and the net carrying amount of the
old debt including its cost of issuance. The loss has been deferred and will be amortized over the remaining life of
the old debt and included in interest expense.

*#*The economic gain is caleulated as the difference between the present value of the debt service requirements of the
new debt and the present value of the debt service requirements of the refunded debt, discounted at the effective
interest rate of 6.048%.

Defeased Debt

From time to time, the Corporation effects an advanced refunding where bonds are issued, the proceeds of which are
used to defease outstanding debt of the Corporation. The result is an in-substunce defeasance whereby the Corporation
purchases securities which are deposited into an irrevocable trust with an escrow agent to provide all future debt service
payments on the refunded bonds. A summary of the defeased debt follows (in thousands):

June 30, June 30,
2000 1999
General Housing Revenue
Bonds, 1992 Series A . 120,980 $120,980
$120,980 $120,980

14
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Conduit Debt

From time to time, the Corporation has issued debt 1o provide financial assistance to private-sector entities for the
acquisition or construction of facilities deemed to be in the public interest. The bonds are secured by the properties
financed and are payable solely from rents and payments received on the underlying mortgage toans, Neither the
Corporation nor the State are obligated in any manner for repayment of the bonds. Accordingly, the bonds and any
related assets are not reported as assets or labilities in the accompanying financial statements. A summary of the conduit
bonds outstanding follows {in thousands): S

June 30, June 30,
o 2000 F999
Alaska Vocational Technical '
Center: .
+«  Cenificates of participation 5675 5675
Mortgage Revenue Refunding
Bonds: _
«  Chinook Apartments 2155 2,195
+  Coho Park Apartmenis 2,460 2,355
£5,200 $5,425

Reclassification of HUD Notes _ _
To provide for the development and modemnization of fow-rent housing units, the Corporation issued Low Rent Project
Notes and FFB Notes upon request of HUD. The notes are payable by HUD and secured through its annual contribution
contract payments. These notes do not constitute a debt of AHFC and accordingly, at July 1, 1999, the balance of such
debt in the amount of $3,2350,000 were reclassitied from bonds and notes payable to contributed capital.

HUD Forgiveness of Debt
The Corporation has incurred long-term debt in the form of notes payable to HUD, the proceeds of which were used to
finance various Low Rent projects. '

Amounts payable to HUD are represented as HUD Low Rent Project Notes. Certain amounts owed HUD are

incrementally forgiven. The Corporation recognizes the principal forgiveness by HUD as increases to contributed capital,
and the interest forgiven as an extraordinary item,

15
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13 COMMERCIAL PAPER

The Corporation has been issuing Euro Commercial Paper (ECP) since 1986, No individual issue may exceed nine
months in duration. The maximum aggregate outstanding principal balance authorized by the Board of Directors is
$150,000,000. On March 1, 1999, the Corporation adopted a domestic commercial paper program and has been issuing
domestic commercial paper since. The ECP program is currently inactive. A summary of commercial paper follows (in
thousunds):

June 30. June 30,
2000 1999
Maturity amount 3127,500 $106,000
Less: Discounts (820) (238)
Balance outstanding $126,680 $105,762
Yields issued during period.:
Lowest 6.1500% 4.8000%
Highest 6.7200% 5.7500%

14 SECURITIES SOLD UNDER AGREEMENTS TO REPURCHASE

The Corporation borrows funds for general corporate purposes utilizing reverse repurchase agreements. Such ugreements
involve the trunsfer of securities with a simultancous agreement to repurchase them in the future at the same price plus
a contract rate of interest. The Corporation invests proceeds from securities sold under agreements to repurchase in
investments maturing on or before the maturity date of the related agreement to repurchase. The fair value of the
securities underlying reverse repurchase agreements normally exceeds the proceeds received, providing respective
dealers u margin against a decline in market value of the securities. If the deaters default on their obligations to return
these securities to the Corporation, or provide securities or cash of equal value, the Corporation would suffer an
economic loss equal to the ditference between the par value plus accrued interest of the underlying securities and the
agreement obligation, including accrued interest. A summary of securities sold under agreements o repurchase follows
(in thousands): o

June 30, June 30,

2000 1999
Maturity amount 58B,208 $180.304
Less: Discounts (801} (2,127
$87.497 3178177

16
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15 UNUSED LETTERS OF CREDIT AND OTHER CREDIT ARRANGEMENTS

For certain bond issues, the Corporation has entered into credit arrangements with various financial institutions to provide
funds necessary to satisfy debt service or unpaid bond principal obligations. Varying commitment fees are required,
generally ¥ to 2 of 1% per annum of the aggregate liability or commitment amount.

The Corporation had unused letters of credit and similar credit enhancement agreements in connection with amounts
required for debt service or unpaid bond principal for certain bond issues as follows (in thousands):

June 30, June 30,

2000 1999
Liquidity factlity $ - $304, 110
Bond insurance 1,222 517 952 981
$1,222.517 $1,257.091

The Corporation also has reestablished in August 1999 a $150,000,000 Credit Agreement that is not related to a specific
bond issue. At June 30, 2000, no draw downs had been made on the Credit Agreement.

Government Purpose Bonds, 1995 Series A are insured by surety bonds. The agreement unconditionally and irrevocably
guarantees scheduled payments of principal and interest on the bonds.

Certain letter-of-credit agreements contain covenants restricting the amendment of terms and redemption of bonds or
notes, and setting the minimum combined fund equity of the Corporation and minimum debt-service reserve-fund
balances.

16 YIELD RESTRICTION AND ARBITRAGE REBATE

Most mortgages purchased with the praceeds of tax-exempt bonds issued by the Corporation are subject to interest-rate
yield restrictions of 1.125% to'1.500% over the yield of the bonds. These restrictions are in effect over the lives of the
bonds. Most of the non-mortgage investments made under the Corporation’s tax-exempt bond programs are subject to
rebate provisions. The rebate provisions require that a calculation be performed every five years and upon full retirement
of the bonds to determine the amount, if any, of excess yield earned and owed the Internal Revenue Service. Following
is a summary of excess earnings recorded and paid (in thousands):

June 30, June 30,

2000 1999
Arbitrage Expense $(783) $5,530
Arbitrage Paid $4.559 $ -

17 STATE AUTHORIZATIONS AND COMMITMENTS

The Corporation uses its assets to fund certain housing and non-housing capital projects identified by the State. The
aggregate amount expecled to be funded by the Corporation was expressed by the following language of legislative intent
included in the fiscal year 1996 capital appropriation bill, enacted in 1993:

“The Legislature intends to ensure the prudent management of the Alaska Housing Finance Corporation to protect its
excellent debt rating by the nation’s financial community and to preserve its valuable assets of the State. To accomplish

17
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its goal, the sum of withdrawals for transter to the general fund and for expenditure on corporate funded capital projects
should not exceed the Corporation’s net income for the preceding fiscal year.” '

The projected amounts stated in the legislative intent language were based on the Corporation’s financial operating plan
and represent the total amount of anticipated State transfers and capital expenditures rather than projected “net income™.

A summary of State Authorizations follows (in thousands):

June 306, 2000

o Total
Total State Disbursements  Remaining
Authorizations To-Date Commitments
FY 1995 - : $24,030 521,656 52,374
FY 1996 128,140 122,683 5457
FY 1997 ' 100,448 90,232 10,216 .
FY 1998 132,014 113,167 18,847
FY 1999 . 103,000 $2,220 20,780 -
FY 2000 103,638 59,966 43,672
FY 2001 103,000 - 103,000

" Fotal ' $694,270 $489.924 52014,346
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State Capital Projects Bonding

The 998 Legislature adopted legislation authorizing approximately $224 million in capital project bonds of the
Corporation to finance projects of the State and municipalities. The legislation states the intention that the sum of
withdrawals for repayment of bonds, for transfer to the State’s general fund, and for corporate funded capital projects
should not exceed the Corporation’s net income for the preceding year, The bond proceeds are allocated to agencies and
municipalities in the total amount of approximately $200 mitlion and are subject to specific legislative appropriation
which also was authorized. The Corporation views passage of this legislation as a continuation of the plan of the
legislature, stated in its legislative intent in 1993, 10 authorize $!03 million annually to the year 2006.

Transfers to the State of Alaska

Since the inception of the Corporation, the State has contributed a total of $1,069,523 000 to the Corporation. Beginning
in fiscal year 1986, the Corporation began a series of plans to transfer funds to the State. Following is a summary of the
different types of transters (in thousands):

Cumulative Total

June 30, June 30, Prior Fiscal Transfers 0
2000 1999 Years State

State Debt Repayment § -8 - $29,800 $29,800 |

Asset Purchases - - 252,300 252,300

Dividends - - 114,300 1 14,300_

Direct Cash Transfers 32,000 24,020 397,000 453,020
Non-Housing Capital Projects 29,767 57,585 41,704 129,060 '
State Capital Project Bond Fund 40,255 34,905 - 75,160

Towl  $102,022 % 116,514  § 835,104  § 1,053,640

19



ALASKA HOUSING FINANCE CORPORATION

a component unit of the State of Alaska

NOTES TO COMBINED FINANCIAL STATEMENTS

18 GRANTS AND SUBSIDIES

The Corporation paid grants to third parties for the fellowing programs {in thousands);

_ Tune 30, June 30,
Program 2000 1999
General Account of the Revolving Fund:
*  Emergency Housing Assistance Grant _ _ $- £5
» Homeless Assistance Program 468 104
*  Housing Preservation Matching Grant _ 152 73
»  Bering Sea Women’s Group Renovation 153
»  Senior Citizens Housing 883 1,800
+  Supplemental Housing 5,454 3,957
*  Supportive Housing Gramt Match 631 1047
7,588 7.229
Energy Programs: o
= Alaska Building Science Network 107 161
«  Municipality of Anchorage 118 168
«  Alaska Community Development Corp. 343 560
«  Enhanced Weatherization 432 681
«  Rural Community Action Program 650 175
+  Tanana Chief’s Conference 180 344
*  Low-Income Weatherization Assistance 3,704 4,119
»  Others ' 38 100
5,632 6.308
Section 8 Certificates and Vouchers 13,633 13,780
Other Housing Assistance Programs:
= HOME Program 4 467 3,147
= Housing Opportunitics for Persons with AIDS 225 426
+ SAFAH ‘ 179 126
= Shelter Plus Care Program . . 143 131
+  Others e o 304 52
5318 3.882
Total Grant Expenses $32.171 531,199
General Accownt of the Revolving Fund:
= Village Safe Water Grants Program 17,095 315,468
=  Pioneer Home Renovation 166 1,447
«  University of Aluska 1,158 8,182
+  DHSS Grants 321 410
*  Municipal Matching Grants 6.259 4,738
+  Others 260 360
+  FY 98 Legislative Appropriations 2,975 10,101
*  FY 99 Legislative Appropriations 1,435 16,883
+  FY 00 Legislative Appropriation 08 -
Total Contributed Capital Grants $29.767 $57,389
Total Grants $61,938 $88,788

In addition to grant payments made, the Corporation has advanced grant funds of $14,190,000 and commiued to third
partics a sum of 313,933,000 in grant awards at June 30, 2000,
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19 OTHER PROGRAMS
Other programs inchude energy conservation and public-housing activities funded from a combination of corporate
receipts and external sources.

Deferred Externally Funded Program Revenues

Deferred externally funded program revenues represent cash received from external funding sources in advance ol
qualifying expenditures. Revenues are recognized when qualifying expenditures in the respective programs are incurred.
These deferred revenues totaked S0 and $1.017.000 at June 30, 2000 and 1999 respectively, and are inciuded in accrued
expenses und other liabilities. -

Energy Conservation Programs

The Petroleum Violation Escrow Program (PVE) includes the activities funded from the State of Alaska’s share of
settlement proceeds received as a result of vartous fawsuits between the federal government and oif producers. The
Corporation holds these funds in trust, to be used for qualifying energy conservation activities under the U.S.
Bepartment of Energy’s oversight. : .

Cash-basis PVE trust-account activity follows (in thousands):

June 30. June 30,
2000 1999

Beginning account balance $3.417 54,783
Receipts from U.S. Department of
Energy 77 98.
Interest earned 163 254
Program expenses paid (1.776) (1,718)
Ending account balance 31881 $3.417
Amount due to Corporation for
unreimbursed program expenses 5125 5313

The Corporation pays expenses incurred by vartous programs funded by the PVE. Allowable program expenses incurred

follow (in thousands):

PVE Settlement Name

June 30,

2000

June 30,
1999

. Stripper

$1.588

$1,630
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The Supplemental Housing and Senior Housing Programs are funded entirely by corporaie funds.

The weatherization programs include the following progrums and are funded by a combination of DOE gramts, PVE
funds, and corporate funds:

* Low-Income Weatherization Program

» Residential Energy Rehab Program (Enhanced Weatherization)

Other energy programs include the following programs and are funded by a combination of DOE granis, PVE funds,
HHS grants, and corporate funds:

= State Energy Conservation Program

* Low-Income Home Energy Assistance Program (LIHEAP)

* Weatherization Assistance for Low-Income Persons (AKWarm Enhancement)

The following projects are or have been funded within the Petroleum Violation Escrow Program:
* Low-Income Weatherization Enhancement

+ Energy Rated Homes of Alaska

» Business Energy Assistance

« Home Energy Rebates

* Home Energy Loan Program

* Warm Homes {or Alaskans

» Aflaska Craftsman Home Program

Housing Assistance Programs

Low Rent includes the following programs for various low-income housing facilities administered by the Corporation
under contract with HUD:

» Modernization/Comprehensive Grant

» Low Rent Management

Home Ownership includes the following programs administered by the Corporation and {unded by HUD:
« Mutual Help
* Turnkey [I1

Section § includes the following programs for tenant-based rental assistance administered by the Corporation under
contract with HUD:

+ Section § Cenificate

*+ Section § Voucher

+ Section 8 Moderate Rehabilitation

Scction & New Construction consists of low-income housing facilities at various locations owned by the Corporation,
for which the Corporation receives tenant-based rental assistance under contruct with HUD.

8]
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A summarized balance sheet and statement of revenues, expenses and retained earnings for the Section 8 New pmﬂmms
as of and for year ended June 30, 2000 follow (dollars in thousands):

Chugach Golden Plarmigan Sunset Glacier Alpine .
View Towers Park View View Terrace Total

Total assets 35,236 515812 $973 $1H055 3966 5622 $24.664
Total liabilities (2417 (227) (13) 326 1.588 1.084 339
Total fund
equity 7,653 16,039 988 729 (622) (462) 24,325
Total revenues 1,671 1,270 284 297 374 392 4,288
Total expenses 1,373 932 392 346 473 676 4,192
Net income
(toss) e 298 338 {108) (49) (99) (284) 96
Beginning
retained earnings 1,832 3,524 313 {546) (413 (830) 3,880
Transfers (131) - {17y - - - {148y
Ending retained
earnings 2,019 3,862 188 (595) (512 (£ 134) 3,828

Wrangell consists of the Wrangell 221(d)(3) housing facility owned by the Corporation for which the Corporation
receives tenant-based rental ussistance under contract with HUD.

Other Housing Assistance Programs include the following HUD. state and privately funded activities:
» HOME Investment Partnerships Program (HOME)

» Supplemental Assistance for Facilities to Assist the Homeless (SAFAL)
= Galeway Literacy Program

» Drug Elimination Grant

= Shelter Plus Care Program

« Housing Opporiuntties for Persons with AIDS (HOPWA)

« HOME Technical Assistance

« Youth Sports Program

» Family Self Sufficiency Program (F§5)

« Family [nvestment Center Grant

« Supportive Housing Technical Assistance

+ Service Coordinator for Public Housing Agencies Grant

20 PENSION PLAN

As of June 30, 2000. all regular employees of the Corporation who work more than fifteen hours per week participate
in the Alaska Public Employees™ Relirement System (PERS). PERS s an agent multiple-employer, statewide defined
benefit plan. administered by the State of Alaska. A publicly available financial report thai includes financial statements
and required supplementary information is issued annually by PERS. That report may be obtained by writing 1o State
of Alaska, Depurtment of Administration, Division of Retirement and Benefits, P.O. Box 110203, Juneau, Alaska
99811-0202.

Plan Description

Employees hired prior 1o July 1, 1986 with five or more years of credited service are entitled 1o annual pension benefits
beginning at normal retirement age 35 or earty retirement age 50. For employees hired after June 30, 1986, the normal
and early retircment ages are 60 and 53, respectively. The normal pension benefit is equal to 2% of the member’s three-
yeur highest average monthly compensation for the first ten years of service, 2%4% for the second ten years of service
und 2% % for all remaining years of service. All service earned prior to July 1, 1986 will be calculated using the 2%
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multiplier. Employees with 30 or more years of credited service muy retire at any age and receive a normal benefit. The
system also provides death and disability benefits and major medical benefits.

Funding Policy
Under State law, covered employees are required to contribute 6%% of their annual covered salary and the Corporation
is required to contribute an actuarially determined rate: the current rate is 6.01% of annuud covered payroll,

Annual Pension Cost

The Corporation’s annual pension and postretirement health cost shown below was equal to the required and actual
contribution. The actuarial required contribution was computed us part of an actuarial valuation as of June 30, 1999,
Significant actuarial assumpiions used in the valuation include: {u) » rate of return on the investment of present and
future assets of 8.25% per year compounded annually and (b) projected salary increases of 3.3% a year for the first five
years of employment and 4.5% per year therealter, with distinction made between amounts for inflation (4.0%), merit
(1.0%), and productivity {0.5%). The contribution rate for normal cost is determined using the projected unit credit
actuarial funding method. The excess of assets over the actuarial accrued liability is amortized over a rolling 235 years.
The percentage of pay method is used for amortization purposes.

Three-Year Trend Information for PERS

Annual pension and

postretirement health Percentage of Net pension
Yeur ended cost (APC) APC contributed obligation
June 30, 2000 $830,000 100.00% -
June 30, 1999 1,010,000 H00.00% -
June 30, 1998 702,000 100.00% -

Required Supplementary Information--Schedute of Funding Progress for PERS (in thousands)

Actuarial Actuarial Excess of Excess as a
value of acerued Assets Cavered percentage of
Actuarial assets liability (AAL)  over AAL  Funded ratio payroll Covered payroli
valuation date () (b (W)-(h) (a)(b) (c) ((a)-(b))(c)
Pension:
June 30, 1999 30,462 9,060 11,402 1609 12,789 89%
June 30, 1998 28.986 26,335 2,051 110% 12,329 22%
June 30, 1997 27.323 23.413 3,910 117% 11,928 33%

Postretirement  Healih:

June 30, 1999 12.349 7,727 4.622 16()% 12,789 - 36%
June 30, 1998 10.763 9,779 984 F10% 12,329 5%
1,928 129 -

June 30, 1997 10,184 8,726 1,458 H7% 1
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21 FAIR VALUE OF FINANCIAL INSTRUMENTS

The fair value of the Corporation’s financial instruments are estimated as follows (in thousands):

une 30, 2006

Carrying Estimated
Amount Fair Value
Financial Assets:
Cash and short-term Investments $1.794.762 $1,794,762
Mortgage loans, mortgage-bucked
securities, and mobtle home loans, net 2.678.881 2415879
Notes Receivable 32,124 32,124
Accrued interest receivable 25,180 25,180
Net Investment in direct financing lease 40,528 40,528
Other assets 9,800 9,800

34,581,275 54,318,273

Financial Liabilities:

Bonds and noles, net of discounts $2,699.419 $2.434.401
Comumercial paper and securities sold under .
agreements to repurchase 214177 214,177
Accrued interest payable 15,376 15,376
Accrued expenses and other liabilities 3,981 3,981

$2,932,953 $2,667,935

Contractual Estimated
OIf Balance Sheet Financial Instruments Amount Fair Value
Assets:
Loan Commitments $H05,500 $396
Liabilities:
Letters of credit and other credit
arrangements 1,222,517 1.834

ta
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Financial Assets:

Cash and short-term investments
Mortgage loans, mortgage-backed
securities, and mobile home loans, net
Notes Receivable

Accrued interest receivable

Net Investment in direct financing lease

Other assets

Financial Liabilifies:

Bonds and notes, net of discounts
Commercial paper and securities sold under
agreements to repurchase

Accrued interest payable

Accrued expenses and other liabilities

Off Balance Sheet Financial Instruments

June 36, 1999
Carrying Estimated
Amount Fair Value

$1.829.599 51,829,599
2,319,098 2,139,349
32,014 32914
24,302 24302
39,519 39,519
8.238 8,238
$4,253,670 $4,073.921
52,240 499 52,075,144
283,939 283,939
12,124 12,124
7,055 7.655
$2,553,217 $2,378.8062
Contractual Estimated
Amount Fair Value

Assets:

[Loan Commitments

Liabilities:

Letters of ¢redit and other credit
arrangements

The following methods and assumptions were used o estimate the fair value of cach class of financial instrunients for

which it is practicable to estimate that value:

Cash and Short-term Investments

For investments and securities, fair value equals the carrying amount and is based on market prices quoted by trustees
and fimancial institutions, except for investment agreements for which fair values were not readily determinable and are

included at cost,

Accrued Interest Reccivable

For those short-term instruments, the carrying amount is a reasonable estimate of fair value, Claims receivable are
presented net of estimated uncollectible reserves, und include only the balance billed to mortgage insurance companies

at period end.

$111,446

1,257,001

5418

[,.886
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Mortgage Loans, Mortgage-backed Securities, and Mobile Home Loans
Fuir value of the Corporation’s loans was estimated based on a discounting to present value of estimated future cash
flows. The calculated present vilue amounts were then reduced by adjusted loan loss reserves. :

Other Assets
For those other assets which are finuncial instruments, fair value was estimated by either: 1) discounting to present value,
estimated future cash flows; or 2 for short-term instruments, considering the carrying amount to approximate fair value.

Bonds and Notes Payable -

Fair value of the Cmpmd[l()n s long-term debt was estimated by analyzing debt issues with similar characteristics, sm,h
as caupon rate, remaining years to maturity, bond rating, and whether the issue was taxable or tax exempt. Future debt
service was then discounted te present value utilizing factors obtained from independent financial advisors.

Commercial Paper and Securities Sold Under Agreements to Repurchase, Accrued Interest Payable, and Accrued
Expenses and Other Liabilities
For those short-term instruments, the carrying amount was constdered a reasonable estimate of fuir value.

Loan Commitments _
The fair vatue is estimated using fees currently charged for loan commitments,

Letter of Credit and Other Credit Arrangements
The tair value is estimated using fees paid by the Corporation.

22 CUMULATIVE EFFECT OF ACCOUNTING CHANGE

Prior 1o fiscal year 2000, the Corporation capitatized all costs associated with the purchase or improvements in the form
of construction and modernization of public housing buildings in accordance with Generatly Accepled Accounting
Principles (GAAP). New information tfrom HUD explaining the type of costs associated with modernization and
development of buildings has led to a change in industry practice of capitalizing hard costs and expending soft cosls.
HUD has concluded that the medernization and development costs such as management improvements, administrative,
other costs defined as “Soft Costs™ do not provide additional service potential and will not be allocated over the Hfe of
the building but expended as incurred, In the fourth quarter of FY2000, the Corporation removed afl “soft costs™ that
had been capitatized over the prior periods and the corresponding accumulated depreciation. The net effect of the
accounting change is shown as cumulative effect of prior year’s amount in the Statement of Revenues and Expenses.

Prior Years FY 2000 Total
Total Soft Costs removed $(26,120) 5(2,067) $(28,187)
Total Accumulated Depreciation removed 6.853 708 7,561
TFotal Net Fixed Assets removed (19,267) (1,359 (20,620)
Decrease of Contributed Capital . (23,548 . (1,225) . (24,773)
Cumulative Effect on Net Income 4281 - 4,281
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23 OTHER COMMITMENTS AND CONTINGENCIES

Medical Self Insurance

During the Fiscal Year ended June 30, 1998, the Corporation began a prograin of self-insurance for employee medical
benelits. Costs are billed directly 1o the Corporation by an Administrative Services Provider that processes all of the
claims from the employees and their dependents. The Corporation has purchased a stop-loss policy that limits its liability
1o $30,000 per employee per year. The Corporation has provided for an estimate of the Incurred But Not Reported
{IBNR) liability in the amount of $713,000 and $382,000 us of June 30, 2000 and 1999, respectively.

Litigation

The Corporation, in the normal course of its activities, is involved in various claims and pending litigation, the outcome
of which is not presently determinable. In the opinion of management, the disposition of these matters is not presently
expected to have a material adverse effect on the Corporation’s financial statements.

Contingent Liabilities

The Corporation participates in several federally assisted programs. These programs are subject to program compliance
audits and adjustment by the grantor agencies or their representatives. Any disullowed cluims, including amounts already
colfected, would become a liability of the General Account of the Revolving Fund. In management’s opinion,
disuflowance, if any, will be immaterial,

Senate Bill No. 113

The Senate Finance Committee intraduced Senate Bill No. 113 on March 19, 1999 “An Act making activities of the
Alaska Housing Finance Corporation subject to the Executive Budget Act, relating to appropriations to the Alaska
Housing Finance Corporation; relating to bonds and bond anticipation notes issued by the Alaska Housing Finance
Corporation; and providing for an effective dite™. This bill would impose additional oversight and control of the
Corporation by the Alaska Legislature, particularly relating to the authorization, issuance and repayment of specific debt
issues. It would also require much of the Corporation’s revenues, earnings and collections to be appropriated to it by
the Alaska Legistature prior to becoming available for use, including application to the repayment of general obligation
debt of the Corporation. Ne further hearings were held on this bifl. Senate Bifl No. 113 expired with the adjournment
of the Legislature on May 3, 2000.

House Bill No. 281

This bill passed the 2000 Legislature and was signed into law by the Governor on June 8, 2000. House Bill No.281 is
an “Act refating to the financing of construction of facilities for schools, University of Alasku, port and harbors™.
Included in the bill are sections that extend the Series Transfer Plan from 2006 through 2008, authorize $77 million in
Alaska Housing Finance Corporation general obligation debt for state capital projects, authorize the Corporation {or
subsidiary of the Corporation) to purchase 40% of the Stale of Alaska’s right to receive proceeds derived from the
settlement of *State of Alaska v. Philip Morris™ (the Tobucco Settlement Proceeds) and authorize the Corporation (or
a subsidiary of the Corporation) to issue bonds secured by the Tobucco Settlement Proceeds to finance $93 million of
school construction projects. On August 30, 2000 the board of directors of the Corporation approved a resolution to
create a subsidiary that will purchase the Tobacco Settlement Proceeds and issue bonds to fund the school pm]u,ls The
subsidiary is named as “Northern Tobacco Securitization Corporation™.

24 HUD ACTUAL DEVELOPMENT COST CERTIFICATES

As required by HUD, we present the following certificates as part of our financial reporting package. These certify the
total amount of financial assistance provided by HUD under the Development Programs AKO6PO0 1703, These funds
were expended during the fiscul years ended June 30, 1996, 1997, 1998, 1999 and 2000. Funds received were used to
effect major rehabilitation of existing public housing and for construction of new public housing facilities.
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APPENDIX B

FORM OF OPINION OF BOND COUNSEL

Alaska Housing Finance Corporation
4300 Boniface Parkway
Anchorage, Alaska 99504

Ladies and Gentlemen:

We have examined the Constitution and laws of the State of Alaska (the "State”) and a
record of proceedings relating to the issuance of $76,580,000 aggregate principal amount of
Governmental Purpose Bonds, 2001 Series A (the "2001 Series A Bonds"), $93,590,000 aggregate
principal amount of Governmental Purpose Bonds, 2001 Series B (the "2001 Series B Bonds";
together with the 2001 Series A Bonds, the "2001 Series A and B Bonds"), .$100,000,000
aggregate principal amount of Governmental Purpose Bonds, 2001 Series C (the "2001 Series C
Bonds"), and $100,000,000 aggregate principal amount of Governmental Purpose Bonds, 2001
Series D (the "2001 Series D Bonds"; together with the 2001 Series A Bonds, 2001 Series B
Bonds and 2001 Series C Bonds, the "2001 Bonds") of the Alaska Housing Finance Corporation
(the "Corporation"), a public corporation and government instrumentality of the State created by
and existing under Alaska Statutes 18.56, as amended (the "Act”).

In such examinations, we have assumed the genuineness of all signatures, the authenticity
of all documents submitted to us as originals and the conformity with originals of all documents
submitted to us as copies thereof.

The 2001 Bonds are authorized and issued pursuant to the Act and a resolution of the
Corporation adopted June 27, 2001, and are issued pursuant to the Indenturc authorized by said
resolution by and between the Corporation and U.S. Bank Trust National Association, as trustee
(the "Trustee"), dated as of July 1, 2001, and the 2001 Series A/B/C/D Supplemental Indenture
by and between the Corporation and the Trustee, dated as of July 1, 2001, executed pursuant to
said Indenture (together, the "Indenture”).

The 2001 Bonds mature and are subject to redemption as provided in the Indenture.
Capitalized terms used herein and not dcﬁncd herein are used as defined in the Indenture.

Applicable Federal tax law cstablishes certain requirements that must be met subsequent
to the issuance of the 2001 Series A and B Bonds in order for interest-on the 2001 Series A and
B Bonds not to be included in gross income for Federal income tax purposes, under Section 103
of the Internal Revenue Code of 1986, as amended (the "Code").. The Corporation has covenanted
that it will comply with such requirements and that it will do all things necessary to ensure that
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interest on the 2001 Series A and B Bonds will be, and remain, not included in gross income for
Federal income tax purposes, under Section 103 of the Code. We have examined the program
documentation adopted by the Corporation, which, in our opinion, establishes procedures and
covenants under which, if followed, such requirements can be met. In rendering this opinion, we
have assumed compliance with, and enforcement of, the provisions of such program procedures
and covenants.

As to any facts material to our opinion, we have relied upon various statements and
representations of officers and other representatives of the Corporation including without limitation
those contained in the Indenture, the Corporation's Certificate as to matters affecting the tax-
exempt status of the 2001 Series A and B Bonds, the Corporation's Regulations and Program
Materials and the certified proceedings and other certifications of public officials and certifications
by officers of the Corporation furnished to us (which are material to the opinion expressed below)
without undertaking to verify the same by independent investigation.

Subject to the foregoing, we are of the opinion that:

1. Under the Constitution and laws of the State of Alaska (the "State"), the
Corporation has been duly created, organized, and validly exists as a public corporation and
government instrumentality in good standing under the laws of the State, performing an essential
public function with full corporate power and authority under the Act, among other things, to enter
into, and to perform its obligations under the terms and conditions of, the Indenture.

2. The Indenture has been duly authorized, executed and delivered, is in full force and
effect, and is valid and binding upon the Corporation and enforceable in accordance with its terms
(subject, as to enforcement of remedies, to applicable bankruptcy, reorganization, insolvency,
moratorium, or other laws affecting creditors' rights generally from time to time in effect).

3. The 2001 Bonds have been duly and validly authorized, sold and issued by the
Corporation in accordance with the Indenture and Constitution and laws of the State, including the
Act and, pursuant to the Act, are issued by a public corporation and govcrnmcnt instrumentality
of the State for an essential public and governmental purpose.

4. Subject to agreements heretofore or hereafter made with the holders of any notes
or other bonds of the Corporation pledging any particular revenues or assets not pledged under
the Indenture and the exclusion by the Act of a pledge of funds in the Housing Development Fund
(as described in the Act), the 2001 Bonds are valid and legally binding general obligations of the
Corporation for the payment of which, in accordance with their terms, the full faith and credit of
the Corporation have been legally and validly pledged, are enforceable in accordance with their
terms and the terms of the Indenture and are entitled to the equal benefit, protection, and security
of the provisions, covenants, and agreements of the Indenture.

5. The 2001 Bonds are secured by a pledge in the manner and to the extent set forth
in the Indenture. The Indenture creates a valid pledge of a lien on all funds established by the
Indenture and moneys and securities therein which the Indenture purports to create, to the extent
and on the terms provided therein. -
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6. Under existing laws, regulations, rulings and judicial decisions, interest on the 2001
Series A and B Bonds is excluded from gross income for Federal income tax purposes.

7. Interest on the 2001 Series A and B Bonds is not a specific preference item for
purposes of the alternative minimum tax provisions imposed on individuals and corporations by
the Code. Such interest, however, is included in the adjusted current earnings (i.e., alternative
minimum taxable income as adjusted for certain items including those items that would be included
in the calculation of a corporation’s carnings and profits under Subchapter C of the Code) of
certain corporations, and such corporations are required to include in the calculation of alternative
minimum taxable income 75% of the excess of such corporation's adjusted current carnings over
its alternative minimum taxable income (determined without regard to such adjustment and prior
to reduction for certain net operating losses). We express no opinion regarding any other
consequences affecting the Federal income tax liability of a recipient of interest on the 2001 Series
A and B Bonds.

8. Interest on the 2001 Series C Bonds and 2001 Series D Bonds is not excluded from
gross income for Federal income tax purposes.

0. Under existing laws, interest on the 2001 Bonds is free from taxation of every kind
by the State, and by municipalities and all other political subdivisions of the State (except that no
opinion is expressed as to such cxemption from State cstate and inheritance taxes and taxes of
transfers by or in anticipation of death).

10.  Certain requircments and procedures contained or referred to in the Indenture and
other relevant documents may be changed and certain actions may be taken, upon the advice or
with the opinion of counsel. Except to the extent of our concurrence therewith, we express no
opinion as to any 2001 Bond, or the interest thercon, if any change occurs or action is taken upon
the advice or approval of other counsel.

Very truly yours,

WOHLFORTH, VASSAR,
JOHNSON & BRECHT, P.C.
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APPENDIX C
FORM OF OPINION OF SPECIAL TAX COUNSEL |

Alaska Housing Finance Corporation
4300 Boniface Parkway
Anchorage, AK 99504

Ladies and Gentlemen:

We have acted as Special Tax Counsel in connection with the issuance and sale of
$370,170,000 aggregate principal amount of Alaska Housing Finance Corporation Governmental
Purpose Bonds, 2001 Series A, 2001 Series B, 2001 Series C, and 2001 Series D. The Bonds will
be issued pursuant to the Indenturce by and between the Alaska Housing Finance Corporation (the
"Corporation”) and U.S. Bank Trust National Association, as trustee (the "Trustee"), dated as of
July 1, 2001 (the "Indenture"), and the 2001 Series A/B/C/D Supplemental Indenture by and
between the Corporation and the Trustee, dated as of July 1, 2001, authorizing the issuance of the
Bonds (the "Supplemental Indenture”). Capitalized terms not otherwise defined herein are used
as defined in the Indenture and the Supplemental Indenture.

In connection with the issuance of the Bonds, we have examined the Indenture and the
Supplemental Indenture, the Arbitrage Certificate of the Corporation and such other opinions,
documents, certificates and letters as we deem relevant and necessary in rendering this opinion.

From such cxamination, we are of the opinion that, assuming compliance by the
Corporation with certain restrictions, conditions and requirements contained in the Indenture, the
Supplemental Indenture and the Arbitrage Certificate designed to meet the requirements of the
Internal Revenue Code of 1986, as amended (the "Code"), under existing laws, regulations,
rulings and judicial decisions, interest on the 2001 Series A and B Bonds 1s excluded from gross
income for Federal income tax purposes.

We are further of the opinion that interest on the 2001 Series A and B Bonds is not a
specific preference item for purposes of the alternative minimum tax provisions imposed on
individuals and corporations by the Code.

Interest on the 2001 Series A and B Bonds, however, is included in the adjusted current
earnings (i.c., alternative minimum taxable income as adjusted for certain items including those
items that would be included in the calculation of a corporation’'s earnings and profits under
Subchapter C of the Code) of certain corporations, and such corporations are required to include
in the calculation of alternative minimum taxable income 75% of the excess of such corporation's
adjusted current carnings over its alternative minimum taxable income (determined without regard
to such adjustment and prior to reduction for certain net operating losses).

Interest on the 2001 Series C and D Bonds is not excluded from gross income for Federal
income tax purposes.



We express no opinion regarding any other consequences affecting the Federal income tax
liability of a recipient of interest on the Bonds.

The opinions expressed herein are rendered in reliance upon the opinion of Wohlforth,
Vassar, Johnson & Brecht, P.C., Bond Counsel, as to the'validity of the Bonds under the

Coenstitution and faws of the State of Alaska.

Very truly yours,

- /s/ Kutak Rock LLP -
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APPENDIX D
AUCTION PROCEDURES

The Auction Procedures are set forth in the 2001 Series A/B/C/D Supplemental Indenture
and arc summarized below. All of the terms used in this Appendix D are defined in the forepart
of this Official Statement. See "The 2001 Bonds — Description of the 2001 Bonds."

Initial Rate

Auction Bonds shall bear interest at their respective Auction Rates. The rate of interest on
Auction Bonds for each Auction Period, to but not including the Conversion Date, shall be the
Auction Rate for such Bonds. While Auction Bonds arc in an Auction Period of seven days, 28
days or 35 days, intercst shall be computed on the basis of actual days in an Interest Period over
360. While Auction Bonds are in an Auction Period of six months and after the conversion to a
Fixed Interest Rate, interest shall be computed on the basis of a 360-day year consisting of twelve
30-day months.

Orders by Existing Owners and Potential Owners
{a) Prior o the Submission Deadline on each Auction Date:

(i) cach Existing Owner may submit to a Broker-Dealer, in writing or
by such other method as shall be reasonably acceptable to such Broker-Dealer,
information as to:

(A)  the principal amount of Auction Bonds, if any, held by such
Existing Owner which such Existing Owner desires to continue to hold for
the next succeeding Auction Period without regard to the rate determined
by the Auction Procedures for such Auction Period,

(B) the principal amount of Auction Bonds, if any, held by such
Existing Owner which such Existing Owner desires to continue to hold for
the next succeeding Auction Period if the rate determined by the Auction
Procedures for such Auction Period shall not be less than the rate per annum
then specified by such Existing Owner (and which such Existing Owner
desires to sell on the next succeeding Interest Payment Date if the rate
determined by the Auction Procedures shall be less than the rate per annum
then specified by such Existing Owner), and/or

(8] the principal amount of Auction Bonds, if any, held by such
Existing Owner which such Existing Owner offers to sell on the next
succeeding Interest Payment Datc without regard to the rate determined by
the Auction Procedures for the next succeeding Auction Period; and
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(if)  for the purposes of implementing the Auctions and thereby to achicve
the lowest possible interest rate on the Auction Bonds, the Broker-Dealers shall
contact Potential Owners, including Persons that are Existing Owners, by tclephone
or otherwise, to determine the principal amount of Auction Bonds, if any, which
each such Potential Owner offers to purchase if the rate determined by the Auction
Procedures for the next succeeding Auction Period is not Iess than the rate per
annum then specified by such Potential Owner. '

For the purposes hereof, an Order containing the information referred to in clause (1)(A)
of this subsection (a) is herein referred to as a "Hold Order”, an Order containing the information
referred to in clause (1)(B) or (ii) of this subsection (a} is herein referred to as a "Bid", and an
Order containing the information referred to in clause (i}(C) of this subsection (a) is herein
referred to as a "Sell Order.” '

sell:

(b) (1) A Bid by an Existing Owner shall constitute an irrevocable offer to

(A) the principal amount of Auction Bonds specified in such Bid
if the rate determined by the Auction Procedures on such Auction Date shall
be less than the rate specified therein; or

(B}  such principal amount or a lesser principal amount of
Auction Bonds to be determined as sct forth in subsection (a)(v) under the
caption "Allocation of Auction Bonds" if the rate determined by the Auction
Procedures on such Auction Date shall be equal to such specified rate; or

(8] a lesser principal amount of Auction Bonds to be determined
as set forth in subsection (b)(iv) under the caption "Allocation of Auction
Bonds" if such specified rate shall be higher than the Maximum Rate and
Sufficient Clearing Bids do not exist.

(ii) A Sell Order by an Existing Owner shall constitute an irrevocable
offer to sell:

(A) - the principal amount of Auction Bonds specified in such Sell
Order, or

(B) such principal amount or a lesser principal amount of
Auction Bonds as set forth in subsection (b)iv) under the caption

"Allocation of Auction Bonds" if Sufficient Clearing Bids do not exist.

(iii) A Bid by a Potential Owner shall constitute an irrevocable offer to
purchase: '
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(A)  the principal amount of Auction Bonds specified in such Bid
if the rate determined by the Auction Procedures on such Auction Date shall
be higher than the rate specified therein; or

(B) such principal amount or a lesser principal amount of
Auction Bonds as set forth in subsection (a)(vi) under the caption
"Allocation of Auction Bonds" if the rate determined by the Auction
Procedures on such Auction Date shall be equal to such specified rate.

(c) Anything contained herein to the contrary notwithstanding:

(1) for purposes of any Auction, any Order which specifies Auction
Bonds to be held, purchased or sold in a principal amount which is not $25,000 or
an integral multiple of $5,000 in excess thereof shall be rounded down to the
ncarest $25,000 or integral multiple of $5,000 in excess thereof, and the Auction
Agent shall conduct the Auction Procedures as if such Order had been submitted
in such lower amount;

(i)  for purposes of any Auction, any portion of an Order of an Existing
Owner which relates to an Auction Bond which has been called for redemption or
which has been scheduled for Conversion on or prior to the Interest Payment Date
next succeeding such Auction shall be invalid with respect to such portion and the
Auction Agent shall conduct the Auction Procedures as if such portion of such
Order had not been submitted;

(tif)  for purposes of any Auction, no portion of an Auction Bond which
has been called for redemption or which has been scheduled for Conversion on or
prior to the Interest Payment Date next succeeding such Auction shall be included
in the calculation of Available Auction Bonds;

(iv) the Auction Procedures shall be suspended during the period
commencing on the date of the Auction Agent's receipt of notice from the Trustee
of the occurrence of an Event of Default consisting of a failure to pay principal,
interest or premium on any Bond when due but shall resume two Business Days
after the Auction Agent receives a notice from the Trustee that such Event of
Default has been waived or cured, with the next Auction to occur on the next
regularly scheduled Auction Date occurring after such receipt; and

) notwithstanding the foregoing provisions, (1) if the Auction Agent
shall have failed to determine the Auction Rate for any Auction Period (including
the circumstance where there is no Auction Agent or Broker-Dealer), the Auction
Rate for such Auction Period shall be the No Auction Rate determined in
accordance with the Supplemental Indenture for such Auction Period; (i1) if a
failure to pay principal, intcrest or premium on any Auction Bond when due shall
have occurred, the Auction Rate for the Auction Period during which such failure
shall have occurred and each Auction Period thereafter, commencing prior to the
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date on which such failure shall ceased to be continuing, shall be the Default Rate
in accordance with the Supplemental Indenture for such Auction Period; and (iii) in
the event of a failed conversion to another Auction Rate or Conversion, the related
Auction Bonds will automatically convert to an Auction Period in a Seven-Day
Auction Mode Period and bear interest at the Maximum Rate for the next Auction
Period.

- Submission of Orders by Broker-Dealers to Auction Agent

(a) Each Broker-Dealer shall submit to the Auction Agent in writing or by such
other method as shall be reasonably acceptable to the Auction Agent, prior to the
Submission Deadline on each Auction Date, all Orders obtained by such Broker-Dealer and
specifying with respect to each Order:

(1) the name of the Bidder placing such Order;

(it)  the aggregate principal amount of Auction Bonds that are the subject
of such Order;

(iii)  to the extent that such Bidder is an Existing Owner:

{A)  theprincipal amount of Auction Bonds, if any, subject to any
Hold Order placed by such Existing Owner;

(B) the principal amount of Auction Bonds, if any, subject to any
Bid placed by such Existing Owner and the rate specified in such Bid; and

(C) the principal amount of Auction Bonds, if any, subjectto any
Sell Order placed by such Existing Owner; and

(iv)  to the extent such Bidder is a Potential Owner, the rate specificd in
such Bid. The Auction Agent shall be entitled to rely upon the terms of any order
submitted to it by a Broker-Dealer.

(b) If any rate specified in any Bid contains morc than three figures to the right
of the decimal point, the Auction Agent shall round such rate up to the next highest one
thousandth of one percent (0.001%).

(c) If an Order or Orders covering all of the Auction Bonds held by an Existing
Owner is not submitted to the Auction Agent prior to the Submission Deadline, the Auction
Agent shall deem a Hold Order to have been submitted on behalf of such Existing Owner
covering the principal amount of Auction Bonds held by such Existing Owner and not
subject to Orders submitted to the Auction Agent.



(d)  If one or more Orders covering in the aggregate more than the principal
amount of Auction Bonds held by any Existing Owner are submitted to the Auction Agent,
such Orders shall be considered valid as follows and in the following order of priority:

(i) all Hold Orders shall be considered valid, but only up to and
including in the aggregate the principal amount of Auction Bonds held by such
Existing Owner;

(i1) (A) any Bid of an Existing Owner shall be considered valid as a
Bid of an Existing Owner up to and including the excess of the principal
amount of Auction Bonds held by such Existing Owner over the principal
amount of Auction Bonds subject to Hold Orders referred to in paragraph
(i) above;

B) subject to clause (A), if more than one Bid with the same rate
is submitted on behalf of such Existing Owner and the principal amount of
Auction Bonds subject to such Bids is greater than such excess of the
principal amount of Auction Bonds held by such Existing Owner over the
principal amount of Auction Bonds subject to Hold Orders referred to in
paragraph (i) above, such Bids shall be considered valid up to the amount
of such excess;

(C) subject to clause (A), if more than one Bid with different
rates is submitted on behalf of such Existing Owner, such Bids shall be
considered valid in the ascending order of their respective rates up to the
amount of the excess of the principal amount of Auction Bonds held by such
Existing Owner over the principal amount of Auction Bonds held by such
Existing Owner subject to Hold Orders referred to in paragraph (i) above;
and

(D)  the principal amount, if any, of such Auction Bonds subject
to Bids not considered to be Bids of an Existing Owner under this paragraph
(i1) shall be treated as the subject of a Bid by a Potential Owner; and

(iit)  all Sell Orders shall be considered Sell Orders, but only up to and
including a principal amount of Auction Bonds equal to the excess of the principal
amount of Auction Bonds held by such Existing Owner over the sum of the
principal amount of the Auction Bonds considered to be subject to Hold Orders
pursuant to paragraph (i) above and the principal amount of Auction Bonds
considered to be subject to Bids of such Existing Owner pursuant to paragraph (i)
above. S

{c) If more than one Bid is submitted on behalf of any Potential Owner, cach

Bid shall be considered a separate Bid with the rate and the principal amount of Auction
Bonds specificd therein.
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() Any Bid submitted by an Existing Owner or a Potential Owner specifying
a rate lower than the Minimum Rate shall be treated as a Bid specifying the Minimum
Rate. ' '

g)  Neither the Corporation, the Trustee nor the Auction Agent shall be
responsible for the failure of any Broker-Dealer to submit an Order to the Auction Agent
on behalf of any Existing Owner or Potential Owner.

Determination of Auction Rate -

(a) Not later than 9:30 A.M. New York City time on cach Auction Date the
Auction Agent shall advise the Broker-Dealers and the Trustec by telephone of the
Minimum Rate, the Maximum Rate and the Auction Index.

(b) Promptly after the Submission Deadline on each Auction Date, the Auction
Agent shall assemble all valid Orders submitted or deemed submitted to it by the Broker-
Dealers (each such Order as submitted or deemed submitted by a Broker-Dealer being
hereinafter referred to as a "Submitted Hold Order,” a "Submitted Bid" or a "Submitted
Sell Order," as the case may be, or as a "Submitted Order” and collectively as " Submitted
Orders") and shall on behalf of the Corporation, determine: (i) the Available Auction
Bonds; (ii) whether there are Sufficient Clearing Bids; and (iii) the Auction Rate.

(c) Promptly after the Auction Agent has made the determinations pursuant to
subsection (b) above the Auction Agent shall advise the Trustee by telephone (promptly
confirmed in writing), or telecopy transmission of the Auction Rate for the next succeeding
Auction Period.

Allocation of Auction Bonds

(a) In the event that Sufficient Clearing Bids exist, subject to the further
provisions of subsections (¢} and (d) below, Submitted Orders shall be accepted or rejected
as follows in the following order of priority:

(1) the Submitted Hold Order of cach Existing Owner shall be accepted,
thus requiring each such Existing Owner to continue to hold the Auction Bonds that
are the subject of such Submitted Hold Order;

(i)  the Submitted Sell Order of cach Existing Owner shall be accepted
and the Submitted Bid of each Existing Owner specifying any rate that is higher
than the Winning Bid Rate shall be rejected, thus requiring each such Existing
Owner to sell the Auction Bonds that are the subject of such Submitted Sell Order
or Submitted Bid;

(iti)  the Submitted Bid of each Existing Owner specifying any rate that
is lower than the Winning Bid Rate shall be accepted, thus requiring each such

D-6



Existing Owner to continue to hold the Auction Bonds that are the subject of such
Submitted Bid;

(iv)  the Submitted Bid of each Potential Owner specifying any rate that
is lower than the Winning Bid Rate shall be accepted, thus requiring cach such
Potential Owner to purchase the Auction Bonds that are the subject of such
Submitted Bid;

(v) the Submitted Bid of cach Existing Owner specifying a rate that is
equal to the Winning Bid Rate shall be accepted, thus requiring cach such Existing
Owner to continue to hold the Auction Bonds that are the subject of such Submitted
Bid, but only up to and including the principal amount of Auction Bonds obtained
by multiplying (A) the aggregate principal amount of Auction Bonds which are not
the subject of Submitted Hold Orders described in paragraph (i) above or of
Submitted Bids described in paragraphs (iii) or (iv) above by (B) a fraction the
numerator of which shall be the principal amount of Auction Bonds held by such
Existing Owner subject to such Submitted Bid and the denominator of which shall
be the aggregate principal amount of Auction Bonds subject to such Submitted Bids
made by all such Existing Owners that specified a rate equal to the Winning Bid
Rate, and the remainder, if any, of such Submitted Bid shall be rejected, thus
requiring each such Existing Owner to sell any excess amount of Auction Bonds;

(vi)  the Submitted Bid of cach Potential Owner specifying a rate that is
cqual to the Winning Bid Rate shall be accepted, thus requiring each such Potential
Owner to purchase the Auction Bonds that are the subject of such Submined Bid,
but only in an amount equal to the principal amount of Auction Bonds obtained by
multiplying (A) the aggregate principal amount of Auction Bonds which arc not the
subject of Submitted Hold Orders described in paragraph (i) above or Submitted
Bids described in paragraphs (ii1), (iv) or (v) above by (B) a fraction the numerator
of which shall be the principal amount of Auction Bonds subject to such Submitted
Bid and the denominator of which shall be the sum of the aggregate principal
amount of Auction Bonds subject to such Submitted Bids made by all such Potential
Owners that specified a rate cqual to the Winning Bid Rate, and the remainder of
such Submitted Bid shall be rejected; and

(vii)  the Submitted Bid of each Potential Owner specifying any rate that
is higher than the Winning Bid Rate shall be rejected.

(b) If Sufficient Clearing Bids have not been made (other than because all of the
Auction Bonds are subject to Submitted Hold Orders), subject to the further provisions of
subsections (c¢) and (d) below, Submitted Orders shall be accepted or rejected as follows
and in the following order of priority:

(i) the Submitted Hold Order of cach Existing Owner shall be accepted,
thus requiring each such Existing Owner to continue to hold the Auction Bonds that
- are the subject of su.ch Submitted Hold Order;
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(i)  the Submitted Bid of each Existing Owner specifying any rate that
is not higher than the Maximum Rate shall be accepted, thus requiring each such
Existing Owner to continue to hold the Auction Bonds that are the subject of such
Submutted Bid;

(ii1)  the Submitted Bid of each Potential Owner specifying any rate that
is not higher than the Maximum Rate shall be accepted, thus requiring cach such
Potential Owner to purchase the Auction Bonds that are the subject of such
Submitted Bid;

(iv)  the Submitted Sell Orders of cach Existing Owner shall be accepted
as Submitted Scll Orders and the Submitted Bids of cach Existing Owner specifying
any rate that is higher than the Maximum Rate shall be deemed to be and shall be
accepted as Submitted Scll Orders, in both cases only up to and including the
principal amount of Auction Bonds obtained by multiplying (A) thc aggregate
principal amount of Auction Bonds subject to Submitted Bids described in
paragraph (iii) of this subsection (b) by (B) a fraction the numerator of which shall
be the principal amount of Auction Bonds held by such Existing Owner subject to
such Submitted Sell Order or such Submitted Bid deemed to be a Submitted Sell
Order and the denominator of which shall be the principal amount of Auction
Bonds subject to all such Submitted Sell Orders and such Submitted Bids deemed
to be Submitted Sell Orders, and the remainder of each such Submitted Sell Order
or Submitted Bid shall be deemed to be and shall be accepted as a Hold Order and
each such Existing Owner shall be required to continue to hold such excess amount
of Auction Bonds; and

(v) the Submitted Bid of each Potential Owner specifying any rate that
is higher than the Maximum Rate shall be rejected.

(¢) If, as a result of the procedures described in subsection (a) or (b) above, any
Existing Owner or Potential Owner would be required to purchase or sell an aggregate
principal amount of Auction Bonds which is not $25,000 or an integral multiple of $5,000
in excess thereof on any Auction Date, the Auction Agent shall by lot, in such manner as
it shall determine in its sole discretion, round up or down the principal amount of Auction
Bonds to be purchased or sold by any Existing Owner or Potential Owner on such Auction
Date so that the aggregate principal amount of Auction Bonds purchased or sold by cach
Existing Owner or Potential Owner on such Auction Date shall be $25,000 or an integral
multiple of $5,000 in excess thereof, even if such allocation results in one or more of such
Existing Owners or Potential Owners not purchasing or selling any Auction Bonds on such
Auction Date. '

(d) If, as a result of the procedures described in subsection (a) above, any
Potential Owner would be required to purchase less than $25,000 in principal amount of
Auction Bonds on any Auction Date, the Auction Agent shall by lot, in such manner as it
shall determine in its sole discretion, allocate Auction Bonds for purchase among Potential
Owners so that the principal amount of Auction Bonds purchased on such Auction Date by
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any Potential Owner shall be $25,000 or an. integral multiple of $5,000 in excess thereof,
even if such allocation results in one or more of such Potential mens not purchasing
Auctton Bonds on such Auction Date.- :

~(e)  The Corporation may establish a different Auction Mode Period or Periods
for any portion of the 2001 Bonds of any Series. "Any such change in Auction Period for
2001 Bonds of a Series will require a change in the related Auction Date; and may require
a change in Interest Payment Dates for the related Aunction Bonds. Such a change in
Auction Period may be made on any existing Auction Date with respect to the 2001 Bonds
to which the change in Auction Period is to apply on which Sufficient Clearing Bids have
been received or all the Auction Bonds of a Series are subject to Submitted Hold Orders
and upon not less than twenty (20) days prior written notice to the Bondowners.:

Notice of Auction Rate

(a) On each Auction Date, the Auction Agent shall notify by telephone or other
telecommunication device or in writing each Broker-Dealer that participated in the Auction
held on such Auction Date of the following:

(i) the Auction Rate determined on such Auction Date for the
succeeding Auction Period; '

(i1) whether Sufficient Clearing Bids existed for the determination of the
Winning Bid Rate; -

(i)  if such Broker-Dealer submitted a Bid or a Sell Order on behalf of
an Existing Owner, whether such Bid or Sell Order was accepted or rejected, in
whole or in part, and the principal amount of Auction Bonds, if any, to be sold by
such Existing Owner;

(iv}  if such Broker-Dealer submitted a Bid on behalf of a Potential
Owner, whether such Bid was accepted or rejected, in whole or in part, and the
principal amount of Auction Bonds, if any, to be purchased by such Potential
Owner;

{v) if the aggregate principal amount of Auction Bonds to be sold by all
Existing Owners on whose behalf such Broker-Dealer submitted Bids or Sell Orders
is different from the aggregate principal amount of Auction Bonds to-be purchased
by all Potential Owners on whose behalf such Broker-Dealer submitted a Bid; the
name or names of one or more Broker-Dealers (and the Agent Member, if any, of
each such other Broker-Dealer) and the principal amount of Auction Bonds to be
(A) purchased from one or more Existing Owners on whose behalf such other
Broker-Dealers submitted Bids or Sell Orders or (B) sold to one or more Potential
Owners on whose behalf such Broker-Dealers submitted Bids; and

{vi} - the immediately succeeding Auction Date.
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(b) On each Auction Date, each Broker-Dealer that submitted an Order on
behalf of any Existing Owner or Potential Owner shall: (i) advise each Existing Owner and
Potential Owner on whose behalf such Broker-Dealer submitted an Order as to: (A) the
Auction Rate determined on such Auction Date; (B) whether any Bid or Sell Order

- submitted on behalf of each such Owner was accepted or rejected; and (C) the immediately
succeeding Auction Date; (ii) instruct each Potential Owner on whose behalf such Broker-

- .Dealer submitted a Bid that was accepted, in whole or in part, to instruct such Potential
‘Owner's Agent Member to pay to such Broker-Dealer (or its Agent Member) through the

© Securities Depository the amount necessary to purchase the principal amount of Auction

-~.Bonds to be purchased pursuant to such Bid against receipt of such Auction Bonds; and (iii)
instruct cach Existing Owner on whose behalf such Broker-Dealer submitted a Sell Order
that was accepted or a.Bid that was rejected, in whole or in part, to instruct such Existing
Owner's Agent Member to deliver to such Broker-Dealer (or its Agent Member) through
the Securities Depository the principal amount of Auction Bonds to be sold pursuant to
such Bid or Sell Order against payment therefor.

Auction Index

The Auction Index on any Auction Date with respect to the Variable Rate Tax-Exempt
Bonds will be as of any date of determination the interest rate per annum equal to (i) while the
Auction Period for Auction Bonds is 28 or 35 days, the greater of 30-Day After-Tax Equivalent
Rate or the "BMA Municipal Swap Index," as last published in The Bond Buyer, or (ii) while the
Auction Period for Auction Bonds is six months, 70% of the Six-Month Treasury Bill Rate, as last
published in The Bond Buyer, or (iii) while the Auction Period for Auction Bonds is seven days,
the BMA Municipal Swap Index as last published in The Bond Buyer.

"30-Day After-Tax Equivalent Rate, " on any date of determination, means the interest rate
per annum equal to the 30-Day "AA" Composite Commercial Paper Rate on such date multiplicd
by a rate equal to the remainder of (i) 1.00 minus (ii) the Statutory Corporate Tax Rate on such
date.

For the purposes of the definition of 30-Day After-Tax Equivalent Rate:

(i) "Statutory Corporate Tax Rate,” on any date of determination, means the
highest tax rate bracket (expressed as a decimal) now or hereafter applicable in each
taxable year on the taxable income of every corporation as set forth in Section 11 of the
Code or any successor section without regard to any minimum additional tax provision or
provisions regarding changes in rates during a taxable year. The Statutory Corporate Tax
Rate ts currently 35 percent; and

(i) "30-Day "AA" Composite Commercial Paper Rate,” on any date of
determination, means (A) the interest equivalent of the 30-day rate on commercial paper
placed on behalf of issuers whose corporate bonds are rated AA by S&P, or the equivalent
of such rating by S&P, as made available on a discount basis or otherwise by the Federal
Reserve Bank of New York for the Business Day immediately preceding such date of
determination, or (B) if the Federal Reserve Bank of New York does not make available
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any such rate, then the arithmetic average of such rates, as quoted on a discount basis or
otherwise, by Goldman, Sachs & Co., Lehman Commercial Paper Inc. and Lehman
Brothers, Inc. or, in lieu of any thereof, their respective affiliates or successors which are
commercial paper dealers (the "Commercial Paper Dealers"), to the Auction Agent for the
close of business on the Business Day immediately preceding such date of determination.

- For purposes of the definition of 30-Day "AA" Composite Commercial Paper Rate, the
"interest equivalent” means the equivalent yield on a 360-day basis of a discount-basis security to
an interest-bearing security. If any Commercial Paper Dealer does not quote a commercial paper
rate required to determine the 30-day "AA" Composite Commercial Paper Rate, the 30-Day "AA"
Composite Commercial Paper Rate shall be determined on the basis of the quotation or quotations
furnished by the remaining Commercial Paper Dealer or Commercial Paper Dealers and any
substitute commercial paper dealer not included within the definition of Commercial Paper Dealer
above, which may be CS First Boston Corporation or Morgan Stanley & Co. or their respective
affiliates or successors which are commercial paper dealers (a "Substitute Commercial Paper
Dealer™) selected by the Trustee (who shall be under no liability for such selection) to provide
such, commercial paper rate or rates not being supplied by any Commercial Paper Dealer or
Commercial- Paper Dealers, as the case may be, or if the Trustee does not select any such
Substitute Commercial Paper Dealer or Substitute Commercial Paper Dealers, by the remaining
Commercial Paper Dealer or Commercial Paper Dealers.

The Auction Index on any Auction Date with respect to the Variable Rate Taxable Bonds
will be as of any datc of determination the interest rate per annum equal to (i) while the Auction
Period for Auction Bonds is 28 days, the greater of 30-Day "AA" Composite Commercial Paper
Rate or the One-Month L.IBOR on such date, or (ii) while the Auction Period for Auction Bonds
is six months, the greater of the 180-day "AA" Composite Commercial Paper Rate or the Six-
Month LIBOR on such date. One-Month LIBOR or Six-Month LIBOR means the rate of interest
per annum equal to the rate per annum at which United States dollar deposits having a maturity
of one month or six months, respectively, are offered to prime banks in the London interbank
market which appear on the Telerate Service LIBOR Page as of approximately 11:00 A.M.
London time, on the Business Day immediately preceding the Auction Date. If at least two such
quotations appear, Onc-Month LIBOR or Six-Month LIBOR, respectively, will be determined at
approximately 11:00 A.M., London time, on such calculation date on the basis of the rate at which
deposits in United States dollars having a maturity of one month or six months, respectively, are
offered to prime banks in the London interbank market by four major banks in the London
interbank market selected by the Auction Agent and in a principal amount of not less than U.S.
$1,000,000 and that is representative for a single transaction in such market at such time. The
Auction Agent will request the principal London office of each of such banks to provide a
quotation of its rate. If at least two quotations are provided, One-Month LIBOR or Six-Month
LIBOR respectively, will be the arithmetic mean (rounded upwards, if necessary, to the nearest
one-hundredth of one percent) of the rates quoted at approximately 11:00 A.M., New York City
time on the Business Day immediately preceding the Auction Date by three major banks in New
York, New York selected by the Auction Agent for loans in United States dollars to leading
European banks having a maturity of one month or six months, respectively, and in-a principal
amount equal to an amount of not less than U.S. $1,000,000 and that is representative of a single
transaction in such market at such time; provided, however, that if the banks selected as aforesaid
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are not quoting as mentioned in this sentence, one-Month LIBOR or Six-Month LIBOR,
respectively, will be One-Month LIBOR: or Six-Month LIBOR, respectively, in effect for the
immediately preceding Auction Period.

If any index or rate described under this heading " Auction Index" is no longer published,
an index or rate sclected by and agreed to by all Broker-Dealers and consented to by the
Corporation will be used to establish the rate. If a substitute index cannot be agreed upon, the
Trustee (with the consent of the Corporation and all Broker-Dealers) may appoint an index agent,
which shall be a nationally recognized municipal sccurities evaluation service, to determine the
Auction Index based on the arithmetic average of the interest rates per annum on variable rate
demand obligations or similar obligations quoted to such index agent at the time of the
determination of the Auction Index by at least’ five members of the National Association of
Securities Dealers, Inc. (the "NASD"), each of which must be actively engaged in the remarketing
of such obligations and will be acting as a remarketing agent or in a similar capacity in respect of
each issue of obligations the interest rate on which is so quoted to the index agent. For purposes
of the foregoing,

(i) each issue of such obligations shall be rated by either Moody's or S&P i in
its highest short-term rating category (without regard to pluses and minuses),

(it)  the owners of such obligations shall have the right to demand the purchase
thereof upon seven days' notice, '

(ii1)  the interest rate on such obligations shall be redetermined weekly,

(iv)  the interest on such obligations shall generally become effectwe on
Wednesday of each calendar week, :

(v)  the interest on such obligations shall be excluded from gross income for
purposes of federal income taxation and shall not constitute an item of tax preference
subject to the federal alternative minimum tax (unless interest on the Auction shall be such
an 1tem) and

(vi)  if there shall be more than one such interest rate quoted to the index agent
by any such member of the NASD, the highest of such gquoted interest rates shall be used
in the determination of the Auction Index.

If for any reason on any Auction Date the number of members of the NASD which shall
have quoted interest rates to the index agent, as described in the immediately preceding paragraph,
is less than five, the Auction Index will be the arithmetic average of (i) the interest rate which has
been so quoted, if any, and (it) the interest rates per annum on variable rate demand obligations
or similar obligations having the terms and characteristics set forth in clauses (i), (ii) and (v) of
the immediately preceding paragraph quoted to the index agent at the time of determination of the
Auction Index by members of the NASD as the interest rate which, if borne by such obligations,
would be the minimum interest rate necessary in order of such members, acting as principal in the
ordinary course of its business, to be willing to buy such obligations at par on such Auction Date.
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Such members of the NASD shall be (i) not fewer in number than the difference between five and
the number of members of the NASD which shall have quoted interest rates provided as described
in the immediately preceding paragraph and (ii) actively engaged in the remarketing of variable
rate demand obligations or similar obligations.

If for any reason on any Auction Date the Auction Index shall not be determined as
described above, the Auction Index shall be the Auction Rate for the Auction Period ending on
such Auction Date.

The determination of the Auction Indcx as descrtbed abovc is concluswe and binding upon
the Owners of the Auction Bonds. ' SRS

Change in Auction Period; Change of Auction Date
(a) Changes in Auction Period or Periods. -

(i) While any Auction Bonds are Outstanding, the Corporation may,
from time to time, change the length of one or more Auction Periods from one
Auction Mode to another in order to accommodate economic and financial factors
that may affect or be relevant to the length of the Auction Period and the interest
rate borne by such Auction Bonds. The Corporation shall initiate the change in the
length of one or more Auction Periods by giving written notice to the Trustee, the
Auction Agent, the Broker-Dealer and the Securities Depository that the Auction
Period will change if the conditions described below are satisfied and the proposed
effective date of the change, at least ten Business Days prior to the Auction Date
for such Auction Period.

(ii)  The change in the length of one or more Auction Periods shall not
be allowed unless Sufficient Clearing Bids existed at both the Auction before the
date on which the notice of the proposed change was given as provided in {a) above
and the Auction immediately preceding the proposed change.

(iit)  Thechange in length of one or more Auction Periods shall take effect
only if o

(A) the Trustee and the Auction Agent receive by 11:00 A.M.,
Eastern Time, on the Business Day before the Auction Date for the first
such Auction Period, a certificate from the Corporation, authorizing the
change in the length of one or more AUC[IOH Periods specified in such
certificate, and :

(B) Sufficient Clearing Bids exist at the Auctlon -on the ALIC[IOII
Date for such first Auction Period. =
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If the condition referred to in (A) above is not met, the Auction Rate for the next
Auction Period shall be determined pursuant to the Auction Procedures and the
Auction Period shall be the Auction Period determined without reference to the
proposed change. If the condition referred to in (A) is met but the condition
referred to in (B) above is not met, the Auction Rate for the next Auction Period
shall be the Maximum Rate, and the Auction Period shall be a Seven Day Auction
Mode: - :

(b) Changes in the Auction Dates. While any of the Auction Bonds are
Outstanding, the Auction Agent, with the written consent of the Corporation, may specify
an earlier Auction Date (but in no event more than five Business Days carlier) than the
Auction Date that would otherwise be determined in accordance with the definition of
"Auction Date" with respect to one or more specified Auction Periods in order to conform
with then current market practice with respect to similar securities or to accommodate
cconomic and financial factors that may affect or be relevant to the day of the week
constituting an Auction Date and the interest rate borne on the Auction Bonds. The
Corporation shall not consent to such change in the Auction Date unless it has received
from the Auction Agent not less than three (3) days nor more than twenty (20) days prior
to the effective date of such change a written request for consent together with a certificate
demonstrating the need for change in reliance on such factors. The Auction Agent shall
provide notice of its determination to specify an earlier Auction Date for one or more
Auction Periods by means of a writien notice delivered at least 45 days prior to the
proposed changed Auction Date to the Trustee, the Corporation, the Broker-Dealer and the
Securities Depository. : :

(c) Notwithstanding anything herein to the contrary, prior to any change in the
duration of any Auction Period, the Trustee shall receive a confirmation from cach rating
agency then rating any Auction Bonds at the request of the Corporation to the effect that
such change does not adversely affect the rating of any Auction Bond then being rated by
such rating agency.

Miscellaneous Provisions

{a) The Auction Procedures may be interpreted by the Corporation to resolve
any inconsistency or ambiguity which may arise or be revealed in connection therewith and
such interpretation shall be binding upon the Trustee, the Auction Agent, cach Broker-
Dealer and the Owners.

(b) Prior to the Conversion Date, if any, applicable to an Auction Bond

(1) except during a period in which the Auction Procedures are not to
be implemented as a result of a default in payment on any Auction Bond, an
Existing Owner may sell, transfer or otherwise dispose of an Auction Bond only
pursuant to a Bid or Sell Order in accordance with the Auction Procedures or to or
through a Broker-Dealer or to a Person that has delivered a signed copy of a Master
Purchaser's Letter to the Auction Agent, provided that in the case of all transfers
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other than pursuant to Auctions such Existing Owner or its Broker-Dealer or its
Agent Member advises the Auction Agent of such transfer and

(1) an Existing Owner shall have the ownership of the Auction Bond
held by it maintained in book entry form by the Securities Depository for the
account of its Agent Member which, in turn, is to maintain records of such Existing
Owner’s beneficial ownership.

(¢)  Theprovisions of the 2001 Series A/B/C/D Supplemental Indenture relating
to the Auction Bonds and the definitions applicable hereto, including without limitation the
definitions of Auction Rate, Default Rate, Maximum Rate, No Auction Rate, Minimum
Rate, Auction Index, Auction Multiple and Auction Rate, may be amended by obtaining
the consent of the beneficial owners of all Auction Bonds affected by such amendment.
If on the first Auction Date occurring at least twenty (20) days after the date on which the
Auction Agent mailed notice to the registered owners of the Auction Bonds affected by
such amendment, Sufficient Clearing Bids have been received or all of the Auction Bonds
affected by such amendment are subject to Submitted Hold Orders, the proposed
amendment shall be deemed to have been consented to by the beneficial owners of all
Auction Bonds affected by such amendment. Any such consent or deemed consent by a
beneficial owner shall be conclusive and binding upon such beneficial owner and all future
beneficial owners thereof. .As a condition precedent to any amendment referred to in this
paragraph, there shall be delivered to the Trustee an opinion of Bond Counsel to the effect
that such amendment will not adversely affect the validity of the 2001 Bonds or, with
respect to the Variable Rate Tax-Exempt Bonds, the exclusion of interest thercon from
gross income for federal income tax purposes.
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APPENDIX E
FORM OF MASTER PURCHASER'S LETTER
Relating to Securities Involving Rate Settings Through Auctions

THE COMPANY

THE AUCTION AGENT
A BROKER-DEALER
AN AGENT MEMBER
OTHER PERSONS

Dear Sirs:

i This letter is designed to apply to auctions for publicly or privately offered debt or
equity securitics ("Securities”) of any issuer ("Company") which are described in any final
prospectus, private placement memorandum or other offering materials relating to such Securities
as the same may be amended or supplemented (collectively, with respect to the particular
Securities concerned, the "Prospectus”), and which involve periodic rate settings through auctions
("Auctions"). This letter shall be for the benefit of the Company and of any trust company or
auction agent (collectively, "Trust Company"), broker-dealer, agent member, sccurities depository
or other interested person in connection with any Sccurities and related Auctions (it being
understood that such persons may be required to execute specified agreements and nothing herein
shall alter such requirements). The terminology used herein is intended to be general in its
application and not to exclude any Securities in respect to which (in the Prospectus or othmmse)
alternative terminology is used.

2. We may from time to time offer to purchase, offer to sell and/or sell Securities of
the Company as described in the Prospectus relating thereto. We agree that this letter shall apply
to all such purchases, sales and offers and to Securitics owned by us. We understand that (a) the
dividend/interest rate on Securities may be based from time to time on the results of Auctions as
set forth in the Prospectus, (b) a component of each such dividend/interest rate on Securitics may
include fees and charges owed to the Trust Company or other interested persons, including a
broker-dealer, and (c) such fees and charges may be deducted prior to our receipt of such
dividend/interest rate. We agree that in the event any such fee or charge is not so deducted and
is paid to us in a circumstance in which it is owed to any Trust Company or other interested
person, we are not relieved of our liability to such Trust Company or other interested person for
payment of such fee or charge and we shall make such payment promptly upon notice delivered
to us that such payment is due. We agree that the Trust Company or other interested person may
collect such fees and charges on its or all interested parties’ behalf.

3. We agree that any bid or sell order placed by us shall constitute an irrevocable offer
by us to purchase or sell the Securities subject to such bid or sell order, or such lesser amounts
of Securities as we shall be required to sell or purchase as a result of such Auction, at the
applicable price, all as set forth in the Prospectus, and that if we fail to place a bid or sell order
with respect to Securities owned by us with a broker-dealer on any auction date, or a broker-dealer
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to which we communicate a bid or seil order fails to submit such bid or sell order to the Trust
Company concerned, we shall be deemed to have placed a hold order with respect to such
Securities as described in the Prospectus. We authorize any broker-dealer that submits a bid or
sell order as our agent in Auctions to exccute contracts for the sale of Securities covered by such
bid or sell order. We recognize that the payment by such broker-dealer for Sccuritics purchased
on our behalf shall not relieve us of any hability to such broker-dealer for payment for such
Securities.

4. We agree that, during the applicable period as described in the Prospectus,
dispositions of Securities can be made only in denominations sct forth in the Prospectus and we
will sell, transfer or otherwise dispose of any Securities held by us from time to time only pursuant
to a bid or sell order placed in an Auction, to or through a broker-dealer or, when permitted in
the Prospectus, to a person that has signed and delivered, or caused to be delivered on its behalf,
to the applicable Trust Company a letter substantially in the form of this letter (or other applicable
purchaser's letter), provided that in the case of all transfers rather than pursuant to Auctions we
or our broker-dealer or our agent member shall advise such Trust Company of such transfer. We
understand that a restrictive legend will be placed on certificates representing the securities and
stop-transfer instructions will be issued to the transfer agent and/or registrar, all as set forth in the
Prospectus. We agree to comply with any other transfer restrictions or other related procedures
as described in the Prospectus.

5. We agree that, during the applicable period as described in the Prospectus,
ownership of Securities shall be represented by one or more global certificates registered in the
name of the applicable securities depository or its nominee, that we will not be entitled to receive
any certificate representing the Securities and that our ownership of any Securities will be
maintained in book-entry form by the securitics depository for the account of our agent member,
which in turn will maintain records of our beneficial ownership. We authorize and instruct our
agent member to disclose to the applicable Trust Company such information concerning our
beneficial ownership of Securities as such Trust Company shall request.

6. We acknowledge that partial deliveries of Securities purchased in Auctions may be
made to us and such deliveries shall constitute good delivery as set forth in the Prospectus.

7. This letter is not a commitment by us to purchase any Securities.

8. This letter supersedes any prior-dated version of this master purchaser's letter, and
supplements any prior or post-dated purchaser's letter specific to particular Securities; any
recipient of this letter may rely upon it until such recipient has received a signed writing amending
or revoking this letter.

9. The descriptions of Auction procedures set forth in each applicable Prospectus are
incorporated by reference herein and, in case of any conflict between this letter and any such
description, such description shall control.

10.  Any photocopy or reproduction of this letter shall be deemed of equal effect as a
signed original.
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11.  Our agent member of the securitics depository currently is

12, Our personnel authorized to place orders with broker-dealers for the purposes set
forth in the Prospectus in Auctions currently is/are teclephone number
13.  Our taxpayer identification number is

14, We agree that, during the applicable periods described in the Prospectus, if we
decide to link our beneficial ownership of any Securities which permit such linkage with our
beneficial ownership of other debt or equity securities which permit such linkage of the Company,
or if we decide to break any linkage, we will instruct our agent member or our broker-dealer to
link such beneficial ownership or break such linkage in accordance with the procedures set forth
in the Prospectus, and we acknowledge that such instruction must be submitted through the
applicable Trust Company and may not be given during certain periods described in the
Prospectus.

I5. We acknowledge that the Securitics may be subject to mandatory tender by us as
described in the Prospectus. We further agree that if we should receive any payment in connection
with any tender transaction to which we are not cntitled (as a result of failure of another security
holder to provide the tender price or otherwise), we will take such actions (including return of
funds and repayment of interest to any party who provided funds to us which they were not
obligated to provide) so that all interested parties (including any broker-dealer) are restored to the
positions which would have obtained if the tender transactions were ctfected, or not effected, as
the case may be, in accordance with the provisions sct forth in the Prospectus.

Dated:

Mailing address of Purchaser

{Name of Purchaser)

By:

Printed Name:

Title:




APPENDIX F
CERTAIN DEFINITIONS WITH RESPECT TO THE 2001 BONDS

"Agent Member"” means a member of, or participant in, the Securitics Depository who will
act on behalf of a Bidder and is identified as such in the Bidder's Master Purchaser's Letter.

"Alternate Liquidity Facility” means any Liquidity Facility subsequent to the Tender
Agreement that the Corporation may provide with the written consent of the Insurer pursuant to
the 2001 Series A/B/C/D Supplemental Indenture; provided, however, that the delivery of each
such Liquidity Facility shall result in a short-term rating of 2001 Bonds of not less than "A-1+ "
(in the casc of S&P) or "P-1" or "VMIG-1", as applicable (in the case of Moody's), as evidenced
by rating letters delivered when such Liquidity Facility is delivered, or such other ratings as may
be approved by the Corporation and the Insurer.

"Auction" means each periodic implementation of the Auction Procedures.
"Auction Agent" means the auctioneer appointed in accordance with the Indenture.

"Auction Agreement” means the Auction Agreement between the Auction Agent and the
Trustee, as it may be amended, supplemented or replaced from time to time with notice to the
Insurer.

"Auction Date" means during any period in which the Auction Procedures are not
suspended in accordance with the terms of the 2001 Series A/B/C/D Supplemental Indenture, the
Business Day next preceding each Auction Period applicable to such Bonds (whether or not an
Auction shall be conducted on such date) or such other date as determined by the Corporation in
connection with the adjustment to the Auction Period for Auction Bonds, commencing on the First
Auction Date applicable to such Auction Bonds; provided, however, the last Auction Date for any
Auction Bond shall be the earlier of (i} the Business Day next preceding the Auction Period next
preceding the Conversion Date relating to such Bond and (ii) the Business Day next preceding the
Auction Period next preceding the final maturity date of such Bond.

"Auction Index" is described in the Section entitled "Auction Index” in Appendix D.

" Auction Mode Period” means either a Seven Day Auction Mode Period, a Thirty-Five
Day Auction Mode Period, a Twenty-Eight Day Auction Mode Period or a Semiannual Auction
Mode Period.

" Auction Multiple" means, as of any Auction Date, the percentage determined as sct forth
below, or otherwise established as described in the Section entitled "Miscelianeous Provisions™
in Appendix D, based on the Prevailing Rating of the Auction Bonds in effect at the close of
business on the Business Day immediately preceding such Auction Date:
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Prevailing Rating Percentage of Auction Index

AAA/Aaa 140%
AA/Aa - 150
A/A 200
BBB/Baa 250
Below BBB/Baa 300

" Auction Period" means

(1) with respect to Auction Bonds in a Seven Day Auction Mode Period, a
period of seven days generally beginning on a Thursday (or the day following the last day
of the prior Auction Period if the prior Auction Period does not end on a Wednesday) and
ending on the next succeeding Wednesday (unless such Wednesday is not a Business Day,
in which case ending on the next succeeding Business Day), '

(i)  withrespect to Auction Bonds in a Twenty-Eight Day Auction Mode Period,
a period of twenty-eight days generally beginning on a Thursday (or the day following the
last day of the prior Auction Period if the prior Auction Perjod does not end on a
Wednesday) and ending on the next succeeding fourth Wednesday (unless such Wednesday
is not a Business Day, in which case ending on the next succeeding Business Day),

(iiiy ~ withrespect to Auction Bonds in the Thirty-Five Day Auction Mode Period,
a period of thirty-five days generally beginning on a Thursday (or the last day of the prior
Auction Period if the prior Auction Period does not end on a Wednesday) and ending on
the next succeeding fifth Wednesday (unless such Wednesday is not a Business Day in
which case ending on the next succeeding Business Day), and '

(ivy  with respect to Auction Bonds in a Semiannual Auction Mode Period, a
period of six months generally (or shorter period upon a conversion from another Auction
Period) beginning on the day following the last day of the prior Auction Period and ending
on the next succeeding January 31 or July 31. '

" Auction Procedures” means the procedures for conducting auctions for Auction Bonds as
described in Appendix D.

"Auction Rate” means the rate of interest to be borne by Auction Bonds for each Auction
Period which shall be: '

(i) for the Initial Period, those intercst rates set forth in a certificate of the
Corporation with respect to the Auction Bonds and

(ii) after the Initial Period,

(a)  if Sufficient Clearing Bids exist, the Winning Bid Rate,



(b) if Sufficient Clearing Bids do not exist (other than as a result of all
Auction Bonds being subject to Submitted Hold Orders), the Maximum Rate, and

(c) if all Auction Bonds are subject to Submitted Hold Orders, the
Minimum Rate; provided, however, that, if the Auction Agent shall have failed to
determine the Auction Rate for any Auction Period (including, without limitation,
the circumstances where there 1s no Auction Agent or no Broker-Dealer), the
Auction Rate for such Auction Period shall be the No Auction Rate determined for
such Auction Period; and provided, further, that, if an Event of Default with
respect to the payment of any debt service or redemption price on any Bond shall
have occurred the Auction Rate for the Auction Period during which such Event
of Default shall have occurred and each Auction Period thereafter commencing
prior to the date on which such Event of Default shall have ceased to be continuing
shall be the Default Rate for such Auction Period; and provided, further, that in no
cvent shall the Auction Rate applicable to Auction Bonds exceed 15% per annum
in the case of the Variable Rate Tax-Exempt Bonds or 25% per annum in the case
of the Variable Rate Taxable Bonds or, if less, the maximum rate permitted by law;
and provided, further, in the event of a failed conversion from onc Auction Mode
Period to another Auction Mode Period or Conversion {from an Auction Mode
Period to a Fixed Interest Rate, the Auction Bonds will automatically convert to an
Auction Period in the Seven Day Auction Mode Period and bear interest at the
Maximum Rate for the next Auction Period.

" Auction Rate Conversion Date" means each date on which any 2001 Bonds are converted
to Auction Bonds with approval in writing by the Insurer, which approval may not be
unreasonably withheld. '

"Available Auction Bonds" means the excess of the aggregate principal amount of
Outstanding Auction Bonds over the principal amount of Auction Bonds that are the subject of
Submitted Hold Orders.

"Bid" means the information submitted by an Existing Owner to a Broker-Dealer as to the
principal amount of Outstanding Auction Bonds, if any, held by such Existing Owner which such
Existing Owner desires to continue to hold if the ratc determined by the Auction Procedures for
the next succeeding Auction Period shall not be less than the rate per annum then specified by such
Existing Owner and which such Existing Owner desires to sell on the next succeeding Auction
Bond Interest Payment Date if the Auction Rate is Iess than the rate per annum then specified by
such Existing Owner; and, for purposes of implementing the Auction, in order to achicve the
lowest possible interest rate on the Auction Bonds, the Broker-Dealers shall contact Potential
Owners, including Persons who are Existing Owners, by telephone or otherwise to determine the
principal amount of Auction Bonds, if any, which each such Potential Owner offers to purchase
if the rate determined by the Auction Procedures for the next succeeding Auction Period were not
less than the rate per annum specified by such Potential Owner. '

“Bidder" means each Existing Owner and Potential Owner who places an Order.
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"Bondholder" or "Holder" means, for purposes of this Official Statement, any Holder (as
defined under the Indenture) of 2001 Bonds, except that (i) where the context so requires, such
terms shall mean Holders of Bonds under the Indenture, and (ii) except under "Tax Matters"
herein, so long as the 2001 Bonds are immobilized in the custody of DTC, such terms shall mean,
for purposes of giving notice to such Bondholders or Holders, DTC or its nominee. (See "DTC
and Book-Entry" herein.)

"Broker-Dealer” means Lehman Brothers or Merrill Lynch and any broker-dealer or other
entity that is permitted by law to perform the functions required of a Broker-Dealer on behalf of
Existing Owners and Potential Owners of Auction Bonds, that is a Direct Participant, that has been
selected by the Corporation with notice to the Insurer, and that is a party to a Broker-Dealer
Agreement with the Auction Agent that remains cffective.

"Broker-Dealer Agrecment” means a Broker-Dealer Agreement between a Broker Dealer
and the Auction Agent, as may be amended from time to time, with notice to the Insurer.

"Change Date” means the date on which Auction Bonds are to be changed to a different
Auction Mode Period.

"Conversion Date" means the Business Day on which any of the 2001 Bonds are Converted
to a Fixed Interest Rate.

"Convert”, "Converted” or "Conversion"”, as appropriate, means the conversion of the
interest rate on the 2001 Bonds to Fixed Interest Rates as herein described.

"Default Rate” means, in respect of any Auction Period, (i) with respect to the Variable
Rate Tax-Exempt Bonds, three hundred percent (300%) of the Auction Index determined on the
Auction Date next preceding the first day of such Auction Period; provided, however, that in no
event shall the Default Rate exceed 15% per annum, and (ii) with respect to the Variable Rate
Taxable Bonds, three hundred percent (300%) of the Auction Index determined on the Auction
Date next preceding the first day of such Auction Period; provided, however, that in no event shall
the Default Rate exceed 25% per annum.

"Effective Rate” means the rate of interest, which rate shall be less than or equal to the
Maximum Rate, payable on the 2001 Bonds prior to Conversion, determined for each Effective
Rate Period as herein described.

"Effective Rate Date" means the date on which the 2001 Bonds begin to bear interest at the
Effective Rate.

"Effective Rate Period” means the period during which interest acerues under a particular
Mode from one Effective Rate Date to and including the day preceding the next Effective Rate
Date.

"Fed AA Financial Composite CP Index" means the rate set forth in Telerate page
H.15(519) for each day opposite the designated maturity of 30 days under the caption
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"Commercial Paper — Financial". If such rate is not yet published in Telerate page H.15(519),
the rate for that date will be the rate set forth in Composite 3:30 P.M. Quotations for U.S.
Government Securities for that day in respect of the designated maturity of 30 days under the
caption "Commerctal Paper — Financial" (with a designated maturity of one month or three
months being deemed to be equivalent to a demgnatcd maturlty oft 30 days or .90 days,
respectively). - : : S

"First Auction Date" means a date not later than a date sixty (60) days after the date on
whichany 2001 Bonds become Auction Bonds. : :

"Fixed Interest Rate” means a long-term interest rate fixed to maturity of a 2001 Bond
established in accordance with the 2001 Series A/B/C/D Supplemental Indenture. - - :

"Hold Order" means the information submitted by an Existing Owner to a Broker-Dealer
as to the principal amount of Outstanding Auction Bonds, if any, held by such Existing Owner
which such Existing Owner desires to continue to hold without regard to the rate determined by
the Auction Procedures for the next succeeding Auction Period.

"Initial Period” means a period commencing on the date on which Auction Bonds are
authenticated and delivered and ending on the First Auction Date.

"Liquidity Expiration Event"” means either (i) the Corporation has determined to terminate
a Liquidity Facility in whole or in part in accordance with its terms, or (ii) the Trustee has not
received written notice on or prior to forty-five (45) days prior to the scheduled expiration of a
Liquidity Factlity that such Liquidity Facility will be extended, renewed or replaced.

"Liquidity Facility" means, for purposes of the 200! Bonds, any Liquidity Facility
provided pursuant to the 2001 Series A/B/C/D Supplemental Indenture by the Corporation,
including the Tender Agreement and any Alternate Liquidity Facility.

"Mandatory Tender Date" means each date on which 2001 Bonds are subject to mandatory
tender pursuant to the 2001 Series A/B/C/D Supplemental Indenture. (See "Mode Chart for 2001
Bonds" appearing on page (i}.)

"Master Purchaser's Letter”" means the Master Purchaser’s Letter in substantially the form
of the letter attached hereto as Appendix E.

"Maximum Rate" means

(i) with respect to the 2001 Bonds other than Auction Bonds, 10% per annum
in the case of the Variable Rate Tax-Exempt Bonds while covered by the Tender
Agreement (if such Bonds are covered by an Alternate Liquidity Facility, the Corporation
may, with the prior written consent of the Insurer, which consent shall not be unreasonably
withheld, direct that such rate be increased up to a maximum of 15% per annum) and 10%
per annum in the case of the Variable Rate Taxable Bonds while covered by the Tender
Agreement (if such Bonds are covered by an Alternate Liquidity Facility, the Corporation
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may, with the prior written consent of the Insurer, which consent shall not be unreasonably
withheld, direct that such rate'be increased up to a maximum of 25% per annum), and

(i) with respect to Auction Bonds, as of any Auction Date, the product of the
Auction Index times the Auction Multiple; provided, however, that in no event shall the
Maximum Rate exceed the maximum rate permitted by applicable law, anything in the
2001 Series A/B/C/D Supplemental Indenture to the contrary notwithstanding.

"Minimum Rate" means with respect to Auction Bonds, as of any date of determination
thereof, 75 percent of the Auction Index in effect on the date of calculation in the case of the
Variable Rate Tax-Exempt Bonds and 90 percent of the Auction Index in effect on the date of
calculation in the case of the Variable Rate Taxable Bonds.

"Mode" means the manner in which the interest rate is determined on each Rate
Determination Date, consisting of a Daily Rate, Weckly Rate, Monthly Rate, ertcriy Rate,
Semiannual Rate and Auction Rate.

"Mode Change" means a change in Mode Period.

"Mode Period" means each period beginning on the first Effective Rate Date for the 2001
Bonds, or the first Effective Rate Date following a change from one Mode to another (including
a change from one Auction Mode Period to another Auction Mode Period of a different duration),
and ending on the date immediately preceding the first Effective Rate Date following the next such
change in Mode: (See "Mode Chart for 2001 Bonds" appearing on page (i).) - :

"No Auction Rate" means, as of any Auction Date, the rate determined as set forth below,
based on the Prevailing Rating of the Auction Bonds in effect at the close of business on the
Business Day immediately preceding such Auction Date:

Prevailing Rating Percentage of Auction Index
AAA/Aaa : : _ 140%
AA/Aa - ' " : 150
A/A : 200
BBB/Baa 250
Below BBB/Baa 300

provided, however, that in no event shall the No Auction Rate exceed the Maximum Rate.

"Notice Partics” means the Corporation, the applicable Remarketing Agent, the Insurer,
any Bank, the Tender Agent, and the Trustee.

"Order” means, as the context requires, a2 Hold Order, a Bid or a Sell Order.

"Potential Owner” any person, including any Existing Owner, (i) who shall have executed
a Master Purchaser's Letter, and (ii) who may be interested in acquiring Auction Bonds or, in the
case of an Existing Owner, an additional principal amount of Auction Bonds.: '
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"Prevailing Rating"” means

(a) AAA/Aaa/ AAA, if the Auction Bonds shall have a rating of AAA or better
by S&P, a rating of Aaa or better by Moody's, and a rating of AAA or better by Fitch,

(b) if not AAA/Aaa/AAA, then AA/Aa/AA if the Auction Bonds shall have a
rating of AA- or better by S&P, a rating of Aa3 or better by Moody's, and a'rating of AA-
or better by Fitch, '

(c) if not AAA/Aaa/AAA or AA/Aa/AA, then A/AJA if the Auction Bonds
shall have a rating of A- or better by S&P, a rating of A3 or better by Moody's, and a
rating of A- or better by Fitch, o

(d) if not AAA/Aaa/AAA, AA/AWAA or A/A/A, then BBB/Baa/BBB if the
Auction Bonds shall have a rating of BBB- or better by S&P, a rating of Baa3 or better by
Moody's, and a rating of BBB- or better by Fitch, and '

(e) if not AAA/Aaa/AAA, AA/A/AA, A/A/A or BBB/Baa/BBB, then Below
BBB/Baa/BBB, whether or not the Auction Bonds arc rated by any securitics rating
agency.

For purposes of this paragraph, S&P's rating catcgories of "AAA", "AA-", "A-" and "BBB-",
Moody's rating categories of "Aaa", "Aa3", "A3" and "Baa3,"” and Fitch's rating categories of
"AAA", "AA-", "A" and "BBB-" shall be deecmed to refer to and include the respective rating
categories correlative thereto in the event that either or both of such rating agencies shall have
changed or modified their generic rating categories or if any successor thereto appointed in
accordance with the definitions shall usc different rating categories.

"Rate Determination Date” means the date on which the Effective Rate for the Effective
Rate Period following each such Rate Determination Date is determined, as described in the
"Mode Chart for 2001 Bonds" appearing on page (1) and herein.

"Remarketing Agent" means (i) with respect to the 2001 Series A Bonds and 2001 Series D
Bonds, Lehman Brothers and its successors and assigns, unless another remarketing agent shall
be duly appointed in accordance with the Indenture and (ii) with respect to the 2001 Series B
Bonds and 2001 Series C Bonds, Merrill Lynch and its successors and assigns, unless another
remarketing agent shall be duly appointed in accordance with the Indenture.

"Sell Order" means the information submitted by an Existing Owner to a Broker-Dealer
as to the principal amount of QOutstanding Auction Bonds, if any, held by such Existing Owner
which such Existing Owner offers to sell without regard to the rate determined by the Auction
Procedures for the next succeeding Auction Period. '

"Semiannual Auction Mode Period" means the period of time during which Auction Bonds
bear interest for an Auction Period of six (6) months.
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"Seven Day Auction Mode Pertod” means the period of time during which Auction Bonds
bear interest for an Auction Period of scven (7) days.

"Seven-Day LIBOR" means the rate of interest per annum equal to the rate per annum at
which United States dollar deposits having a maturity of seven days are offered to prime banks in
the London interbank market which appear on the Telerate Service LIBOR Page as of
approximately 11:00 A.M. London time, on the second Business Day immediately preceding the
Effective Rate Date. If at least two such quotations appear, Seven-Day LIBOR will be determined
at approximately 11:00 A.M., London time, on such calculation date on the basis of the rate at
which deposits in United States dollars having a maturity of seven days are offered to prime banks
in the London interbank market by four major banks in the London interbank market sclected by
the Remarketing Agent and in a principal amount of not less than U.S. $1,000,000 and that is
representative for a single transaction in such market at such time. The Remarketing Agent will
request the principal London office of each of such banks to provide a quotation of its rate. If at
least two quotations are provided, Seven-Day LIBOR will be the arithmetic mean (rounded
upwards, if necessary, to the nearest one-hundredth of onc percent) of the rates guoted at
approximately 11:00 A.M., New York City time on the second Business Day immediately
preceding the Effective Rate Date by threc major banks in New York, New York selected by the
Remarketing Agent for loans in United States dollars to leading European banks having a maturity
of seven days and in a principal amount equal to an amount of not less the U.S. $1,000,000 and
that is representative for a single transaction in such market at such time; provided, however, that
if the banks selected as aforesaid are not quoting as mentioned in this sentence, Seven-Day LIBOR
will be Seven-Day LIBOR in effect for the immediately preceding Weekly Mode Period.

"Submission Deadline" means 1:00 P.M. New York City time on cach Auction Date or
such other time on such date as shall be specified from time to time by the Auction Agent as the
time by which Brokers-Dealers are required to submit Orders to the Auction Agent.

"Submitted Bid" means a Bid submitted to the Auction Agent by the Broker-Dealer.

"Submitted Hold Order"” means a Hold Order submitted to the Auction Agent by the
Broker-Dealer.

"Submitted Order" means an Order submitted to the Auction Agent by the Broker-Dealer.

"Submitted Sell Order” means a Sell Order submitted to the Auction Agent by the Broker-
Dealer.

"Sufficient Clearing Bids" with respect to any Auction, the condition in which the
aggregate principal amount of Auction Bonds that are the subject of Submitted Bids by Potential
Owners specifying one or more rates not higher than the Maximum Rate is not less than the sum
of (i) the aggregate principal amount of Auction Bonds that arc the subject of Submitted Bids by
Existing Owners specifying rates higher than the Maximum Rate, and (ii) the aggregale principal
amount of Auction Bonds that are the subject of Submitted Sell Orders.



"TBMA Index" means the rate determined on the basis of an index based upon the weekly
interest rate resets of tax-exempt variable rate issues included in a database maintained by
Municipal Market Data which mect specific criteria established by The Bond Market Association,
formerly the Public Securities Association.

"Tender Agent” means U.S. Bank Trust National Association, organized and existing under
the laws of the United States of America, and its successors and assigns.

"Thirty-Five Day Auction Mode Period"” means the period of time during which Auction
Bonds bear interest for an Auction Period of thirty-five (35) days.

"Twenty-Eight Day Auction Mode Period” means the period of time during which Auction
Bonds bear interest for an Auction Period of twenty-eight (28) days.

"Variable Rate Taxable Bonds" means the 2001 Series C and D Bonds prior to their
Conversion.

"Variable Rate Tax-Exempt Bonds" means the 2001 Series A and B Bonds prior to their
Conversion.

"Winning Bid Rate" means the lowest rate specified in any Submitted Bid which if selected
by the Auction Agent as the Auction Rate would cause the aggregate principal amount of the
Auction Bonds that are the subject of Submitted Bids specifying a rate not greater than such rate
to be not less than the aggregate principal amount of Available Auction Bonds.



S

APPENDIX G

FORM OF MBIA INSURANCE CORPORATION BOND INSURANCE POLICY

MBlA

FINANCIAL GUARANTY INSURANCE POLICY

MBIA Insurance Corporation
Armonk, New York 10504

Policy No. [NUMBER]

MBIA Insurance Corporation (the "Insurer"), in consideration of the payment of the premium and subject to the terms
of this policy, hereby unconditionally and irrevocably guarantees to any owner, as hereinafier defined, of the
following described obligations, the full and complete payment requireq t0 be made by or on behalf of the Issuer to
[INSERT NAME OF PAYING AGENT] or its successor (the "Paying Agent") of an amount equal to (i) the
principal of (either at the stated maturity or by any advancement of maturity pursuant to a mandatory sinking fund
payment) and interest on, the Obligations (as that term 1s defined below) as sucg payments shall become due but shall
not be so paid (except that in the event of any acceleration of the due date of such principal by reason of mandatory or
optional redemption or acceleration resulting from default or otherwise, other than any advancement of maturity
pursuant to a mandatory sinking fund payment, the payments teed hereby shall be made in such amounts and
at such times as such ]faayments of principal would have been due had there not been any such acceleration); and (ii)
the reimbursement of any such payment which is subsequently recovered from any owner pursuant 1o a final
j ent by a court of competent ‘}urisdiction that such payment constitutes an avoidable preference to such owner

ithin the meaning of any applicable banlﬂ-uiptcy law. The amounts referred to in clauses (i) and (ii) of the preceding
sentence shall be referred to herein collectively as the "Insured Amounts." "Obligations" shall mean:

[PAR]
[LEGAL NAME OF ISSUE]

Upon receipt of telephonic or telegraphic notice, such notice subsequently confirmed in writing by registered or
certified mail, or u%on receipt of written notice by registered or certified mail, by the Insurer from thsul.)eag'ing Agent or
any owner of an Obligation the payment of an Insured Amount for which is then due, that such required payment has
not been made, the Insurer on the due date of such payment or within one business day after receipt of notice of such
nonpayment, whichever is later, will make a deposit of funds, in an account with State Street Bank and Trust
Company, N.A.,, in New York, New York, or its successor, sufficient for the payment of any such Insured Amounts
which are then due. Upon presentment and surrender of such Obligations or presentment of such other proof of
ownership of the Obligations, together with any appropriate instruments of assignment to evidence the assignment of
the Insured Amounts due on the Obligations as are paid by the Insurer, and appropriate nstruments to effect the
appointment of the Insurer as agent for such owners of the Obligations in any legal proceeding related to payment of
Insured Amounts on the Obligations, such instruments being in a form satisfactory to State Street Bank and Trust
Company, N.A., State Street Bank -and Trust Company, N.A. shall disburse to such owners, or the Pe:ging Agent
payment of the Insured Amounts due on such Obligations, less any amount held by the Paying Agent for the payment
of such Insured Amounts and legally available therefor. This policy does not insure against loss of any prepayment
premium which may at any time be payable with respect to any Obligation.

As used herein, the term "owner" shall mean the registerad owner of any QObligation as indicated in the books
maintained by the Paying Agent, the Issuer, or any designee of the Issuer for such purpose. The term owner shall not
include the Isswer or any party whose agreement with the Issuer constitutes the underlying security for the
Obligations.

Any service of process on the Insurer may be made to the Insurer at its offices located at 113 King Street, Armonk,
New York 105({4 and such service of process shall be valid and binding.

This policy is non-cancellable for any reason. The premium on this policy is not refundable for any reason including
the payment prior to maturity of the Obligations.

IN WITNESS WHEREOQF, the Insurer has caused this policy to be executed in facsimile on its behalf by its duly
authorized officers, this [DAY] day of [MONTH, YEARfO

MBIA Insurance Corporation

Presid@
Attest: p

Assistant Secretary

STDR-AK-6 G-1 @ N
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